For  Reference 

Do  Not  Tal^e 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915.  SMtion  623 
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NORTHEASTERN  UNIVERSITY^ 

COLLEGE  OF  BUSINESS 

GAVE  TOP  MARKS  TO 

HYUNDAI 


THERE'S    A    LESSON    TO    BE    LEARNED    HERE 


A  school  devoted  to  the  business  of  under- 
standing business  is  hardly  one  to  make  ill- 
informed  decisions.  Indeed,  they  can  be 
trusted  to  analyze  price-performance 
equations  from  every  possible  angle. 

Hyundai*  passed  the  College  of  Busi- 
ness' critical  testing  with  honors.  So  much 
so  that  the  college  installed  Hyundai  sys- 
tems for  many  of  their  administrators  and 
faculty  members  to  use  for  word-process- 
ing, spreadsheets  and  statistical  analysis. 

Hyundai  has  the  broadest  line  of  PC- 
compatible  computers  and  peripherals 
available.  From  powerful  desktop  machines 
to  the  latest  portable  technology  All  com- 
petitively priced.  All  with  an  18-month  war- 
ranty And  all  available  from  a  first-class, 
nationwide  network  of  dealers,  who  also 
provide  comprehensive  product  support,  in- 
cluding a  24-hour  "Service-on-Site"  option. 

If  wisdom  is  the  ability  to  learn  from  the 
experience  of  others,  then  benefit  from 
the  insights  of  Northeastern  University's 
College  of  Business  Administration,  and 
choose  Hyundai. 

Hyundai  Electronics  America,  166 
Baypointe  Parkway,  San  Jose,  CA  95134. 
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The  Guardian's  1992 
Individual  Life  Dividend 
Scale  continues  to  be  one  of 
the  highest  in  the  industry. 

The  Guardian's  1992  individual  life  dividend 
payout  of  S195  million  is  an  increase  of  almost 
10%  over  1991,  and  reflects  our  continuing 
commitment  to  fair  and  equitable  treatment  of 
all  our  policyholders.* 

We  are  proud  to  report  that  this  is  the  highest  total 
dividend  payout  in  The  Guardian's  history. 

It  should  be  noted  that  in  1991,  the  life  insurance 
industry  experienced  additional  federal  income 
taxes  and  lower  returns  on  investments.  As  with 
most  companies,  The  Guardian's  1992  dividend 
scale  reflects  these  factors.  Although  our  non- 
loaned  dividend  interest  rate  decreased  from 
10.50%  to  10.25%,  it  remains  one  of  the  highest 
in  the  industry.  Even  with  this  moderate  decrease 
in  our  1992  dividend  factors  due  to  slightly  lower 
interest  rates  and  higher  federal  taxes,  most 
Guardian  policyholders  will  receive  an  equal  or 
greater  dividend  payment  than  last  year. 

For  the  almost  375,000  Guardian  policyholders 
who  will  benefit,  this  represents  just  one  of 
the  many  intelligent  reasons  why  they  chose 
The  Guardian. 

The  Guardian's  Dividend  Record 
is  Unbroken. 

Our  1992  dividend  payment  is  the  123rd  consecutive 
in  The  Guardian's  history.  That's  continuity. 
Stability.  And  testimony  to  how  well  we  keep  our 
financial  house  in  order.  That  translates  to  real 
benefits  for  Guardian  policyholders.  Year  after 
year  after  year  after  year. 

Three  More  Reasons  Why 
The  Guardian  Is  The 
Intelligent  Choice. 

The  Guardian  is  one  of  only  a  handful  of  insurance 
companies  that  have  earned  the  highest  ratings 
possible  from  each  of  the  three  major  independent 
financial  rating  services.  AAA  from  Standard  & 
Poor's.  Aaa  from  Moody's.  A+  from  A.M.  Best. 

Find  out  more  about  the  financial  strength  of 
The  Guardian.  And  about  our  superior  products 
and  services  for  Life  Insurance,  Group  Insurance, 
Income  Protection,  Equity  Products,  or  Asset 
Management.*  * 

Cain -800-662-1006. 
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^  The  Guardian' 

The  Intelligent  Ciioice" 


•Dividends  are  neither  estimated  nor  guaranteed  and  may 
increase  or  decrease  each  year  to  reflect  changes  in  invest- 
ment returns,  mortality,  expenses  and  taxes.  Dividends  may 
also  be  affected  by  policy  loans. 

•Equity  products  are  offered  through  Guardian  Investor  Services 
Corporation*    a  wholly  owned  subsidiary  of  The  Guardian  Life 
Insurance  Company 


You  want  to  go  where  no  one  has  gone  before 


This  weekend. 


If  you  want  to  go  farther  than  all  the  others, 
consider  the  vehicle  that  did  just  that. 

Explorer  passed  all  the  rest  to  become  the 
best  seller,  the  new  standard  for  its  class. 
And,  Four  Wheeler 
magazine's  "Four 
Wheeler  of  the  Year." 

Nothing  in  its 
class  has  so  much 
overall  passenger 
and  cargo  room. 
Or,  lets  you  go  from 
2WD  to  4WD  High 
and  back,  on  the  fly  at  the  push  of  a  button. 
The  4.0L  EFI  V-6  and  rear  anti-lock  brakes  are 
standard. 

Available  amenities  include  Ford  JBL  audio 
systems,  6-way  power  seats,  leather  seating 
surfaces,  and  a  tilt-up  open-air  roof 

And  now,  Ford  offers  a  36-month/36, 000- 
mile  Bumper-to-Bumper  warranty  with  no 
deductible.* 

Explorer  has  all  it  takes  to  go  where  no 
one's  gone  before.  And  now,  so  can  you. 

'Ask  your  dealer  for  a  copy  of  this  limited  warranty. 


Have  you  driven  a  Ford... lately? 


Your  Explorer  is  ready. 


Buckle  up — together  we  can  save  lives. 


JilL      
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The  leanest,  meanest, 
smartest  companies  in 
21  industries. 
94 


It  will  get  uglier  and  uglier.  The  guy 
with  the  deep  pockets  will  win. 
38 
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RJR  Nabisco  Holdings 

By  James  R.  Norman 

The  buyout  has  been  a  smashing  fi- 
nancial success.  But  enhanced  debt 
ratings  don't  sell  cigarettes. 

Motorcycles 

By  Richard  L.  Stern  40 

The  makers  missed  out  on  what  could 
have  been  a  great  1991. 

Digital  Telephones  41 

ByGarySlutsker 

Motorola  owns  most  Ucenses  in  a  hot 
market  but  doesn't  like  to  talk  about 
it.  Here's  why. 

Up  &  Comers: 

Acxiom  Corp.  58 

By  Fleming  Meeks 

Charles  Morgan  also  races  cars  in  his 

spare  time. 

Newell  Co.  66 

ByTatiana  Pouschine 

Creating  extraordinary  growth  out  of 

the  disposable  low- tech  stuff. 

Circon  Corp.  90 

By  James  Cook 

Why  it  wasn't  a  gamble  to  run  deep 
into  debt  to  swallow  a  company  four 
times  larger. 
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By  Joel  Millman 

Emilio  Azcarraga,  master  of  timing. 
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By  James  Cook 

Norway  has  ambitions  of  becoming 

the  new  Kuwait. 

Educating  Ivan  72 

By  Dyan  Machan 

A  couple  of  former  college  teachers 
started  a  business  to  teach  former 
communists  how  to  start  businesses. 
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Public  Spending 

By  Peter  Brimelow 

It  shrank  once — in  Victorian  Britain. 


The  Midwest  Stock  Exchange 

By  Gary  Slutsker 

Using  electronic  trading,  bypassing 

specialists,  to  stay  in  business. 

The  Money  Men: 

Michael  Steinberg  52 

By  Tatiana  Pouschine 

Looking  abroad  in  a  high  market  to 

find  the  value  he  seeks. 

Statistical  Spotlight: 

Pick  Just  One  84 

By  Steven  Ramos  and  Warren  Midgett 
The  bulls  beat  the  bears  in  the  1991 
pick-one-stock  tournament.  Here  arc 
the  stocks  our  contestants  are  betting 
on  for  1992. 

Trammell  Crow  Realty  Advisors  80 

By  Howard  Rudnitsky 

Institutional     investors    get    better 

treatment  than  retail  customers. 
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Yamaha's  dealers  were 
"madder  than  hell"  because 
it  couldn't  keep  up. 
40 


The  Funds: 

Bergstrom  Capital  280 

Reclusive,  but  one  of  the  most  consis- 
tently outstanding  records. 
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The  Forbes/Barra 
Wall  Street  Review 
Fixed  Income  Review 
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New  England  banks;  Wells  Fargo; 
brokerage  house  stocks;  PERCS. 
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Put  away  ballpoints!  Spend  $345. 
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Sports  Cars 
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yourself  Some  fabulous — even  af- 
fordable— sports  cars  to  choose  from. 


Taking  their  own  nuts-and- 
bolts  advice  on  how  to  starf 
and  run  a  business. 

72 


The  next  five  years  are  going  to  be 
extremely  good  to  us. 
52 


FACES  BEHIND  THE  FIGURES 


Peter  Diamandis 

Publisher 

Gilbert  Harrison 

Investment  banker 
Joseph  P.  Kearney 
U.S.  Generating  Co. 
Charles  Hurwitz 

Maxxam  Inc. 


COLUMNISTS 


274 
274 
275 
275 


Observations 

70 

Thomas  Sowell 

Capital  Markets 

283 

Ben  Weberman 

The  Contrarian 

284 

David  Dreman 

Wall  Street  Irregular 

285 

MarkHulbert 

Property  Strategy 

286 

Charles  E,  Babin 

Business  Strategy 

288 

John  Rutledge 

Stock  Trends 

289 

Laszio  Birinyi  Jr. 

OEPARTMENTS 

Side  Lines 

10 

Follow-Through 

12 

The  Informer 

16 

Readers  Say 

20 

Fact  and  Comment 

23 

Other  Comments 

28 

Commentary 

33 

What's  Ahead  For  Business 

35 

Flashbacks 

295 

Thoughts 

296 

January  6, 1992 
Volume  149 
Number  1 

FORBES  (ISSN  0015  6914)  is  published 
biweekly  except  weekly  during  two  weeks  in 
October,  by  Forbes  Inc.,  60  Fifth  Ave., 
New  York,  N.Y.  1001 1 .  Second-class 
postage  paid  at  New  York,  N.Y.  and  at 
additional  mailing  offices.  Canadian  second- 
class  postage  paid,  permit  number  9490. 
GST  #  R125769513.  POSTMASTER: 
Send  address  changes  to  Forbes,  P.O.  Box 
10048, -Des  Moines,  lA  50340-0048. 
Copyright  ©  1992  Forbes  Inc.  Title  is 
protected  through  a  trademark  registration 
in  the  U.S.  Patent  Office. 

Subscriptions:  U.S.A.  one  year  (27 
issues),  $52.  Canada,  one  year,  $90 
Canadian  funds  (includes  GST).  All  others 
$119,  U.S.  funds.  Air  Mail  rates  available 
upon  request.  Forbes  Subscriber  Service: 
To  order,  change  address  or  other 
customer  service,  call  1-800-888-9896  or 
write  Forbes,  P.O.  Box  10048,  Des 
Moines,  lA  50340-0048. 

Forbes  does  not  supply  back  issues  or 
copies  of  individual  articles.  Requests  for 
permission  to  reprint  should  be  sent  to  the 
Permissions  and  Reprints  Department  at 
Forbes.  Forbes  is  indexed  in  major  periodical 
indexes  and  can  be  located  in  bound  copy 
or  microform  in  major  libraries.  The  full  text 
is  available  electronically  on  major 
database  systems. 

Where  necessary,  permission  is  granted  by 
the  copyright  owner  for  those  registered 
with  the  Copyright  Clearance  Center 
(CCC),  27  Congress  St.,  Salem,  MA.  01970 
to  photocopy  articles  owned  by  Forbes  for 
a  flat  fee  of  $1.50  per  copy  per  article.  Send 
payment  to  the  CCC  stating  the  ISSN 
(0015  6914),  volume  and  first  and  last  page 
number  of  each  article  copied.  Copying 
for  other  than  personal  use  or  internal 
reference,  or  of  articles  of  columns  not 
owned  by  Forbes  without  express  permission 
of  Forbes  or  the  copyright  owner  is 
expressly  prohibited. 

Editorial  index  is  on  page  8 

Cover  illustration  by  Gary  Henrie 


Forbes  ■  Januar}-  6,  1992 


©  1991  Bankers  Trust  New  York  Corpciration  and  its  affiliated  companies. 


■J 

HBankersTrust  ( 


oome  risks  are  clearly  visible.  Others  hide  from  sight. 
The  unexpected  is  the  one  thing  you  can 
always  expect. 


Risk*  It  isn't  always 
where  you  expect  it  to  be 


Suppose  that  overseas  political  upheaval  thins 
out  the  flow  of  a  raw  material  you  can't  do  without. 
That's  a  risk  Bankers  Trust  can  help  you  contain. 

Or  suppose  a  natural  disaster  cripples  your 
payments  system.  Again,  with  our  merchant  banking 
help,  that  risk  can  be  dealt  with. 

Like  every  financial  institution,  we  trade,  arrange 
financing,  close  deals.  But  everything  we  do  is  done  with 
an  eye  to  helping  you  profit  from  risk. 

Our  greatest  strength  is  putting  all  our  skills  to 
work  at  managing  every  kind  of  global  risk. 

Life  can  never  be  risk-free.  Leadership  isn't  built 
on  sure  things.  But  with  Bankers  Trust  behind  you,  you'll 
be  leading  from  unparalleled  strength. 


LEAD       FROM       STRENGTH 
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1992  has  got  to  be  better 

Forbes  magazine's  44th  Annual  Report  on  American  Industry 
doesn't  make  cheerful  reading.  For  the  first  time  since  1972,  the 
median  return  on  shareholders'  equit)'  for  the  companies  covered  in 
our  survey  slipped  below  10%,  down  fi-om  12.1%  last  year.  Thus  the 
typical  big  U.S.  company  earned  just  a  bit  over  6%,  adjusted  for 
inflation,  on  shareholders'  money  last  year — hardly  enough  to 
encourage  risk-taking.  Return  on  total 
capital  employed  was  even  lower — 7.6%, 
hardly  high  enough  to  encourage  bor- 
rowing for  expansion. 

Investors  didn't  fare  all  that  well,  ei- 
ther. Over  the  past  five  years  the  stock 
market,  as  measured  by  the  S&P  500,  rose 
56%,  but  much  of  that  gain  was  concen- 
trated in  relatively  few  stocks.  The  big 
gainers  were  a  kind  of  latter-day  Nifty 
Fifty,  stocks  of  companies  with  growing 
earnings.  But  the  median  gain  over  those 
years  for  the  1,180  stocks  covered  in  our 
stock  market  report  was  just  26%.  With 
dividends  reinvested,  this  amounted  to  a 
total  average  annual  return  of  only  about  8%  for  the  t\^ical  stock.  An 
investment  in  Treasury  bonds,  interest  reinvested,  would  have  done 
better. 

And  here's  a  scary  number  for  you:  The  median  Forbes  company 
made  a  profit  of  less  than  3  cents  on  every  sales  dollar  in  1991 .  That's 
down  from  4  cents  last  year. 

All  this  should  give  our  policymakers  something  to  think  about: 
How  can  we  have  a  prosperous,  job-creating  economy  when  busi- 
ness people  have  so  litde  money  to  reinvest.^ 

And  here's  something  else  for  the  policymakers  to  think  about, 
especially  those  who  believe  that  U.S.  corporations  got  themselves 
overloaded  with  debt  during  the  1980s:  At  the  end  of  1991  the 
median  Forbes  company  had  more  than  $2  in  equit)-  capital  for  every 
dollar  in  debt;  68  cents  in  equity  out  of  each  capital  dollar.  That's 
only  a  bit  higher  than  the  debt  ratios  at  the  start  of  the  1980s.  So 
where's  the  decade  of  debt?  In  fact,  if  you  compare  debt  to  market 
value  rather  than  to  book  value,  the  equity-to-debt  ratio  rises  higher 
than  2  for  1 .  There  are  certainly  problems  of  excessive  debt  in  pockets 
of  the  economy,  but  in  the  overall  corporate  sector  the  problem  is 
probably  too  litde  credit,  not  too  much. 

Our  Annual  Report  was  edited  again  this  year  by  Stewart  Pinker- 
ton,  aided  by  Steve  Kichen,  with  the  detailed  statistical  compilations 
under  the  usual  capable  supervision  of  Donald  Popp  and  Ann 
Anderson. 
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The  Alfa  Romeo  164.  A  car  so  good,  with  a  warranty  so  complete, 

it  even  covers  the  occasional  mental  breakdown. 


The  Alfa  Romeo  Assurance  Program  is  no  ordinary 
package  of  services.  Because  it  covers  everything 
from  oil  changes  to  windshield  wiper  blade  replace- 
ment for  three  years  or  36,000  miles.  But  it 
goes  further,  to  cover  things  like  the  cost 
of  roadside  service  should  you 
forgetfully  run  out  of  gas.  Or  the 
installation  of  your  spare  if  you 
have  a  flat  tire  while  on  the  road. 
It's  just  another  reason  to  appre- 
ciate owning  a  164.  Even  under 
the  most  unfortunate  circum- 
stances. Call  1-800-245-ALFA  for 
the  dealer  nearest  you  for  details 
and  a  copy  of  this 
limited  warranty.* 

•Emergency  roadside  service  and  trip  interruption 
assistance  provided  by  Cross  Country  Motor  Club, 
Inc.,  Boston,  MA  02155;  except  in  California, 
where  services  are  provided  by  Cross  Country 
Motor  Club  of  California,  Inc.,  Boston,  MA  02155. 
©1991  Alfa  Romeo  Distnbutors  of  North  America 

The  legendary  marque  of  high  performance. 
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Due  dalliance 

The  1980s  keep  coming  back  to 
haunt  Wall  Street.  Last  month  Gold- 
man, Sachs  &  Co.,  Morgan  Stanley  & 
Co.  and  Salomon  Brothers  tentatively 
agreed  to  pay  S42  million  to  settle 
class -action  suits  charging  that  they 
defrauded  investors  in  the  1988  col- 
lapse of  Dallas'  First  RepublicBank 
(Forbes,  Oct.  1, 1990). 

The  bank,  once  Texas'  largest  with 
$33  billion  in  assets,  imploded  just  14 
months  after  being  created  in  the 
merger  of  InterFirst  Corp.  and  Re- 
publicBank Corp.  For  a  total  of  $10 
million  in  fees,  Goldman  and  Morgan 


Robert  Stewart  III  and  Gerald  Fronterhouse 
One  of  the  worst  bank  marriages  ever. 


issued  fairness  opinions  and  peddled 
First  Republic  securities — even 
though  they  apparently  knew  that 
RepublicBank  was  overvaluing  more 
than  $1  billion  of  its  loan  portfolio, 
and  thus  itself.  No  specific  mention  of 
this  crucial  information  was  ever 
made  in  the  three  prospectuses  de- 
scribing the  merger. 

Salomon,  which  played  a  minor 
role,  will  kick  in  $5  million,  uith 
Goldman  and  Morgan  forking  over 
the  remainder.  With  another  $20  mil- 
lion from  directors  and  officers — in- 
cluding former  InterFirst  boss  Robert 
Stewart  III  and  ex- RepublicBank 
chief  executive  Gerald  Fronter- 
house— die  V\x.x\  for  aggrieved  inves- 
tors will  top  $60  million,  one  of  the 
biggest  securities-fraud  settlements 
overpaid. 

It's  not  quite  over.  Investors  arc 
charging  that  the  bank's  accountants, 
Frnst  &  Young,  had  loans  outstand- 
ing from  RepublicBank  at  the  time 
the  auditors  approved  the  bank's  low 


loan-loss  reserves.  With  no  settle- 
ment, yet,  a  trial  is  set  to  begin  in 
February. 

-William  P.  Barrett 


PS,  Tdio  loves  you? 

After  SORTING  out  the  mess  at  Salo- 
mon Brothers,  Warren  Buffett  may 
want  to  turn  his  attention  to  another 
of  his  investments.  PS  Group,  ofwhich 
Buffett's  Berkshire  Hathaway  owns 
22%,  is  a  moneylosing  San  Diego- 
based  holding  company  whose  hold- 
ings include  a  majority  stake  of  a 
waste -rec\'cling  outfit  called  Recon- 
tek  (June  24,  1991). 

In  November  PS  Group  said  it 
would  pay  $14  million — $20  a 
share — in  PS  stock  for  the  17%  of 
Recontek  that  it  does  not  already 
own.  This  does  not  look  like  a  Buffett 
value  investment  play.  Built  upon  an 
unproven  process  for  extracting  us- 
able metals  from  hazardous  waste,  the 
fledgling  Recontek  (only  S3 09,2 7 3  in 
sales  during  the  first  nine  months  of 
1991 )  has  lost  $12  million  in  the  last 
21  months.  Overall,  PS  itself  lost  $23 
million  in  the  first  nine  months  of 
1991 .  Berkshire  Hathaway  has  a  small 
paper  loss  on  its  investment.  Recent 
price  for  PS  shares:  29%,  down  from 


72  in  lune. 

Some  people  in  PS'  upper  manage- 
ment stand  to  benefit  from  the  pro- 
posed acquisition  of  the  Recontek 
minority'  stake.  Four  PS  executives  and 
directors,  including  Chief  Fxccutive 
George  Shortlcy  and  Chief  Financial 
Officer  Lawrence  Guskc,  own  about 
133,000,  or  3%,  of  the  remaining 
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Even  the  strangest  binds  are  packaging  experts. 


Ampules  and  egg  shells 
both  serve  to  protect  their 
precious  contents.  Both 
have  to  open  easily,  and 
both  come  in  a  variety  of 
colors  and  shapes. 


Eggs  all  have  a  common  pur- 
pose —  to  protect  their  precious 
contents.  Their  calcium  shells 
form  a  perfect,  sturdy  package  to 
shield  baby  chicks,  yet  they  are 
easily  opened  when  the  time  is 
right.  On  the  other  hand,  their 
colors  and  shapes  vary  to  suit 
the  bird's  environment. 

Ampules,      made     from 

Schott  neutral  glass,  also  do  a 
perfect  job  of  protecting  the 
liquid  medications  they  contain. 

With  non-porous,  neutral 

glass  ampules  the  medications 
remain  stable.  This  in  turn  en- 
sures a  longer  shelf  life. 

And    they    couldn't    be 

easier  to  open.  Built-in  snap-off 


points  are  electronically  micro- 
scratched  on  the  neck  of  the 
ampule  with  an  accuracy  of 
4/100,000  of  an  inch.  The  neck 
breaks  off  quickly  and  cleanly. 

Ampules  vary  in  shape 

and  color  according  to  their  use. 
For  example,  light-sensitive  drugs 
are  packaged  in  protective 
brown  glass.  Double-neck  ver- 
sions are  available  for  oral  use. 
A  blue  line  identifies  quality  in- 
jection ampules  made  from 
Schott  neutral  glass. 

Special    glass    ampules 

are  just  one  example  of  how 
Schott's  innovative  development 
responds  to  specific  needs.  In 
today's  world,  special  glass  helps 


keep  technology  advancing. 

Schott  worldwide:  50,000 

products,  50  production  facil- 
ities, represented  in  more  than 
100  countries,  with  over  $  1.5  bil- 
lion in  sales. 

Schott  in  North  America: 

11  companies  employing  more 
than  1,800  people. 

Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  F  35,  3  Odell  Plaza, 
Yonkers,  NY  10701. 

ra  SCHOTT 

Nobody  knows  more  about  glass. 


GUESS 

NOW  MAKiS 
ASIMI»Li 

ORGANIZE%^ 
THATUSiS 
THE 


C  HERE'S  A  HINT. } 


The  people  who  wrote  the  card  on 
organizing  have  now  written  the 
book.  Introducing  the  Rolodex^ 
Personal  Organizer.  The  first  and 
only  organizer  with  Post-it"'  brand 
Notes.  And  accessories  that  let  you 
customize.  Available  wherever 
office  products  are  sold. 

ROL&DEX 

Our  organization  is  dedicated  to  )^ours. 


Rolodex*  is  o  regtstftred  trod«morfc  of  the  Rolodex  Corporativ.n. 
"Post-it"  is  o  trademork  of  3M. 


GROWTH  &  INCOME  PORTFOLIO 


A  Top-Performing 
Stock  Strategy 


Since  its  inception  in  1985, 
Growth  &  Income  Portfolio  has 
become  one  of  the  nation's  top-per- 
forming growth  and  income  hinds 
and  has  outperformed  the  S&P  500/ 
The  Portfolio's  moderate  approach  to 
stock  investing  focuses  on  large 
dividend-paying  stocks  as  well  as 
smaller  growth  company  stocks. 
Share  price  and  return  will  vary 


Average  Annual  Total 
Returns  as  of  Sept.  30, 199P 

Growths 
Income  Portfolio 

S&P  500® 

41.37% 

lYear 

31.17% 

lYear 

16.49'° 

S  Years 

14.76% 

5  Years 

19.63^^ 

Life  of  Portfolio: 
12/31/85-9/30/91 

15.18% 

12/31/85-9/30/9f 

1-800-544-8888 


FideUly 


tm/esimenis 


*T()tal  ri'turiis  an-  liistorical  and  inchiclc  chanm'  in  .sliari'  price.  ri'iiiM'stmeni  of  dividends  and  capital  ijains  and 

lue  'According lol.ipiH 
ranked  #S  of  l.<0  and  #  12  of  2()()  griwtli  and  income  fluids  for  the  S  and  1  \ear  periods  eniicd  O/^OA)!,  respec- 


tlie  effect  of  the  i'ortfolio's  1%  sales  cliarue    Accordins  to  l,ii)per  Analytical  SerN  ices,  Inc..  Crowili  &  Income 


ipital 
th  &  I 


tively.  Figures  for  the  S&  I'  SOO  include  reimestment  of  di\  idends.  Von  m:'.\  have  a  uain  or  lass  v  lien  yon  sell  your 
shares.  I'list  performance  is  no  miarantee  of  future  results.  For  more  complete  information  induiliiiu  chanijes  and 
expenses,  call  or  write  for  a  free  prospectus.  Read  II  carefully  before  you  invest  or  seiul  money,  lult'litx  Disiribu- 
2r  tors  Corporation.  82  Devonshire  .St.,  Itostoii,  MA  02100. CODE:  FORBGAI  010692 


Recontek  shares.  They  bought  the 
stock  at  $2  a  share  in  1987  and  1988. 
If  the  exchange  offer  is  completed,  the 
executives  would  turn  a  quick  S2.4 
million  profit  on  their  $266,000  Re- 
contek investment  by  immediately 
selling  their  PS  shares.  No  fairness 
opinion  was  sought  by  either  side,  an 
unusual  twist  in  a  deal  involving  a 
public  company.    -John  H.  Tayxor 

Artless  Agnos 

Forbes  won't  have  Art  Agnos  to  kick 
around  anymore.  Last  month  the  lib- 
eral San  Francisco  mayor  lost  his  bid 
for  reelection  when  he  was  handily 
beaten  by  former  Police  Commission- 
er Frank  Jordan.  Voters  blamed  Ag- 
nos for  the  city's  mounting  fiscal 
problems,  growing  homeless  popula- 
tion and  the  exodus  of  local  business- 
es (Sept.  2,  1991). 

Jordan,  who  ran  a  strong  pro-busi- 
ness campaign,  is  inheriting  some 
messy  finances.  San  Francisco  politi- 
cians narrowly  dodged  a  S70  million 
deficit  this  year  by  striking  a  deal  with 
the  city's  municipal  unions  to  support 


Defeated  San  Francisco  Mayor  Art  Agnos 
Leaving  behind  a  city  in  turmoil. 


a  proposed  cir\'  charter  amendment 
granting  each  union  the  right  to  col- 
lecti\e  bargaining.  Though  the  deal 
balanced  the  budget  in  fiscal  1991- 
92,  next  year  San  Francisco  faces  the 
prospect  of  big  raises  for  many  munic- 
ipal employees — already  among  the 
best  paid  in  the  countr\- — and  a  deficit 
that  is  likely  to  run  at  least  $100 
million.  -J.H.T.  ^ 
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The  Best  Deal 

In  New  York  Since 

Manhattan 


B 


Let  Helmsley  Hotels  Customize  Your 
Corporate  Traveler  Program. 


For  the  first  time,  we're  offering  you 
a  program  especially  for  business 
travelers.  It's  designed  to  make  New 
York  business  trips  a  little  easier,  more 
comfortable  and  less  expensive. 

Helmsley  Hotels  Corporate  Traveler 
Program  is  customized  to  your  specific 
needs.  Whether  you're  a  small  com- 
pany that  occasionally  books  travel 


to  New  York,  or  a  large  one  with 
executives  visiting  all  the  time,  we  can 
quickly  tailor  a  program  at  any  of  our 
six  strategically  located  hotels. 

For  further  information  or  a 
specific  proposal,  contact  your  travel 
professional,  or  call  our  Corporate 
Desk  at  212-888-1624  or 

800-221-4982. 


Helmsley  Hotels 


"Right  Where  You  Want  To  Be  In  New  York" 


The  Helmsley  Palace 
The  Helmsley  Park  Lane 
The  New  York  Helmsley 


The  Helmsley  Windsor 

The  Helmsley  Middletowne 

The  Helmsley  Carlton  House 
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Ballot  stuffer 

Carolco  Pictures  Chief  Executive 
Peter  Hoffman  got  overenthusiastic 
in  his  campaign  to  help  Nebraska 
Senator  Bob  Kerrey  win  the  White 
House  in  1992.  He  sent  a  letter  on 
company  letterhead  paper  sporting  its 
embossed  silver  logo,  calling  for  con- 
tributions for  Kerrey.  He  urged  that 
donations  be  sent  to  Carolco's  corpo- 
rate offices. 

Turns  out  that's  illegal.  The  Feder- 
al Election  Campaign  Act  of  1971 
bans  corporations'  giving  "anything 
of  value"  to  solicit  contributions  for 
presidential  candidates.  That  includes 
stationery  or  secretarial  services. 

It  was  all  an  unfortunate  error,  says 
a  Carolco  spokesperson.  And  the 
company  has  been  reimbursed  by  the 
Kerrey  campaign.  Hoffman  didn't 
need  to  stir  up  any  more  trouble.  He 
was  already  on  the  outs  with  Carolco's 
chairman  and  majority  stockholder, 
Mario  Kassar.  The  Hollywood  reck- 
oning now  is  that  Hoffman  will  be  out 
of  a  job  once  his  contract  expires  at 
the  end  of  March. 

-TODDI  GUTNER 

So  long,  Luis 

After  just  five  months  in  the  job, 
Luis  Mendez,  managing  director  and 
head  of  capital  markets  at  Wasserstein 
Perella,  is  back  on  The  Street.  That's 
quick,  even  by  Wall  Street  standards. 
Mendez  was  supposed  to  bring  in 
fees  from  equity  and  debt  underwrit- 


LEFT: 

Carolco's 
Peter  Hoffman 
An  overenthusi- 
astic campaigner. 


BELOW: 
Alex  Benton 
Will  liis  oil  deal 
go  dry? 


ings  to  help  shore  up  the  firm's  dwin- 
dling mergers  business.  But  despite 
record  underwritings  on  Wall  Street 
this  year,  Wasserstein  Perella  coman- 
aged  just  one,  a  $200  million  offering 
of  notes  for  the  Rowan  Cos.,  an  oil 
service  concern,  in  early  December. 

Wasserstein  claims  Mendez  will 
stay  on  as  a  "consultant."  His  new 
lower  profile  will  break  few  hearts  at 
Wasserstein.  The  job -hopper — from 
high-level  positions  at  Dillon,  Read  to 
Morgan  Stanley  to  First  Boston — has 
a  reputation  for  being,  well,  difficult. 

Scaling  back 

The  market  may  be  hot  for  new  stock 
offerings,  but  the  quality  can  be 
something  else.  Case  in  point: 
PaineWebber's  December  underwrit- 
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ing  for  Benton  Oil  &  Gas.  Originally 
PaineWebber  proposed  3  million 
shares  at  around  $12;  at  press  time  the 
deal  seemed  likely  to  be  cut  to  2 
million  at  $9. 

Why  the  scaling  down?  On  the  basis 
of  December  1990  estimates  from 
John  S.  Herold,  a  Greenwich,  Conn, 
engineering  consulting  firm,  Benton 
is  worth  $6.75  per  share.  Sales  may  be 
up  39%  in  the  last  six  months,  but  it's 
mosdy  from  one  small  field.  And 
company  founder  Alexander  Benton 
(Forbes,  yl/>r.  i,  i99i),  who  made  his 
name  redrilling  oilfields  that  compa- 
nies like  Texaco  had  stopped  drilling, 
has  been  cashing  in  on  the  sttxk's  rise 
from  $1 .25  in  1989  to  a  recent  high  of 
$16.  He  sold  nearly  90,000  shares 
bct^vcen  May  and  October,  although 
he  still  owns  over  1 .2  million  shares. 

The  market  also  snifi'cd  at  a  private 
debt  offering  by  Benton  last  fall;  it 
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raised  less  than  $5  million  of  a  pro- 
posed $20  million. 

-Jean  Sherman  Chatzky 


Columbia  stififed? 

It  looked  to  be  a  great  deal  when 
Columbia  Pictures  paid  Orion  Pic- 
tures $  1 75  million  in  1990  for  foreign 
distribution  and  \ddeo  rights  for 
Orion's  next  50  films.  No  longer. 

Orion  has  handed  over  just  11  pic- 
tures so  far.  Another  12  have  been 
produced  but  not  released  in  the  U.S., 
but  now  that  Orion  has  filed  for  bank- 
ruptcy it's  not  clear  if  the  bankruptcy 
court  will  uphold  Columbia's  rights 
to  distribute  those  films  abroad. 

There  has  been  one  megabit,  Si- 
lence of  the  Lambs^  The  other  potential 
winner  involved.  The  Addams  Family, 
did  well  in  the  U.S.,  but  will  it  play  in 
Paris.^  A  former  Orion  executive  says 
that  though  the  Addams  clan  was 
successful  on  American  TV,  the  rest  of 
the  world  yavraed.  -Lisa  Gubernick 

Wolf-crying 

The  plan  by  Minnesota  politicians  to 
provide  more  than  $800  million  in 
loans  and  tax  breaks  to  cash-strapped 
Northwest  Airlines  ran  into  some  un- 
expected trouble.  The  loan  pact  had 
looked  to  be  a  shoo-in  at  the  state's 
Legislative  Commission  on  Planning 
&  Fiscal  Policy.  But  then  Bruce  (The 
Vulture)  Hendry,  who  makes  his  liv- 
ing picking  through  the  bones  of 
failing  companies  in  search  of  under- 
valued assets,  launched  a  series  of  hill- 
page  ads.  They  pictured  Alfred  Chec- 
chi,  cochairman  of  NWA  Inc.,  the  air- 
line's parent,  as  a  voracious  wolf 
eagerly  gobbling  up  dollar  bills. 
Hendry  warned  that  the  Northwest 
"giveaway"  would  cost  each  Minne- 
sota family  $600. 

Checchi  was  not  amused.  North- 
west responded  to  the  ads  by  labeling 
Hendry  "a  financial  wheeler-dealer 
who  knows  litde  of  building  but 
much  of  destroying." 

Hendry's  message  got  through  to 
voters,  who  bombarded  commission 
members  with  angry  telephone  calls. 
Though  the  loan  package  eventually 
passed,  Hendry  warns,  "This  turkey 
will    haunt   the    state    for   years    to 


come. 


-John  H.  Taylor 
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Time  out. 

Our  world.  Your  time. 
The  Cloister  and  Sea 
Island  -breakfast  by  the 
sea.  The  golf  challenges 
of  antebellum  Retreat 
Plantation.  Rare  talents 
of  Hall-of-Famcr  Louise 
Suggs  and  Golf  Digest 
pros.  Get  to  know  us. 

Come  measure  miles 
of  private  beach,  cham- 
pionship tennis  and  skeet. 
Retreat  to  the  spa  and 
beach  club.  Then  dress 
up  for  sumptuous 
dining  and  dancing. 

Our  world.  Your  pace. 
The  Cloister,*  Sea  Island, 
Georgia  31561.  Call 
800-SEA-ISL\ND  to 
arrange  your  getaway 
or  VIP  meeting. 


THE  CLOISTER' 


5-Star,  Gold  Key,  Pinnacle 


JANUS  RH1RES 
YEARLY  IRA  FEES! 


They  show  up  every  year  on  your 
retirement  account  statements.  A 
little  note  appears  under  the  head- 
ing "Maintenance  Fee"  and  just  like 
that,  a  part  of  what  you've  saved  all 
year  disappears  from  your  balance. 

But  with  a  Janus  Lifetime  IRA^'^ 
account,  you  pay  a  one-time  fee  of 
$100  and  that's  it.  You'll  never  see 
another  maintenance  charge  as  long 
as  you  keep  a  retirement  account 
with  us. 

It's  an  excellent  long-term  value. 
And  the  Janus  Lifetime  IRA^'^fee  can 


be  applied  to  any  type  of  retirement 
program -IRAs,  SEPs,  profit  sharing 
or  money  purchase  pension  plans, 
and  Section  403(b)(7)  plans. 

The  Janus  Lifetime  IRA^'*^  is  a  great 
opportunity  if  you  have  been  think- 
ing about  opening  a  new  IRA  or 
transferring  an  existing  one  to 
Janus.  Send  for  your  enrollment 
form  and  a  prospectus  containing 
more  complete  information  today. 
And  put  annual  retirement  account 
maintenance  fees  out  to  pasture 
for  good. 


n; 


JANUS  FUNDS 

P.O.  Box  173375,  Denver,  CO  80217-3375 

1-800-525-8983  ExL  402 


VBtf       '  would  like  to  know  more  about  tfie  Janus  Funds  and  tlie  Janus 
YE$  ^  Ufetime  IRA^'^!  Please  read  tfie  prospectus  CcirefuUy  before  you 

I                    invest  or  send  money. 
Name  


I 

■  Send 
[   1-801 


.City/State/Zip- 


Address   

Check  fund  choice:  □  Janus  Growlti  &  Income  Fund  □  Janus  Worldwide  Fund  □  Janus  Fund 

□  Janus  Twenty  Fund    □  Janus  Flexible  Income  Fund    □  Money  Market  Funds 

□  Janus  Intermediate  Government  Securities  Fund 
Send  to:  Janus  Funds,  P.O.  Box  173375,  Denver,  CO  80217-3375 
l-800-52S«983  Ext.  402  FORB 
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THE  RULES,  REGULATIONS  AND  CUSTOMS  OF  130  COUNTRIES 
AROUND  THE  WORLD  AREN'T  FOREIGN  TO  US.  Most  of  AIG's  34.000 
people  are  native  to  the  lands  in  which  they  work.  So  they  have  a  deep  understanding  of  local  laws, 
practices  and  traditions.  They  know  how  to  design  insurance  products  specifically  for  their  own  markets 
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and  can  respond  quickly  to  changing  conditions  and  customer  needs.  Together  they  form  a  unique  network 
of  service  capabilities.  Because  the  quality  of  our  services  to  clients  is  a  product  of  the  number 
and  experience  of  our  people.  And  that  is  something  no  one  else  can  match  in  this  fast-changing  world. 


AIG 


UrORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group,  Inc.,  DepL  A,  70  Pine  Street,  New  York,  NY  10270. 


READERS  SAY 


For  millions 

of  kids, 

doors  opened 
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The  way  to 
proselytize 


Sir:  Re  "Why  capitalism  hasn't  won 
yet"  (Nov.  25,  1991).  Mr.  Nelson  is 
right  about  the  acceptance  of  an  eco- 
nomic system  depending  ultimately 
upon  the  acceptance  of  its  moral 
premises.  The  moral  basis  of  capital- 
ism, however,  is  rational  self-interest, 
not  religious  altruism.  In  seeking  to 
justify  capitalism  on  religious 
grounds,  Mr.  Nelson  is  playing  into 
the  hands  of  its  enemies. 
-Peter  D.  McAllister 
Smithtown,  N.T. 

Sir:  The  spiritual  reawakening  pre- 
dicted by  Megatrends  2000  is  clearly 
under  way  in  former  communist  na- 
tions. They  have  learned  that  heaven 
on  earth  is  most  likely  when  econo- 
mists become  lay  theologians. 
-Gary  Moore 
Sarasota,  Fla. 

Di£ferent  wavelengths 

Sir:  Your  scurrilous  article  ("Strength 
from  its  gray  roots,"  Nov.  25,  1991) 
made  every  attempt  to  prove  that  aarp 
does  not  represent  the  interests  of  the 
nation's  older  persons.  The  fact  is 
AARP  seeks  the  views  of  its  members 
through  extensive  polling  and  numer- 
ous community  forums  throughout 
the  year.  We  continuously  monitor 
the  letters  from  our  members.  The  all- 
volunteer  Board  of  Directors  charged 
with  steering  this  highly  developed 
policymaking  process  relies  on  input 
fron;  members  to  guide  its  decisions. 
-Victor  Hurst 
Chairman 

AARP  Board  of  Directors 
Wasbifijjton,  D.C. 

Sir:  As  one  who  has  tried  to  fight  .\.\Rr 
policies  from  within,  I  found  that  its 


leadership  has  a  stacked  deck,  aarp  is  .: 
just  a  moneymaking  machine  which 
makes  deals  with  insurance  agents  and 
travel  companies. 
-Jerry  Steinman 
West  Nyack,  N.T. 

Sir:  The  aarp  does  not  represent  the  , 
interest  of  its  middle-class  members.  ^ 
For  example,  in  their  Modern  Maturi- 
ty mz^zzmt  in  September  1991,  they 
wrote   proudly  of  the   accomplish- 
ments of  AARp's  Utility  Intervention 
Project,  which  intervenes  in  utility 
rate  cases.  This  program  to  lower  the 
rate  of  return  for  a  utility  company 
hurts  the  millions  of  retired  middle - 
class  people  who  depend  upon  divi- 
dends and  stock  price  increases  from 
utility  stocks  in  their  pensions,  mutual 
hinds  and  individual  ownership. 
-Carl  J.  Olien 
Sun  City  West,  Ariz. 

Going  after  them 

Sir:  Re  "An  unproductive  war  against 
drugs"  (Nov.  11,  1991).  If  die  drug 
industry  is  "competitive,"  it  is  cer- 
tainly not  on  prices.  It  is  the  anticom- 
petitive behavior  and  the  irresponsi- 
ble pricing  practices  of  this  nation's 
pharmaceutical  manufacturers — not 
any  report  or  legislative  proposal — 
that  has  placed  the  industry  under  the 
cost  containment  microscope. 

What  other  "competitive"  indus- 
try can,  and  consistendy  does,  in- 
crease the  prices  on  its  products  even 
after  their  patents  expire  and  so-called 
competition  is  introduced  into  the 
market?  The  unfortunate  result  is  that 
skyrocketing  prescription  drug  prices 
are  contributing  to  unprecedented 
insurance  premium  increases  for  both 
business  and  consumers. 
-Da\id  Pryor 
Chairman 
United  States  Senate 
Special  Committee  on  A£fin£i 
Washinjfton,  D.C. 

Not  so  fast 

Sir:  Rc  "Fast  forward  to  the  ftiture" 
(Fact  and  Comment,  Nor.  25.  1991). 
Allowing  the  telephone  industry'  into 
the  cable  business  is  like  turning  King 
Kong  loose  in  Manhattan.  If  the  fcc 
does  allow  the  telephone  industr>' 
into  the  cable  business,  at  the  ven.' 
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least  there  should  be  safeguards  that 
will  not  allow  them  to  subsidize  their 
futuristic  services  with  their  plain  old 
telephone  services. 
-Roy  L.  Buss 
Tulsa,  Okla. 

Good  for  you 

Sir:  I  was  shocked  to  see  the  author 
threw  out  the  herb  pills  his  acupunc- 
turist gave  him  because  he  thought 
the  names  of  the  herbs  sounded  funny 
("Me  and  Dr.  Gong,"  Dec.  9,  1991). 
Perhaps  I  should  throw  out  medicine 
a  Western  doctor  gives  me  because  it 
has  a  funny  name. 
-Ellen  M.  Berger 
Cambridge,  Mass. 

The  Reichmanns 

Sir:  Re  "Property  rich,  cash  poor" 
(Nov.  11,  1991).  Describing  the 
Reichmann  family  as  "secretive"  sug- 
gests they  have  something  to  hide. 
They  don't.  The  Reichmanns  and  the 
company's  senior  executives  are 
•forthcoming  on  details  of  the  com- 
pany's international  development  and 
nonrealty  activities.  Personal  privacy 
and  financial  details  of  their  privately 
held  enterprises  are  another  matter. 

As  for  "curbing  exploration," 
O&Y-controUed  Gulf  Canada  Re- 
'  sources  Ltd.  is  in  a  $1  billion  (Canadi- 
an) joint  venture  with  British  Gas  Pic. 
and  the  Russian  oil  company  Komin- 
eft  to  develop  oil  and  gas  projects  in 
the  Soviet  Arctic. 

Gulf- owned  Asamera  Inc.  began 
drilling  wells  in  Indonesia  in  Novem- 
ber. The  Campeau  financial  collapse 
has  brought  full  ownership  of  a  67- 
story  tower  in  Toronto's  financial  dis- 
trict into  O&Y's  portfolio.  The  $60 
million  Li  Ka-shing  has  invested  as  a 
joint  venture  partner  in  the  renova- 
tion of  an  O&Y  building  on  Park 
Avenue  in  New  York  is  not  a  case  of 
"de  facto  default"  but  rather  a  shrewd 
investment  by  the  Hong  Kong  family. 

Leasing  at  Canary  Wharf  is  admit- 
tedly running  behind  schedule,  but  it 
is  not  the  big  headache  the  writer 
suggests. 

-S.L.  FORDSHAM 

Vice  President  &  Director 
Design  and  Communications 
Olympia  &■  York  Developments  Ltd. 
Toronto,  Ontario 
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THERE'S  AN  EASIER  WAY 

TO  MANAGE 
BUSINESS  INFORMATION. 

With  software  solutions  from  IMRS.  From 
data  collection  and  consolidation  to  reporting,  to 
executive  information  systems,  major  corporations 
use  our  products  to  save  time  and  money  while 
gaining  an  unprecedented  degree  of  control.  One 
Fortune  500  customer  quoted  yearly  savings  in 
excess  of  $300,000^ 

IMRS  offers  a  complete  range  of  microcom- 
puter-based business  information  solutions  to  meet 
the  diverse  needs  of  our  corporate  clients.  We  believe 
it's  unrealistic  to  think  one  product  can  solve  every 
problem.  The  reality  is -it  takes  one  company. . . 


IMRS 


For  more  information  or  a  free  poster  of  this  illustration,  contact  IMRS, 
Dept.  41,  777  Long  Ridge  Road,  Stamford,  CT  06902  203-323-6500. 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


HOW  TO  MAKE  THE  ONCE  EVH/  EMPIRE  SAFE  FOR  DEMOCRACY 

Preventing  the  Commonwealth  of  Independent  States  has  assets  worth  at  least  $4  trillion  (U.S.  assets  exceed  $45 

(formeriy  the  Soviet  Union)  from  having  a  hyperinflation-  trillion).  Even  if  these  valuations  are  cut  to  bargain  sale 

ary  breakdown  should  be  our  top  foreign  policy  priority,  prices,  the  government  owns  enough  to  more  than  guaran- 

Chaos  will  discredit  free -market  democratic  forces,  making  tee  the  integrity  of  the  R600  billion  now  in  circulation,  as 

possible  the  rise  of  an  anti-American,  ultranationalistic,  wellas  the  $100  billion  it  owes  foreign  creditors, 

fascistic,  authoritarian  regime.  Moscow  still  has  thousands  This  unexpected  ruble  windfall  for  the  average  Rus- 

ofnuclear  warheads  and  the  means  to  rain  them  upon  us.  A  sian  would  rapidly  end  food  shortages.  If  the  govern- 

democratic,  pro-American  government  would  be  very  ment  followed  through  with  privatizing  housing  and 


much  in  our  interest. 

The  ruble  is  falling  fast. 
Here's  a  simple,  brilliant  plan 
for  boosting  the  ruble  a  hun- 
dredfold, from  less  than  a  pen- 
ny to  a  dollar:  Issue  billions  of 
ruble  bonds  v^th  the  ruble 
guaranteed  in  gold  at  the  rate 
of  R350  per  ounce.  What 
would  make  the  bonds  and 
their  gold  guarantee  credible  is 
the  fact  that  the  government 
owns  just  about  all  the  assets  in 


George  Washington  had  Alexander  Hamilton.  Can  Boris  Yeltsin 
find  a  similar  financial  genius? 


collective    farms,    commerce 
would  grow  rapidly. 

This  idea — so  simple,  so 
radical — has  precedence.  The 
U.S.  under  Treasury  Secre- 
tary Alexander  Hamilton  did 
something  of  the  same  thing 
to  revive  its  economy  200 
years  ago.  America  then  was 
considered  a  deadbeat;  the 
dollar  was  virtually  worthless. 
Hamilton  pegged  the  dollar 
to    gold,    pledging    receipts 


the  nation:  50  million  housing  units;  5.5  billion  acres  of  from  sales  of  U.S.  public  lands  to  back  up  its  bonds, 

land;  all  the  oil,  gold  and  other  minerals  underground;  Overnight,  the   U.S.   became  a  triple -A  international 

factories;  military  equipment;  office  buildings,  etc.  credit;  foreign  capital  flooded  in. 

The  concept  was  stitched  together  by  economic  consul-  Do  you  think  U.S.  pohcymakers  have  the  imagination, 

tant  Jude  Wanniski  of  Polyconomics  and  a  handftil  of  like-  the  boldness  to  urge  Yeltsin  to  adopt  a  Hamiltonian 

minded  thinkers.  Wanniski  and  his  group  figure  the  nation  solution  before  it's  too  late? 


AT  LAST,  SOME 

The  cliche  about  its  being  darkest  before  the  dawn  will 
hold  true  in  '92.  The  economy  will  turn  around.  What 
will  trigger  the  growth  will  be  what  many  "responsible" 
economists,  politicians  and  editorial  writers  deplore — a 
meaningfril  tax  cut,  particularly  of  capital  gains. 

Recognizing  that  if  he  loses  the  economic  batde  he 
loses  everything.  President  Bush  will  soon  be  adopting 
the  demeanor  he  displayed  during  Desert  Storm.  He  has 
no  desire  to  start  collecting  Social  Security  checks  next 
January.  A  number  of  congressional  Democrats  will  also 
go  for  a  tax  cut  to  show  voters  they  do  more  than  kite 
checks,  stiff  restaurants  and  harass  women. 

The  economy  is  ready  to  roar  ahead  once  the  tax 
underbrush  is  cleared  away.  Fabulous  new  technology  (in 
fiber  optics,  digital  screens,  microprocessing,  etc.),  grow- 
ing immigration  and  burgeoning  Latin  markets  for  our 


PROSPERITY 

exports  will  all  be  growth  catalysts.  Also  helping  the 
recovery  will  be  low  interest  rates.  Consumers  will  refi- 
nance mortgages,  which  will  increase  monthly  cash  flows. 
The  lower  levy  on  capital  gains  will  raise  real  estate  and 
equity  values,  putting  consumers  in  a  more  positive 
mood.  Business  starts  will  cease  sliding. 

The  Dow  Jones  will  go  above  3500;  if  the  capital  gains 
tax  cut  is  deep  enough,  it  will  easily  breach  4000.  Lx)ng- 
and  short-term  interest  rates  will  continue  trending 
down.  Capital  spending  will  be  unexpectedly  strong  by 
the  fourth  quarter.  The  most  immediate  hurdle  for  pros- 
perity will  be  the  continuing  deflation  in  commercial  real 
estate.  By  the  second  half,  however,  lower  capital  gains 
taxes  will  provide  desperately  needed  relief. 

The  election?  A  politically  born -again  George  Bush  will 
win,  although  he  will  be  scarred  along  the  way. 
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ONE  MEASURE  THAT  WILL  DO  LITTLE  GOOD 

is  tiie  reintroduction  (for  the  fourth  time  in  three  decades)  get  the  economy  really  moving  again.  The  incentive  was 
of  the  investment  tax  credit.  John  Kennedy  tried  it  first  in  in  effect  for  various  periods  during  the  1970s,  the  most 
1962,  but  it  took  a  subsequent  cut  of  personal  taxes  to     miserable  economic  decade  since  the  Thirties. 


At  a  recent  Forbes  luncheon  with 
top  U.S.  executives,  Israeli  Prime 
Minister  Yitzhak  Shamir  said,  "It's 
difficult  to  imagine  a  stable  and  last- 
ing peace  in  our  neighborhood  with- 
out greater  democracy  among  our 
neighbors.  Peace  is  the  natural  off- 
spring of  democracy."  He's  right. 

Democracy  has  advanced  in  Asia, 
Latin  America,  Eastern  Europe  and 
even  Africa.  But  not  one  Arab  nation 
has  made  the  transition.  Free  elections  are  almost  as  rare 


HF,  HAS  A  POINT 
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in  that  part  of  the  world  as  face-to- 
face  Arab-Israeli  negotiations. 

Democracy  and  free-market  eco- 
nomics have  made  war  unthinkable 
between  such  ancient  enemies  as 
France  and  Germany.  Other  than 
our  own  Civil  War,  there  has  never 
been  armed  conflict  between  demo- 
cratic states.  Yet  the  U.S.  and  West- 
ern nations  remain  curiously  reluc- 
tant to  provide  support,  financial  or 
even  moral,  to  nascent  democratic  forces  in  the  Mideast. 


HAVOC  IN  HAITI— A  WARNING 


Last  fall's  Haitian  coup  is  a  reminder  that  nurturing  a 
new  democracy  is  no  easy  task.  Because  of  Haiti's  size, 
appalling  squalor  and  voodoo  culture,  our  foreign  policy 
pooh-bahs  see  no  warning  there  for  infant  democracies  in 
Latin  America  and  Europe.  While  these  countries  are  dif- 
ferent from  Haiti,  the  fragility  of  their  democracies  is  not. 

Nor  is  the  outcome  of  an  economic  failure — an  in- 
creased flow  of  refiigees.  Emulating  Britain's  barbaric 
policy  of  forcibly  shipping  Vietnamese  refugees  back 
home,  the  U.S.  government  began  sending  Haitians  back 
to  Haiti.  Fortunately,  a  federal  judge  halted  this  involun- 
tary return,  thereby  saving  many  of  these  people  from 
certain  murder  by  a  vengefiil  army. 

A  refugee  river  many  magnitudes  greater  is  possible  in 
Europe  if  Russia  collapses  into  hyperinflation. 


*  *  * 


The  Haitian  putsch,  conducted  by  army  thugs  unac- 
customed to  civilian  control  and  chafing  at  their  inability 
to  rob  and  terrorize  citizens  at  will,  is  the  latest  disheart- 
ening setback  in  that  unhappy  land.  Last  summer  I  was 
part  of  a  delegation  with  Vice  President  Quayle  that 


visited  Haiti  at  the  end  of  a  swing  through  Latin  America. 
Thanks  to  Quayle's  intervention  the  previous  year,  the 
army  had  allowed  elections  to  take  place,  and  Quayle 
wanted  to  stop  by  and  pay  his  respects.  One  could  feel  the 
desire  of  the  new  parliament  to  break  with  Haiti's  bloody, 
dictatorial  past. 

If  diplomacy  fails,  the  U.S.  should  put  together  an 
inter- American  military  force  to  oust  the  putschists.  Sanc- 
tions are  starving  an  already  impoverished  population. 

Haiti's  history  is  particularly  poignant,  considering  its 
heroic  beginnings.  It  was  the  first  country  after  the  U.S. 
to  establish  independence  in  this  hemisphere  but  faced 
obstacles  far  more  formidable.  A  slave  state  that  rose  up 
against  and  defeated  its  French  masters,  Haiti  preserved 
its  sovereignty  in  a  hostile  world. 

With  a  benign  government,  this  country  would  make 
rapid  economic  strides.  Tens  of  thousands  of  Haitian 
immigrants  in  the  U.S.  are  achieving  impressive  progress. 
Given  its  brave  birth,  one  especially  hopes  this  benighted 
land  will  someday  soon  redeem  the  promise  that  it  began 
with  nearly  two  centuries  ago. 


ROBERT 
FULGHUM 
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UH-OH 

SOME  OBSERVATIONS 

FROMBOTHSIOCSOfrKE 

REFRICEUroRDOOII 


LIGHT,  ENLIGHTENING  READING 

Uh-Oh — by  Robert  Fulghum  (Vil-     found  items  and  commands.  The  door  of  the  refrijjerator 


is  a  chronicle  of  current  events  not  found  on  TV  or  in  the 
daily  newspaper. 

Comeback — by  Dick  Francis  (G.P. 
Putnam's  Sons,  $21.95).  Another 
can't  -  put  -  it  -  down  -  till  -  you're  -  fin- 
ished  whodunit   from   the   mvster\' 


lard  Books,  $19).  This  third  wee  vol- 
ume of  a  onetime  minister's  down- 
to-earth  observations  on  daily  life  has 
been  unfavorably  compared  by  some 
with  his  first  two,  highly  acclaimed 
successes.  But  there  are  enough  gems 

to  justify   buying  and   reading  this  maestro.  You  don't  figure  out  who  the 

book.  His  insights  on  motors,  hie-  people-killing,  horse-killing  villain  is 

cups,  dogs,  singing,  how-to-know-  until  Francis  lets  you.  After  reading 

when-you-are-ready-to-get-married,  this  book,  you  will  never  go  to  a  fugu 

dancing  and  refrigerators  delightfully  ring  true.  restaurant  in  Japan  or  look  at  staples 

Excerpt:  On  a  very  local  scale,  a  refriflrrator  is  the  center  the  same  way  again.  You  \\  ill  alsc^  learn 

of  the  universe.  On  the  inside  is  food  essential  to  life,  and  interesting  tri\'ia,  from  how  British 

on  the  outside  of  the  door  is  a  summary  of  the  life  events  of  diplomats  arc  ranked  to  common  mistakes  firebugs  make. 

the  household.  Grocery  lists,  report  cards,  Pjcms  of  wisdom.  Excerpt:  ''A  woman's  favorite  afiitnnls/'  IQi'i'ny/  ^(fi^ 

cartoons,  family  schedules,   urjjent  bills,   reminders,   in-  carrfullv, ''are  a  minh  in  the  clo.ut,  a  jajiunr  in  thejfarajfc, 

structions,   complaints,  photojjraphs,  postcards,   lost  and  a  tijjer  in  the  bed — and  a  jackass  to  pay  for  it  all.''' 
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"Smokestack"  industry  is  the  iieart  of  American  manufacturing.  The  problem  is:  How  do  you  cut 
down  the  smoke  without  shutting  down  the  stack?  One  of  the  most  practical  solutions  is  also  one 
of  the  most  efficient  and  economical.  Natural  gas.  It's  the  cleanest  of  all  fossil  fuels,  reducing  the 
emission  of  virtually  all  air  pollutants— CO,  CO2,  NOx,  SO2  and  particulates— from  roughly  30%  to 
more  than  99%,  depending  on  the  fuel  replaced.  Better  still,  it's  the  most  efficient  fuel  to  burn.  So  it 
can  help  industry  meet  new  clean  air  standards— and  remain  competitive.  Best  of  all,  our  abundant 
supply— plus  over  a  million  miles  of  pipeline  to  deliver  it— stack  the  energy  future  in  America's  favor 


Use  natural  gas.  We'll  all  breathe  easier. 


adly,  many  of  the  new  cars  yot<  ^^ 
see  today  have  the  tendency  t( 
resemble  one  another.  It's  as  i 


the  recent  penchant  for  computer  design? 
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S)  1991  I.exus.  A  Divhion  Of  Toyota  Motor  Sain,  U.S.A..  Inc.  Lrtus  rrmindi  you  to  urar  teal  htlts  and  okty  all  SfttJ  laws.  For  morr  i^ormalion.  call  800-t7i-i 
fessional  driurts  using  special  safely  equipment  and  procedurrt.  This  should  not  be  attempted  on  public  streets  or  higkmayt.  The  drirer's-side  Sapplememlml  Ke$t(^ 


IS  stunted  individuality  and  left  every-  fact,  during  the  entire  developmental 

ing  the  exact  same  flavor.  process,  the  organic  shape  was  never 

Vanilla.  committed  to  conventional  two- 

Not  so  with  the  Lexus  SC400.  In  dimensional  drawings.  Instead,  only 

!e  Homogenized. 


three-dimensional  clay  sculptures  were 
used  to  constantly  accentuate  the 
graceful  contours. 

Like  the  exterior,  the  interior,  too, 
is  without  a  hard  edge.  The  dash  wraps 
around  the  cockpit,  elegantly  trimmed 
in  Bird  s-Eye  Maple.  Even  the  leather 
seats,  with  special  concave  backs  and 
an  automatic  walk-in  device,  offer 
something  rarely  seen  in  a  sport  coupe. 
A  back  seat  that  can  actually  be  used 
as  a  back  seat. 

All  of  which  sounds  quite  civilized 
compared  to  what  lies  directly  in  front 
of  you.  A  250-horsepower,  32-valve,  V8 
engine  that,  with  a  hushed  growl,  accel- 
erates from  0  to  60  in  6.9  seconds.* 

Of  course  to  help  hold  this  power 
in  check,  sophisticated  anti-lock  disc 
brakes  and  a  drivers-side  airbag  SRS^ 
are  responsibly  provided. 

No,  the  Lexus  SC400  is  definitely 
not  your  common  car.  It  is,  however,  the 
prescribed  cure  for  one. 


® 


The  Relentless  Pursuit  Of  Perfection. 


VSA-LEXiSf.   *Thts  0-60  mph  performance  capacity  figure  is  for  comparison  only,  and  uas  obtained  with  prototype  vehicles  under  test-track  conditions  by  pro- 
(SRS)  Kill  inflate  only  in  a  severe  frontal  impact.  In  a  moderate  collision,  the  three-point  seat  belt  provides  primary  protection;  the  airbag  will  not  inflate. 


Otheir  Comments 


Latin  Tidbits 

"Trivia,"  I  said,  "means  'three 
roads'  in  Latin.  Wherever  three 
roads  met,  the  Romans  put  up  no- 
tice boards  with  the  news  on.  Litde 
bits  of  information." 
-Comeback,  by  Dick  Francis 

Double  Victory 

As  U.N.  Secretary  General  Perez  de 
Cuellar  sees  it,  had  it  not  been  for  the 
Persian  Gulf  war,  American  hostages 
might  still  be  in  captivity.  The  over- 
whelming American  victory  in  the 
war  produced  a  dynamic  in  the  re- 
gion that  positioned  Iran  to  fill  the 
vacuum  left  by  a  weakened  Iraq  and 
to  act  as  a  reliable  economic  partner 
and  diplomatic  player. 
-Elaine  Sciolino,  New  York  Times 

Trial  by  Fire 

Boards  of  directors  could  bring 
sanity  to  this  [executive  raise]  process 
by  dispensing  with  the  silly  surveys 
[of  other  CEOs'  compensation  that 
consultants  crank  up].  CEOs  should 
submit  a  pay  request  that  answers 
four  questions: 

■  What  should  you  be  paid?  (If  you 
want  to  hire  a  consultant,  go  ahead — 
at  your  expense,  not  the  firm's.) 

■  If  you  left  the  firm,  what  could 
you  earn  and  where? 

■  If  you  died  today,  who  could  take 
your  place?  (Is  she  or  he  well  pre- 
pared? If  not,  why  not?) 


■  What  is  the  lowest  compensation 
you  would  accept?  (Please  attach  a 
letter  of  resignation  in  case  we  of- 
fer less.) 
-Robert  J.  Samuelson,  Newsweek 

Going  Nowhere 

"I  DON'T  UNDERSTAND  what  is  going 
on.  Everybody  seems  to  be  working, 
yet  nothing  comes  of  it." 
-Lyudmila  Tikhonova,  engineer 
in  Moscow,  New  York  Times 

Blueprint  for  Recovery 

Can  a  PROGRESSION  from  recession  to 
depression  be  avoided?  Restore  in- 
dustrial incentives  (e.g.,  accelerated 
depreciation,  etc.)  in  order  to  drasti- 
cally increase  new  investment  in  cost 
reducing  plant  and  equipment  and  in 
product  improvement  and  develop- 
ment. Reestablish  the  competitive 
stimulation  of  industrial  progress  by 
renewing  the  enforcement  of  anti- 
trust legislation  and  by  Umiting  the 
monopolistic  practices  which  result 
from  excessive  concentrations  of  cor- 
porate capital  and  thereby  slow  in- 
dustrial progress.  Provide  strong  in- 
centives for  saving  vs.  consumption, 
eliminate  tax  from  income  on  the 
first  $100,000  of  deposits  in  any 
bona  fide  savings  institution.  Investi- 
gate the  feasibility  of  refinancing  fed- 
eral bonds  with  new  issues  with  lower 
coupon  interest,  or  possibly  zero 
coupons,  and  defer  cash  payment  in- 


"Where  did  all  the  money  that  no  one  seems  to  have  go?" 


terest  by  substituting  tax-deferred  in- 
terest coupons  with  schedule  of  ma- 
turity redemption  dates  and  values. 
-John  Winthrop  Wright,  CEO, 
Wright  Investors'  Service 

Too  Much,  Too  Late 

The  President  recentiy  was  willing 
to  spend  some  time  with  eight  econ- 
omists from  the  private  sector.  Odds 
are  that  he  received  eight  completely 
different  solutions  to  our  current 
economic  woes.  The  other  problem 
with  economists  is  they  do  tend  to  be 
gloomiest  just  as  the  economic  out- 
look is  about  to  turn  bright  again. 
-Dr.  Edward  Yardeni,  chief 

economist,  C.J.  Lawrence, 

Weekly  Economic  Analysis 


Now  I  don't  know  which 
country  I  am  living  in, 
if  it  is  a  country. 

-Tanya  Pavlikova, 
seamstress  in  Moscow 


Traveler's  Tales 

In  a  Leipzi£i  elevator:  Do  not  enter  the 
lift  backwards,  and  only  when  lit  up. 
-Far  Eastern  Economic  Review 

Proper  Perspective 

In  the  summer  of  1959,  just  out  of 
college,  I  have  a  job  [as]  the  night 
desk  clerk  in  a  lodge.  One  week  the 
employees  had  been  ser\ed  the  same 
thing  for  lunch  ever\'  single  day.  I  was 
outraged.  Sigmund  WoUman,  the 
night  auditor  [and  sur\ivor  of  Ausch- 
witz], sat  quiedy  watching  me  with 
sorrowfiil  eyes. 

"Fulchum,  you  think  you  know 
ever\'thing,  but  you  don't  know  the 
difference  bet\veen  an  inconvenience 
and  a  problem.  If  you  break  your 
neck,  if  you  have  nothing  to  eat,  if 
your  house  is  on  fire — then  you  got  a 
problem.  Evcr)thing  else  is  inconve- 
nience. \jcxrn  to  separate  the  incon- 
veniences from  the  real  problems. 
You  will  live  longer.  And  will  not 
annoy  people  like  me  so  much." 
-Uh-Oh,  by  Robert  Eli.c.hum 
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a  magnificent 

mediterranean  village  called 

Fisher  Island 
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^n  a  breeze-swept  island  off 
Miami,  in  the  warm  waters  of  the 
Atlantic,  a  magnificent  Mediter- 
ranean village  awaits. 

Its  name  is  Fisher  Island. 

Here  are  gathered  people  from 
around  the  world  who  share  a 
common  appreciation  for  life  and 
living  to  the  fullest 

Their  community  offers  a  superb 
seaside  golf  course;  a  tennis  center 
with  grass  and  clay  courts;  an  inter- 
national spa  named  one  of  America's 
finest;  two  deepwater  marinas  for 
yachts  of  any  length;  seven  restau- 
rants; a  dinner  theater  and  shops 
in  an  environment  of  privacy  and 
security. 

Fisher  Island  is  a  world  unto  itself 

Best  of  all,  the  residences  are  splen- 
did: spacious  (to  7,500  square  feet), 
with  oversized  terraces  and 
sensational  views  of  the  Miami  sky- 
line, Biscayne  Bay  and  the  Adantic. 
Some  are  on  Fisher's  nearly  mile- 
long  beach. 

If  you  long  for  a  superb  home  on 
a  tropical  island,  join  the  discrimina- 
ting people  who  have  discovered 
Fisher  Island. 

Fisher  Island,  Florida  33109, 
305/535-6071  Toll-free  800/624-3251 
Telefax  305/535-6008 


FISHER  ISIAND 


rhis  project  is  registered  with  the  New  Jersey  Real  Estate  Commiision.  NJREC  90/4-71 1  to  7 16.  Registration  does  not  constitute  an  endorsement  of  the  merits  orvalue'Afthe  project  Chain  and  read  the 
New  Jersey  Public  Offering  statement  before  signing  anything.  This  is  not  an  offering  to  any  person  in  any  state  where  such  an  offering  may  not  lawfully  be  made.  Equal  Housing  Opportunity. 
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Italian  Architecture.  The  Quality  of  Ijife. 


om  Italy  with  Character. 


/ 


The  full-bodied  red  wine  with  the  rack  of  lamb  is  a  Barolo  from  Piedmont.  We  could  as  easily  have  chosen  a 
Ciro  from  Calabna  or  an  Aglianico  del  Vulture  from  Basilicata.  After  all,  the  20  regions  of  Italy  produce 
more  varieties  of  fine  wine  than  any  other  country  And  they  complement  any  style  of  cooking  in  America. 

VINO 


It alian  Wines.  The  Quality  of  Life. 

O  1992         /t  ITALIAN  INSTITUTE  FOR  FOREIGN  TRADE/ICE.  ITALIAN  TRADE  COMMISSION,  WINE  CENTER   499  PARK  AVENUE,  NEW  YORK.  NY  10022 


Businesses  are  looking  at  The  Bank 
of  New  York  in  a  whole  new  way. 


lent 


Every  day  more  and  more  people  are  recognizing  The 
Bank  of  New  York  as  a  major  force  in  international  banking. 
We  have  combined  our  expertise  in  all  areas  of  inter- 
national finance  with  state-of-the-art  electronic  capabil- 
ities and  a  worldwide  network  of  offices,  to  become  a  major 
force  in  the  international  financial  field.  We  do  business  in  over  120 
countries  and  have  offices  in  all  the  major  money  market  and  trading 
centers  around  the  globe. 

We're  one  of  the  top  four  U.S.  banks  in  worldwide  funds  move- 
ment, trade  finance  and  related  documentary  services.  And 
we're  recognized  in  engineering  complex 
corporate  finance  transactions  in  developing  countries. 

So,  for  coordinated  solutions  to  your  international  banking  needs, 
consider  The  Bank  of  New  York.  We're  a  major  force  in  international 
banking. . .  no  matter  how  you  look  at  us. 
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Gommentanr 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


SINGAPORE'S  BRIGHT  PROSPECTS 

When  you  leave  Singapore's  airport,  your  drive  into  the  denial  of  unlimited  free  speech  and  press.  Its  rationale  is 

city  is  like  no  other  urban  approach.  Clean  new  highways  that  its  society  requires  stabilit>'  and  that  Singaporeans 

that  are  landscaped  with  colorful,  exotic  tropical  blooms  have  no  real  experience  with  the  unlimited  freedom 

intermingled  with  oleander  give  the  impression  of  driving  enjoyed  by  other  peoples.  But  the  winds  of  change  are 

through  the  longest  flower  show  on  earth.  On  a  recent  beginning  to  blow.  The  Asian  Wall  Street  Journal,  long 

trip  to  launch  Forbes'  Chinese  language  edition,  Presi-  restricted  to  a  circulation  of  some  400  copies,  has  signed 

dent  and  Editor-in-Chief  Steve  Forbes  and  I  passed  vast  an  accord  with  the  government  that  allows  it  to  increase 

public  housing  tracts  on  the  way  in  from  the  airport,  to  2,500  copies  daily,  with  more  to  follow, 

supplanted  a  few  moments  later  by  Singapore's  massive  Brigadier  General  Lee  Hsien  Loong,  Lee  Kuan  Yew's 

and  rapidly  changing  skyline:  four-star  hotels,  offices  and  son  and  number  three  in  tlie  government,  told  us  that  the 

convention  center  towers,  and  an  infinite  variety  of  shops,  administration's  concern  over  the  recent  legislative  elec- 

all  interspersed  with  many  parks.  tion,  in  which  four  opposition  candidates  were  elected, 

Singapore's  continued,  and  growing,  prosperity  is  aid-  was  focused  more  on  finding  out  what  dissatisfactions 


ed  by  its  Economic  Develop- 
ment Board.  This  quasi-public 
body  sees  as  its  mission  the  task 
of  encouraging  and  helping 
foreign  investors  to  come  into 
Singapore  with  their  capital, 
creating  new  employment  and 
adding  wealth  to  Singapore's 
economy.  The  Board  empha- 
sizes that  the  government  is  de- 
termined to  maintain  the  most 
favorable  business  climate  pos- 
sible so  that  private  enterprise, 
and  with  it  the  well-being  of 
citizens,  can  flourish. 
Singapore    has    a    problem 


Raffles  Hotel:  the  charm  of  old  Singapore. 


had  led  to  the  defeat  of  the 
government  in  those  four  con- 
stituencies than  on  blocking 
dissent.  Of  course,  to  Western 
eyes  familiar  with  our  elections, 
a  legislative  body  with  only  four 
opposition  members  would  be 
considered  a  major  triumph. 

Meanwhile,  $2.5  billion  of 
foreign  investment  pours  in  an- 
nually, and  Singapore's  fully 
employed  people  are  very  well 
housed,  while  tourists  and  con- 
ventions fill  the  hotels.  One  of 
the  finest  of  those  hostelries  is 
the  newly  reopened  Raffles  Ho- 


most  countries  would  envy:  almost  negative  unemploy-  tel — a  legendary  resort  of  the  1890s  through  the  1920s 

ment,  plus  a  major  shortage  of  labor.  As  a  result,  the  for  writers,  scholars,  celebrities  and  royalty — now  fully 

government  is  cooperating  in  the  development  of  new  restored.  Raffles  has  regained  all  its  old  glories,  and  more, 

industrial,  recreational  and  residential  areas  on  newly  and  is  in  many  ways  a  symbol  of  Singapore's  historic  past 

filled  land  or  on  islands  leased  from  Indonesia.  modernized  for  the  21st  century. 

Singapore  has  no  interest  in  running  or  even  tighdy         All  in  all,  Singapore  is  another  of  the  Pacific  Rim's 

regulating  those  enterprises,  an  attitude  that  is  most  classic  examples  of  the  strength  of  free  enterprise  and 

encouraging  to  foreign  investors.  Former  Prime  Minister  free-market  capitalism  as  contrasted  with  the  squalid 

Lee  Kuan  Yew  was  one  of  America's  best  friends  during  failure  of  socialist  and  communist  economics  seen  in 

his  long  rule.  He  is  fully  aware  of  how  much  prosperity  North  Korea,  mainland  China,  Cuba  and  what  used  to  be 

owes  to  a  strong  defense  capable  of  deterring  war  and  the  U.S.S.R.  As  Singapore  moves  toward  securing  more 

ensuring  the  peaceftil  atmosphere  that  a  successful  busi-  freedom  for  its  people,  its  future  seems  brighter  than  ever, 

ness  requires.  For,  as  we  know,  there  can  be  no  real  continued  econom- 

Singapore's  government  is  frequendy  attacked  for  its  ic  freedom  without  political  and  personal  liberties.      Hi 
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M  this  talk  about  stability. 
No  wonder  youYe  so  nervoiis. 
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Relax.  Since  1924,  our  approach  to  retirement  programs  has  been 
built  upon  the  single-minded  pursuit  of  quality. 

Our  unchanging  philosophy  of  pursuing  prudent  risks  plus  our  strict 
investment  guidelines  enable  our  clients  to  prosper,  whether  the 

market  rumbles  or  roars. 
They  are  also  why  our 
Connecticut  General 
Life  Insurance  Company 
has  consistently  earned 
among  the  highest  ratings 
from  Moody's,  Standard 
&  Poor's  and  A.M.  Best 
To  us,  however,  quality 
means  more  than  having 
excellent  financial  ratings. 

It  means  superior 
fixed  income  results,  with 
guarantees  backed  by 
capital  and  surplus  in 
excess  of  $1  billion.  An 
amount  that  puts  us  in 
the  top  1%  of  aU  U.S.  life 
insurers.  It  means  providing  everything  you  need  to  run  a  401(k)  or 
pension  plan.  From  plan  design  to  or^oing  management  AU  of  which 
allows  us  to  achieve  a  93%  client  and  asset  retention  rate  year  after  year. 

For  further  information,  write  Byron  Oliver,  President,  CIGNA 
Group  Pension,  Dept  M-121,  PO.  Box  2975,  Hartford,  CT  06104. 
And  we  will  make  sure  that  you  never  get  bent  out  of  shape. 
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We  get  paid  for  results! 


CIGNA 
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Job  trends  across  the 

Economic  growth  in  the  U.S.  in  the  next 
10  to  15  years  will  be  restrained  by  the  expected 
slow  growth  of  the  labor  force,  according  to  a 
new  study  by  the  Bureau  of  Labor  Statistics.  The 
total  labor  force  in  the  U.S.  is  projected  to 
grow  by  about  1 .3%  a  year  between  now  and 
2005,  down  from  about  2%  per  annum  in  the 
past  15  years.  At  the  projected  rate,  the  number 
of  people  employed  in  2005  will  be  a  little  over 
142  miUion,  up  from  123  million  today. 

Most  recent  trends  are  not  expected  to 
change  much.  The  working  population  will 
steadily  age,  for  instance;  this  should  help 
boost  productivity,  as  the  experience  level  of  the 
work  force  increases  in  step,  especially  as  we 
leave  the  heavy  lifting  jobs  behind  us.  But  the 
rapid  growth  of  women  entering  the  work 
force  is  now  expected  to  slow,  to  1 .6%  a  year 
from  2.3%  in  the  earlier  15 -year  period. 

One  reason  for  this  expected  trend,  explains 
Ronald  Kutscher,  associate  commissioner  at  the 
BLS,  is  that  an  increasing  proportion  of  work- 
ing women  have  been  dropping  out  of  the  work 
force  to  have  children. 

The  single  biggest  change  in  the  latest  study 
is  the  increasingly  rapid  expected  growth  in  la- 
bor market  participation  by  minorities — 
blacks  and  Asians  and  especially  Hispanics.  By 
2005,  minorities  are  expected  to  account  for 
more  than  25%  of  all  working  people  in  the  U.S. 
Given  regional  concentrations,  says  Kutscher, 
this  means  that  the  labor  force  in  some  areas  will 
involve  50%  or  more  of  these  groups.  The 
fastest  growth  will  occur  among  Hispanics,  who 
are  expected  to  make  up  over  11%  of  the  work 
force  by  2005,  up  from  7.1%  in  1990. 

Manufacturing's  share  of  total  national  out- 
put is  projected  in  the  BLS  study  to  remain 
around  19%,  meaning  that  the  nondefense 
sector  will  exhibit  considerable  growth  to  take 
up  the  slack  left  by  defense  cuts.  But  the  share 


of  employment  taken  by  manufacturing  will 
continue  to  decline,  from  24%  in  1975  to 
17.5%  in  1990,  and  to  14%  in  2005. 

That's  obviously  a  hopefiil  message  for  pro- 
ductivity. But  a  breakdown  of  where  those  jobs 
will  mosdy  be  lost  will  provide  a  field  day  for 
the  protectionists.  Textile  and  garment  jobs  will 
show  marked  declines.  And  basic  industrial 
jobs,  such  as  running  a  machine  tool,  will  be 
automated  out  of  existence. 

One  rather  depressing  result  from  the  study 
is  that  jobs  for  lawyers  and  paralegals  are  also 
expected  to  continue  to  multiply. 

The  service  sector  will  continue  to  show  the 
fastest  job  growth;  almost  all  of  the  30  fastest- 
growing  job  categories  are  in  this  sector. 
Health  care  jobs  naturally  dominate  this  list. 

"Each  previous  study  has  underestimated 
growth  in  the  medical  sector,"  says  the  BLS' 
Kutscher.  "It's  kind  of  breathtaking  how  rap- 
idly it  continues  to  grow."  As  the  population 
continues  to  age,  the  trend  seems  unending. 

Automation  will,  however,  take  its  toll  of 
many  mundane  service  jobs,  such  as  filing  clerks, 
accounting  machine  operators  and  the  like. 
Increasingly,  directory  assistance  from  phone 
companies  will  be  available  by  computer.  And 
services  will  see  increased  foreign  competition. 
Many  back-office  jobs  in  the  financial  and 
publishing  industries  have  already  moved  to 
lower-cost  regions  hke  the  Caribbean  Basin. 

The  most  serious  implication  of  the  study 
applies  to  today's  teenagers  and  preteens.  All  of 
the  job  categories  that  are  expected  to  grow 
the  fastest  require  specific  qualifications.  And 
the  first  one  required  is  high  school  gradua- 
tion. This  should  particularly  worry  the  Hispan- 
ic community,  because  of  its  high  school 
dropout  rates.  Says  Kutscher:  "Today's  kids 
must  realize  that  if  they  don't  finish  high 
school,  they've  committed  job  hari-kari."     ^ 


Examples  of  jobs 
projected  to  have 
the  fastest 
growth  between 
1990  and  2005, 
and  some  expect- 
ed to  have  the 
greatest  decline. 
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Winners  and  losers 

Occupation 

%  change 

Occupation 

%  change 

Home  health  aides 

92% 

Telephone  operators 

-59%     ^ 

Paralegals 

85 

Electrical  equipment  assemblers 

-48 

Systems  analysts 

79 

Private  child  care  helpers 

-40 

Physical  therapists 

76 

Precision  assembly  workers 

-37 

Operations  research  analysts 

73 

Textile  machine  operators 

-31 

(  Psychologists 

64 

Utilities  meter  readers 

-25 

;  Travel  agents 

62 

Machine  tool  operators 

-24 

'  Corrections  off  icers 

61 

Farm  workers 

-21 

Flight  attendants 

59 

Garment  sewers 

-20 

Management  analysts 

52 

Bank  tellers 

-5 

Source:  Bureau  of  Labor  Statistics. 
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THE  fORBES  INDEX 


BY  TIMOTHY  DODMAN 


The  Forbes  Index  (i967=ioc) 

210 

Current  187.5 

Previous  187.9t 

Percent  change  -0.2% 


*  Preliminary  tRevised 

77  78  79  '80  '81    '82   '83   '84  '85   '86   '87   '88  '89   '90  '91 


The  economy  has  two  things  going  for  it:  low  inflation  and 
low  inventories.  The  nonseasonally  adjusted  Consumer 
Price  Index  rose  only  0.3%  from  October  to  November. 
Manufacturers'  inventories  declined  for  the  seventh  time 
in  eight  months.  Since  inventory  liquidation  can  go  on 
only  so  long,  purchases  should  soon  be  matched  by  new 
manufacturers'  orders.  For  now,  the  news  is  still  dreary: 
Industrial  production  fell  0.4%  in  November,  and  new 
unemployment  claims  jumped  4.4%.  After  six  months  of 
marginal  increases,  the  Forbes  Index  went  down. 


Other  key  rates 

Source 

Status    1 

Prime  rate 

Chase  Manhattan  Bank 

7.5% 

Auto  sales  year  to  date  vs  1 990' 

Ward's  Automotive 

-11.3% 

Index  of  leading  indicators  Sept  vs  Aug 

Dept  of  Commerce 

-0.1%    1 

Trade  balance  12  months  ended  Sept  1891 

Dept  of  Commerce 

-$75bil    1 

All-commodity  producer  price  index  Nov  vs  Oct' 
GDP  3rd  quarter  vs.  2nd— annualized  growth 
M2  (3-month  change)— annualized  growth' 

Dept  of  Labor 
Dept  of  Commerce 
Federal  Reserve 

0.0% 

1.7% 

-0.8% 

'  U.S.-based  manufacturers,  excludes  Imports,  as  of  12/10/91.  ^  Wholesale  goocfs. '  Includes  Ml           | 

(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds.                      1 

IP 


Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Resen/e) 


550 


325 


New  unemployment  claims  dveragi^  lor  nKin.n 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 


Services     •    Total  index 


150 


140 
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Consumer  price  indexes  (1982-84  averagei^lOO) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


125 


Hew  housing  starts  (tfiousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


155 


150 


145 


140 


Retail  sales  ($billions), 

seasonally  adjusted  (Dept  of  Commerce) 


Inventories     •    New  orders 


270 


210 


150 


90 


Manufacturers'  new  orders  and  inventories^ 

(Ibillions),  seasonally  adjusted  (Dept  of  Commerce) 


2820 


2750 


2700 


i 


2640 

Personal  income  ($&iiiicns)  *age  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 
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740 


730 


720 


710 
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Consumer  installment  credit  ($billions)  total. 

seasonally  adjusted  (Federal  Reserve) 
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"So,  learn  anything  about  that  company?" 


"/  think  it's  in  trouble'.' 


"Shaky  financials?" 


5054  TMZ 


5054  TMZ 


5054  TMZ 


5054  TMZ 
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"No,  solid  numbers.  And  management'.'         "But. . .  ?"         "Technology's  about  to  kill  their  market'.'         "Whoal" 


5054  TMZ 


5054  TMZ 


5054  TMZ 


5054  TMZ 


"In  two  years,  they'd  be  better  off  selling  leisure  suits'.' 


"Where  do  you  keep  your  crystal  ball,  anyway?" 


The  answer  is  in  Dialog. 


/n/ormafion— complete,  precise,  up- 
to-the  minute.  It's  your  most  powerful 
business  tool.  Find  exactly  what  you 
need  to  know  fast  in  Dialog,®  the  worlds 
first  and  largest  electronic  library.  We 
offer  over  400  diverse,  detailed  data- 
bases readily  accessible  online  via 
computer  and  modem,  many  even 


on  compact  disc.  You  probably  won't 
have  to  look  anywhere  else.  See  your 
Information  Specialist  about  Dialog. 
Or  call  for  a  free  kit  on  Dialog  infor- 
mation for  your  industry. 


1-800-3-DIALOG 


Outside  U.S.,  415-858-3785.  Fax  415-858-7069. 


Dialoz  Business  Tools:  For  marketing, 
finance,  manufacturing,  and  manage- 
ment. Full-text  industry  reports,  financial 
tables,  worldwide  company  data,  market 
data,  patents  and  trademarks,  techni- 
cal articles,  current  news.  From  D&dB, 
S&dP,  Reuters,  Teikoku,  McGraw-Hill, 
Knight-Ridder,  and  many  other  sources, 
many  updated  daily,  even  continuously. 


DIALOG  INFORMATION  SERVICES,  INC. 

A  KNIGHT-RIDDER  COMPANY 


L212 


C 1991  Dialog  Inibrniation  Services,  Inc.,  3460  Hillview  Avenue,  Palo  Alto,  California  94304.  All  rights  reserved  DIALOG  is  a  servicemark  of  Dialog  Information  Services,  Inc.,  Registered  US.  Patent  and  Trademark  Office. 
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The  RJR  buyout  has  been  a  smashing  financial 
success.  But  enhanced  debt  ratings  don't  sell  cigarettes. 

Meanwhile, 
back  at  the 
iretail  counter 


By  James  R.  Norman 

No  QUESTION:  Henry  Kravis  has 
pulled  it  off.  By  selling  over  $7  billion 
of  new  stock  in  rjr  Nabisco  Holdings 
and  almost  $6  billion  of  assets,  his 
Kohlberg  Kravis  Roberts  &  Co.  has 
cut  rjr's  debt  from  $29  billion  at  the 
time  of  the  buyout  in  early  1989  to 
about  $14  billion  today.  In  mid-De 
cember,  rating  agencies  raised  rjr 
bonds  back  to  investment  grade. 
Meanwhile,  rjr  common  has  doubled 
since  last  winter,  despite  the  tremen- 
dous dilution  from  the  issuing  of  new 
shares. 

That's  the  financial  picture,  and  it  is 
a  beauty.  But  rjr  doesn't  just  operate 
in  the  financial  world.  It  must  also  sell 
lots  of  Ritz  crackers,  Oreo  cookies 
and — most  of  all — lots  of  cigarettes. 
Louis  V.  Gerstner  Jr.,  lured  from 
American  Express  to  be  RjR's  chair- 
man and  chief  executive,  must  see  to  it 
that  these  goods  keep  moving  off  the 
shelves  and  into  consumers'  hands. 
Especially  domestic  cigarettes,  which 
bring  in  a  hefty  40%  of  rjr's  revenues 
and  two-thirds  of  its  operating 
revenues. 

Operating  profit  margins  on  rjr's 
$5  billion  U.S.  tobacco  business  re- 
main an  enviable  40%.  But  there  are 
signs  of  deterioration,  rjr  continues 
to  lose  market  share  at  a  worrisome 
rate  (see  chart)  in  a  cigarette  business 
that  is  itself  shrinking  steadily  by  3%  to 
4%  a  year,  rjr's  foreign  tobacco  sales 
are  growing  but  are  less  than  half  as 
big  as  the  U.S.  operations  and  half  as 
profitable. 

In  the  U.S.  a  price  war  of  sorts  has 
roiled  the  long- disciplined  tobacco 
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market,  resulting  in  the  biggest  shifts 
in  market- share  trends  since  the 
1950s.  While  rjr  management  was 
preoccupied  with  financial  problems, 
Philip  Morris  and  other  competitors 
were  getting  ahead  in  a  burgeoning 
new  market  for  cut-price  smokes.  In 
just  two  years,  discount  cigarettes 
have  doubled  their  volume,  to  a  quar- 
ter of  the  domestic  market.  They  are 
heading  quickly  toward  a  one -third 
share.  With  cigarettes  at  $2  a  pack 
and  the  economy  in  recession,  even 
diehard  smokers  are  watching  their 
pennies. 

Ironically,  discount  cigarettes  was  a 
market  RjRhad  almost  single-handed- 
ly created  in  1985  when  it  launched 
Doral,  selling  for  40%  less  than  its 
regular  Camels  and  Winstons.  But 
rjr's  once  dominant  share  has  been 
outpaced  by  powerhouse  Philip  Mor- 
ris (see  chart). 

The  biggest  growth  has  been  in 
deep-discount  "subgeneric"  brands 
such  as  Philip  Morris'  Bristol,  Ameri- 
can Brands'  Montclair  and  Liggett's 
Pyramid.  These  subgenerics,  so  called 
because  they  are  even  cheaper  than 
the  generic  cigarettes  introduced  in 
the  early  1980s,  sell  for  about  half  the 
more  than  $2  retail  cost  of  a  pack  of 
full-price  Marlboros,  Win 
stons  or  Camels.  Even 
though  they  don't 
require  the  heavy 


advertising  support  of  the  standard 
brands,  these  subgenerics  are  still  less 
profitable  than  regular  brands,  yield- 
ing about  two-thirds  of  the  profit 
margins  of  full-price  brands. 

What  is  more  worrisome,  the  dis- 
count brands  have  shattered  old  as- 
sumptions about  brand  loyalty  and 
put  a  lot  of  market  share  up  for  grabs. 
"For  35  years  it  was  hard  to  introduce 
a  new  brand,"  says  American  Brands' 
American  Tobacco  Chief  Executive 
Charles  Mullen.  "Now  we've  had  a 
window  of  opportunity,  and  we  ain't 
through  yet." 

Despite  leading  the  way  previously 
with  Doral,  rjr  refused  to  join  in  the 
new  deep-discount  fi^ay  in  1988  for 
fear  of  further  cannibalizing  its  high- 
er-priced Winston,  Salem  and  Camel 
brands.  But  the  low-price  segment 
outgrew  all  expectations  anyway, 
costing  RJR  several  points  of  mar- 
ket share. 

Last  March  RjR  admitted  its  mistake 
and  cut  the  price  on  its  Magna  and 
Sterling  brands  30%  to  stem  the  ero- 
sion. "Total  market  share  is  impor- 
tant in  getting  shelf  space,"  concedes 
Clifford  Pennell,  rjr's  vice  president 
for  what  it  calls  the  "sa\dngs"  brands. 
"We're  going  to  defend  our  business 
in  the  low-priced  end." 

At  the  same  time, 
disguised  price-cut- 
ting has  erupted  in 
the  top  end  of  the 
market.  RJR  has  had 
to  step  up  cou- 
poning— dis- 
counting, by  an- 
other name — to 
defend  Winston, 
Salem  and  Cam- 
el. Philip  Morris 
faces  a  simi- 
lar   threat    to 


Marlboro  but  has  been  better  able  to 
ride  out  the  storm  thanks  to  that 
brand's  strong  image  and  customer 
loyalty.  Its  unit  sales  for  the  first  half  of 
1991  are  down  only  about  4%,  versus 
a  nearly  8%  drop  for  Winston,  rjr's 
leader. 

Between  the  new  discount  brands 
and  the  ftiU-price  couponing,  indus- 
try sources  say  about  40%  of  the  460 
billion  cigarettes  sold  in  the  U.S.  this 
year  will  have  some  kind  of  off-price 
deal.  Even  some  discount  brands  have 
been  couponing.  All  told,  this  price 
competition    has    pardy    offset    the 
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nominal  double-digit  price  hikes  in 
the  past  year. 

The  biggest  price  hikes  have  been 
in  the  deep -discount  brands,  which 
now  sell  at  40%  below  full  price,  rather 
than  60%  below  two  years  ago.  But 
that  escalation  may  have  opened  the 
door  for  yet  a  lower-priced  tier  of  new 
brands.  Liggett,  which  has  been  a 
low-price  leader  in  the  past,  may  again 
take  the  lead  here.  "We're  looking  at 
everything,"  says  a  cagey  Gerald 
Reid,  Liggett  senior  vice  president  of 
marketing. 

Philip  Morris,  however,  has  shown 
that  it  is  determined  to  keep  the  lead  it 
has  achieved  in  low-end  cigarette 
market  share,  setting  the  stage  for  yet 
more  tough  competition.  "It  will  get 
uglier  and  uglier,"  says  Jack  Trout, 
president  of  market  strategists  Trout 
&  Ries:  "The  guy  with  the  deep 
pockets  will  win." 

But  that  implies  every  company  will 
have  to  dig  deeper  into  its  pock- 
ets, benefiting  consumers  at 
the  expense  of  profit  mar- 


gins. It  also  implies  a  battie  royal  in 
the  marketplace.  So  far  the  big  win- 
ners have  been  Philip  Morris  and 
American  Brands.  Their  overall  mar- 
ket shares  have  climbed  impressively, 
thanks  to  new  cut-price  brands  like 
Bristol  and  Bucks  (from  Philip  Mor- 
ris), and  Montclair,  Misty  Slims  and 
Bull  Durham  (fi-om  American  Tobac- 
co). Well-heeled  Philip  Morris  is  also 
taking  full  advantage  of  RJR's  financial 
constraints  and  is  stepping  up  the 
tempo  of  price  changes  and  cosdy 
brand  introductions. 

rjr's  Lou  Gerstner  has  not  been 
idle.  His  Joe  Camel  advertising  cam- 
paign has  attracted  lots  of  attention — 
not  all  of  it  welcome,  since  critics 
claim  it  appeals  to  kids.  But  the  atten- 
tion hasn't  translated  into  market 
share.  A  new  advertising  effort  behind 
Winston's  stay-fi'esh  packaging  has 
yet  to  catch  fire.  To  compensate,  RjRis 
couponing  heavily.  The  KKR  folks  are 
great  at  financial  engineering.  Now 
let's  see  what  kind  of  marketers 
they  are.  ^M 


Cut-price  smokes  get  hotter 


Market  share  of 
price/value  cigarettes 
vs.  full-price  brands 
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The  growing  market  for 
discount  cigarettes  lias 
cost  RJR  marlcet  share 
at  the  hands  of 
Philip  Morris.  Can 
it  stem  the 
loss  and  make 
a  comeback? 


Source:  The  Maxwell  Report 
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Failing  to  realize  that  aging  riders  yearn  for  big  bikes, 
motorcycle  makers  missed  out  in  1991. 

The  graying 
wild  ones 


By  Richard  L.  Stem 


High  school  teacher  Michael  Fitzgibbons  on  his  new  BMW 

Aging  baby  boomers  are  buying  big  bilces  to  reclaim  lost  youth. 


A  YEAR  AGO  Stuart  Kirk,  46,  a  Colum- 
bia University  professor,  and  Michael 
Fitzgibbons,  46,  a  Rensselaer  Coun- 
ty, N.Y.  high  school  teacher,  began 
reminiscing  about  the  motorcycles 
they  had  driven  in  their  youth.  The 
recollections  were  powerful.  Two 
weeks  later  the  friends  walked  into 
Berkshire  Motor  Works  in  Pittsfield, 
Mass.,  where  each  proceeded  to  write 
a  $7,000-plus  check  to  buy  red  BMW 
750cc  K75  sports  bikes.  Kirk  explains 
the  impulse  this  way:  "We  didn't  want 
to  end  up  70  and  regretting  not  hav- 
ing ridden  again." 

Apparently  this  phenomenon — ag- 
ing baby  boomers  buying  big  motor- 
cycles to  reclaim  lost  youth — is  occur- 
ring with  increasing  regularity'.  The 
motorcycle  industry  even  has  a  name 
for  these  new  customers:  rubs,  for 
rich  urban  bikers. 


Martha  Liebmann,  a  53-year-old 
Manhattan  psychotherapist,  is  a  RUB. 
"After  my  divorce  I  decided  it  was 
time  to  do  a  lot  of  the  things  I  had 
been  meaning  to  do,"  says  Liebmann, 
who  rides  a  700cc  Honda  Nighthawk 
S.  She  also  found  a  new  husband — 
Richard  Liebmann,  who  owns  the 
dealership  where  she  bought  her  bike. 

Thanks  in  good  part  to  rubs,  Har- 
ley  Davidson  Co.  sold  2,000  more 
motorcycles  in  the  U.S.  last  year  than 
it  did  the  year  before — and  would 
have  sold  a  lot  more  but  for  a  ten- 
week  strike  at  its  York,  Pa.  plant  and 
problems  on  the  plant's  paint  line. 
"We're  selling  lifestyle,"  says  Harley 
Davidson  spokesman  Ken  Schmidt, 
"not  transportation." 

In  fact,  after  years  of  declining  sales, 
1991  is  being  viewed  as  a  turnaround 
year  for  the  motorcycle  industry'.  That 


despite  the  fact  that  sales  of  street 
bikes — meaning  everything  that  isn't 
an  off"- the -road  motorcy^cle — for 
1991  are  expected  to  total  156,000, 
down  by  7,000  from  1990,  and  far 
below  die  1984  peak  of  525,000. 

How  can  you  have  rising  demand 
and  falling  sales.^  It  seems  that  going 
into  1991,  the  industry,  given  its  past 
bad  experiences,  seriously  underesti- 
mated demand  and  geared  its  produc- 
tion lines  accordingly. 

"When  demand  began  picking  up 
last  spring,  we  simply  didn't  have 
enough  motorcycles  available,"  says 
Honda  spokesman  Gary  Christopher. 
Agrees  Kawasaki's  marketing  vice 
president,  Robert  Moffit:  "Kawasaki 
lost  4%  to  5%  market  share  in  1991 
because  we  underestimated  the 
strong  demand  for  big  bikes." 

Yamaha  spokesman  Jim  Gentz: 
"Our  dealers  were  madder  than  hell 
because  we  couldn't  keep  up." 

One  effect  of  the  production  short- 
falls has  been  the  rapid  increase  in 
prices  of  popular  used  bikes.  A  new 
Yamaha  XV700  sold  for  about 
$3,600  in  1987.  Because  of  a  tight 
used  market,  it  now  sells  for  about 
$3,000.  But  it's  getting  hard  to  find 
used  bikes  in  good  condition.  Motor- 
cycle industry  consultant  Donald  J. 
Brown  says  the  average  age  of  used 
bikes  has  increased  from  4.5  years  in 
1984  to  over  9  years  today. 

Encouraged  by  the  number  of  old- 
er bikes  on  the  road,  by  scant  inven- 
tories and  by  the  rise  of  the  rubs,  most 
manufacturers  say  they  are  increasing 
production  rates — mostiy  of  the  pop- 
ular big  touring  bikes  and  snazzy 
sports  bikes.  The  Japanese  producers, 
in  particular,  would  like  a  piece  of 
Harley  Davidson's  huge  market 
share — about  60%  of  the  big-ticket, 
big- bike  market  (a  big  bike  is  any- 
thing powered  by  over  900cc  engine 
displacement).  Despite  the  stronger 
yen,  Japanese  motorcycles  remain 
mosdy  cheaper  than  Harleys,  which 
average  well  over  $10,000. 

But  the  Japanese  won't  find  it  easy 
to  woo  away  Harley  tans.  "Harleys 
make  the  same  kind  of  statement  as 
wearing  a  Rolex  watch  or  driWng  a 
classic  wing-tailed  Cadillac,"  says 
consultant  Donald  Brow  n.  In  a  busi- 
ness based  on  nostalgia  and  image, 
Harley  has  advantages  its  Japanese 
competitors  can't  hope  to  match.  !■ 
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Suddenly  a  license  to  run  a  taxi  dispatch  service 
is  a  ticket  to  get  into  the  cellular  business. 
Motorola  owns  the  most  such  licenses  but  doesn't 
like  to  talk  about  it.  Here's  why. 

The  taxicab  as 
phone  company 


By  Gary  Slutsker 

As  THIS  ISSUE  of  Forbes  went  to  press, 
a  little  company  called  Fleet  Call  Inc., 
based  in  Rutherford,  N.J.,  pulled  its 
plans  to  go  public  at  a  price  that  would 
have  valued  the  $54  million  (fiscal 
1991  revenues)  company  at  over  $1 
billion.  But  while  the  underwriters 
seem  to  have  overvalued  the  company 
in  a  jittery  market.  Fleet  Call  is  in  a 
business  with  attractive  prospects. 

Fleet  Call  owns  rights  to  broadcast 
voice  and  data  over  radio  frequencies 
reserved  for  taxicab  dispatchers  in 
New  York,  Chicago,  Lx)s  Angeles,  San 
Francisco,  Dallas  and  Houston 
(Forbes,  Au^.  20, 1990).  As  such,  it  is 
a  potential  competitor  to  the  coun- 
try's high-flying  cellular  telephone 
operators — McCaw  Cellular,  Centel, 
GTE,  plus  most  of  the  Bell  operating 
companies.  Lining  up  behind  Fleet 
Call  with  their  eyes  on  the  public 
equity  trough  are  other  dis- 
patchers, including  private- 
ly held  Dispatch  Commu- 
nications in  Bethesda,  Md. 
and  publicly  traded  Ameri- 
can Mobile  Systems,  of 
Woodland  Hills,  Calif. 

If  Fleet  Call  is  worth  even 
close  to  $1  billion,  what  is 
Motorola  Corp.  worth." 
Why  Motorola?  Two  rea- 
sons. One,  Motorola  is  the 
largest  supplier  of  dispatch 
radio  telephone  equip- 
ment. The  company  just  in- 
troduced new  digital  tech- 
nology that  makes  calls  on 
dispatch  ft-equencies  sound 
at  least  as  clear  as  cellular 
calls. 


But  potentially  much  more  impor- 
tant is  this:  Motorola  is  also  the  na- 
tion's single  largest  owner  and  opera- 
tor of  these  hard-to-come-by  taxi  dis- 
patcher frequencies,  the  so-called 
shared  mobile  radio  licenses  issued  by 
the  Federal  Communications  Com- 
mission. Motorola,  however,  isn't 
saying  how  much  spectrum  it  has. 

What  are  Motorola's  channels 
worth?  Motorola  refiises  to  discuss 
this  issue,  too.  But  Andrew  Kessler,  a 
securities  analyst  at  the  Wall  Street 
house  of  Morgan  Stanley  &  Co.,  be- 
lieves the  frequencies  could  be  worth 
on  the  order  of  $2  billion  or  more,  or 
$15  to  $20  per  Motorola  share.  Mo- 
torola's current  price:  59%  a  share. 

Motorola  says  it  plans  to  install  the 
new  digital  technology  it  developed 
for  Fleet  Call — called  the  Motorola 
Integrated  Radio  System  (mirs) — in 


50  of  its.  Motorola's,  largest  dispatch 
markets.  Motorola  also  has  a  joint 
venture  with  IBM,  called  Ardis,  to 
transmit  data  over  a  nationwide  net- 
work of  mobile  radio  frequencies. 

Why  is  Motorola  reluctant  to  dis- 
cuss its  dispatch  holdings  and  plans? 
Probably  because  the  company  is 
playing  both  sides  of  the  mobile  com- 
munications fence.  As  Motorola  helps 
develop  digital  phone  ser\'ice  using 
die  taxi  dispatch  frequencies,  it  will 
become  a  direct  competitor  to  cus- 
tomers of  its  highly  profitable  cellular 
telephone  equipment  division. 

In  1990  Motorola's  cellular  opera- 
tion contributed  23%  of  its  $11  billion 
in  sales  and  37%  of  its  $500  million  in 
profits.  Motorola  won't  give  the  size 
of  its  dispatch  equipment  business. 

Granted,  fijture  sales  of  fancy  new 
digital  transmitters  and  phones  may 
well  boost  the  importance  of  the  dis- 
patch business.  Motorola  is,  for  exam- 
ple, getting  ready  to  sell  Fleet  Call  a 
$260  million  package  of  equipment. 
But  Motorola  is  financing  1 00%  of  the 
purchase  price.  It  will  probably  also 
end  up  financing  other  dispatch  com- 
panies. Small  wonder  Motorola 
doesn't  want  to  upset  its  paying  cellu- 
lar telephone  customers. 

Why  was  Fleet  Call  forced  to  post- 
pone its  public  offering?  Capitalized  at 
$1  billion,  its  potential  customers — or 
"pops"  in  industry  lingo — ^would  be 
valued  at  $16  each.  That  is  far  below  the 
$200  or  so  at  which  cellular  companies' 
pops  trade,  but  cellular  operators  have 
more  spectrum  and  will  have  more 
capacity  in  their  channels  than  even 
Fleet  Call's  digital  service 
once  they  upgrade  to  digital. 
Moreover,  offering  phone 
service  will  require  the  dis- 
patchers to  invest  hundreds 
of  millions  of  dollars  in 
equipment  and  will  take  al- 
most two  years  to  imple- 
ment. Motorola  says  its  MIRS 
technology  won't  be  ready 
to  install  before  1993. 

Still,  if  you're  of  a  mind  to 
gamble  that  the  taxicab  dis- 
patchers will  become  po- 
tent competitors  to  the  cel- 
lular operators,  why  not 
limit  your  risk  by  buying 
the  biggest  and  most  finan- 
cially sound  dispatcher  of 
them  all — Motorola?      WM 
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Does  government  spending  ever  shrink- 
steady  rise  inevitable?  For  an  answer 
let's  visit  Victorian  Britain. 

It  can 
be  done 


-or  is  its 


By  Peter  Brimelow 

Reader  REACTION  to  our  recent  (Dec. 
9,  1991)  grand  panoramic  1900-92 
chart  of  federal  government  spending 
versus  gnp  tended  to  come  in  two 
distinct  waves. 

In  tlie  first  wave:  an  innocent  sur- 
prise at  the  revelation  that,  by  histori- 
cal standards,  federal  spending  is 
now  so  high. 

Could  it  be?  That  1992  is  expected 
to  set  a  new  peacetime  record  of 
24.9%,  exceeding  the  previous  peak  in 
the  postrecession  year  of  1983. > 

The  folks  thus  surprised 
20  %  must  have  believed  all  the 

U.S.  propaganda  about  R.  Rea- 

federal         gan,  mad  budget  axman. 
spending  in  the  second  wave  of 

^fpNP^^"*  reader  reaction,  a  few  sec- 
onds later:  a  world-weary 
shrug — the  increase  in  gov- 
ernment expenditure  is  in- 
evitable. And  above  all,  it 
can  never  be  reversed. 

Is  it  true  that  govern- 
ment spending  goes  only 
one  way — up?  Of  course, 
some  limited  instances  of 
peacetime  reversal  are  visi- 
ble on  our  chart:  from  the 
endofWorldWarIinl918 
right  through  the  Roaring 
Twenties,  a  fabled  era  of 
prosperity.  In  a  growing 
economy,  government's 
relative  share  can  fall,  al- 
though its  absolute  spend- 
ing remains  constant.  Con- 
versely, when  the  economy 


15 
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shrinks  in  a  recession,  government's 
relative  share  increases — even  before 
the  slump  triggers  automatic  unem- 
ployment-related transfer  payments. 
Hence  the  record  runup  of  the  early 
Reagan  years. 

Still,  it  is  true  that  the  government 
share  of  spending  in  almost  every 
major  industrial  economy  lurched  up- 
ward by  some  10  to  15  percentage 
points  in  the  ten  years  or  so  afi:er 
1970.  And  a  decisive  reversal  has  no- 
where occurred. 

In  Britain  Margaret  Thatcher  suc- 
ceeded in  getting  government  spend- 
ing down  from  47.5%  of  gnp  in  1981 
to  40.9%  in  1989.  However,  that's 
from  a  recession  to  a  recovery. 

"But  it's  Britain  that  provides  the 
textbook  example  of  a  sustained  re- 
duction of  government  share,"  says 
Alvin  Rabushka  of  Stanford  Universi- 
ty's Hoover  Institution  think  tank. 
Rabushka  has  actually  written  the 
book  (From  Adam  Smith  to  the 
Wealth  of  America,  Transaction 
BooksJ,  which  dwells  at  some  length 
on  the  dramatic  decline  of  the  British 
government's  share  of  the  economy 
throughout  virtually  the  whole  of  the 
19th  century  (see  chart,  opposite).  Re- 
cendy,  he  spoke  to  Forbes  about  the 
lessons  of  the  British  experience. 

In  181 1  British  central  government 
spending  consumed  more  than  27% 
of  GNP.  Local  government  spending 
put  the  total  over  30%.  This  is  roughly 
in  the  same  range  as  in  the  U.S.  today: 
Combined   federal,  state   and   local 


government  spending  hovered  just 
above  30%  throughout  nearly  all  of 
the  Seventies,  before  climbing  to  a 
recent  37%. 

By  1891  British  central  govern- 
ment spending  had  been  driven 
down  to  7.3%. 

For  those  who  think  that  all  this 
must  have  been  done  on  the  backs  of 
the  poor,  there  is  this  to  contend 
with:  This  was  a  century  of  unparal- 
leled economic  progress.  British 
gross  national  income  grew  fivefold 
(more  in  real  terms;  prices  were 
actually  falling).  Working-class  liv- 
ing standards  doubled  in  the  second 
half  of  the  century  alone. 

Arguably,  the  British  in  the  early 
19th  century  were  spending  their 
27%  of  GNP  on  a  good  cause:  fight- 
ing the  French,  in  the  shape  of 
Napoleon's    military   dictatorship, 
and   burning  down  Washington, 
D.C.  during  the  War  of  1812.  By 
contrast,  the  U.S.  has  contrived  to 
achieve  its  current  higher  expendi- 
ture level  in  a  period  of  no  external 
threat,  when  military  spending  has 
fallen  about  as  low  as  it  has  been 
since  World  War  II. 

But  cutting  militar}'  oudays  was 
only  one  part  of  the  British  roll- 
back of  government.  A  second 
major  issue  was  the  national  debt. 
This  was  a  serious  problem.  The 
Napoleonic  Wars  were  financed 
by   borrowing.    In    1811,    debt 
charges    exceeded    8%   of  gnp, 
nearly  a  third  of  central  govern- 
ment spending,  and  they  were  to 
rise  above  10%.  By  contrast,  in- 
terest on  the  U.S.  national  debt  is 
currendy  a  mere  3.4%  of  GNP, 
slighdy  more  than  a  seventh 
of  federal  expenditures. 

The  British  pared  down  their  na- 
tional debt  throughout  the  19th  cen- 
tury. And  they  were  able  to  reduce 
their  debt  senice  relatively  by  grow- 
ing their  economy  taster — a  striking 
achievement,  since  deflation  was 
tending  to  exacerbate  the  burden  in 
real  terms. 

The  third  major  component  in  ear- 
ly 19th-centur\-  British  government 
spending:  poor  relief  Uncannily,  Bri- 
tain's landed  aristocrats  had  gotten 
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Is  the  current 
rise  in  peacetime 
U.S.  federal 
spending  (below) 
inevitable? 
There's  one 
outstanding 
counterexample: 
British  central 
government 
spending  (right) 
fell  through  most 
of  the  19th 
century,  a  period 
of  unparalleled 
prosperity. 


themselves  into  exactly  the  same  mess 
as  today's  Washington  welfare  politi- 
cos.  The  1601  Poor  Law  had  been 
transformed,  partiy  through  court  de- 
cisions, into  a  system  of  so-called 
"outdoor  relief"  Low  wages  were 
supplemented  by  cash  payments  that 
were  adjusted  for  inflation  and  for 
offspring,  legitimate  or  otherwise. 
The  result:  an  expenditure  explo- 
sion— the  "poor  rate"  levy  went  up 
ten  times,  to  more  than  2%  of  gnp  by 
1811  — and  a  welfare  -  dependency 
problem,  or  what  the  literature  of  the 
day  described  as  "dissolute,  depraved 
i   and  promiscuous  paupers." 

In  1834  the  British  reformed  their 
welfare  system  radically  and  ruthless- 
ly. Relief  could  now  be  obtained  only 
inside  a  "workhouse."  And  once 
there,  recipients  were  subject  to  strict 
discipline  and  conditions  that  were 
deliberately  less  appealing  than  those 
available  to  the  poorest-paid  laborer. 

The  idea  was  to  alter  the  incentives 
(and  disincentives)  facing  the  poor. 
And,  less  explicidy,  that  only  eco- 
nomic gro^^^:h,  not  subsidization, 
could  permanendy  improve  their 
condition. 


Whatever  the  merits  of  this  idea,  it 
did  have  one  immediate  and  highly 
practical  consequence:  Poor  rate  ex- 
penditures fell  by  nearly  a  third  be- 
tween 1831  and  1841  in  nominal 
terms,  although  Britain's  population 
was  growing  rapidly  at  the  time. 

"Compassion  was  not  good  poli- 
tics," says  Rabushka.  "They  were  very 
clear  in  their  defense  of  property 
rights.  And  taxation  was  wicked,  evil, 
the  crime  of  crimes." 

These  Victorian  values  persisted 
right  through  the  century,  despite 
Britain's  steady  transformation  into  a 
fiiU  democracy.  These  values  were 
epitomized  by  William  E.  Gladstone, 
who  was  several  times  Chancellor  of 
the  Exchequer  and  Prime  Minister 
after  1852.  Rabushka  describes  Glad- 
stone as  "the  finest  figure  of  public 
finance  the  world  has  ever  known." 

Gladstone  believed,  in  his  famous 
phrase,  that  money  should  be  allowed 
"to  fructify  in  the  pockets  of  the 
people."  He  cut  public  expenditure 
persistentiy — nearly  10%  between 
1861  and  1865,  for  example.  Even 
more  important,  he  also  refiised  to 
spend  the  higher  tax  receipts  auto- 


matically  generated  by  the  growing 
economy  on  any  new  programs,  using 
them  instead  to  cut  taxes  ftirther.  This 
restraint,  which  Rabushka  calls  "in- 
credible," was  the  final  element  in 
Britain's  declining  government  share 
of  GNP. 

All  of  this  took  place  in  a  context  of 
massive  economic  liberalization.  Ear- 
ly 19th-century  Britain  was  a  highly 
regulated  society,  and  included  a  tan- 
gle of  price  controls  and  high  tariffs. 
Some  of  these  regulations  had  pro- 
voked the  American  colonies  to  re- 
volt. Others  kept  food  prices  high, 
hurting  the  working  class. 

Ironically,  in  those  days  deregula- 
tion was  a  progressive  cause — and 
Gladstone,  free  trader  and  anti-impe- 
rialist isolationist,  was  the  leader  of 
the  Liberals,  the  left  side  of  Britain's 
two-party  system. 

And  it  all  took  time.  "There  would 
be  ten  years  of  reform,  and  ten  years  of 
reaction,"  notes  Rabushka. 

Which  comforts  him  when  he  sur- 
veys the  contemporary  U.S.  political 
scene.  "You  never  know  who  might 
come  out  of  the  woodwork  at  the  end 
of  the  century,"  he  says.  ^M 
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Emilio  Azcarraga,  the  man  behind  Mexico's  Televisa, 
didn't  earn  his  nickname  by  accident. 

ElTigre 
pounces  again 


By  Joel  Millman 

Talk  ABOUT  a  turnaround.  Five  years 
ago  you  couldn't  give  Mexican  com- 
panies away.  Today  the  gringos  are 
lining  up  for  xhc  privilege  of  investing 
there.  Mexico's  Bolsa  now  trades  at 
12  times  earnings  and  is  valued  at  $93 
billion,  nearly  17  times  its  value  at  the 
end  of  1986. 

The  latest  Mexican  businessman  to 
take  advantage  of  this  new  wave  of 
optimism  in  his  country's  future  is 
Emilio  Azcarraga..  Last  month  Azcar- 
raga offered  22%,  or  69  million  shares, 
of  his  government-sanctioned  televi- 
sion network  monopoly  Televisa  S.A. 
at  a  target  price  of  up  to  $11.50  a 
share.  The  price  valued  his  $760  mil- 
lion (estimated  1991  revenues)  com- 
pany— which  also  owns  a  cable  net- 
work, ten  radio  stations,  Mexico 
City's  biggest  bullring,  a  soccer  stadi- 
um and  two  soccer  teams — at  nearly 
40  times  predicted  1991  earnings. 

But  no  one  seemed  to  mind.  The 
sale  took  place  on  Dec.  10  and  was  so 
oversubscribed  that  the  price  was 
bumped  to  $12.50  a  share,  valuing 
the  company  at  $3.9  billion. 

Who  bought?  Foreigners,  mosdy. 
Some  9  million  shares  were  sold  to 
public  investors  on  the  Mexican 
Bolsa,  and  another  60  million  in  pri- 
vate placements  in  the  U.S.,  Japan 
and  Europe. 

In  the  opinion  of  Hermann  von 
Bertrab,  managing  director  of  Arka 
Securities  Inc.  in  San  Diego,  Televisa 
"is  a  natural  conduit  for  the  addition- 
al advertising  Mexico  is  going  to 
need." 

Perhaps.  But  Azcarraga  didn't 
come  by  his  nickname — El  Titjre — by 
accident.  A  stripe  of  white  hair  slices 
his  jet-black  pompadour.  More  to  the 
point,    "The   Tiger"    is   known    to 


Televisa's  Emilio  Azcarraga 
The  Tiger  strikes  with  perfect  timing. 
His  moneylosing  TV  monopoly 
went  public  at  5  times  revenues, 
nearly  40  times  "earnings." 


pounce  on  opportunities  with  near- 
perfect  timing. 

Example:  In  1987,  after  years  of 
wrangling  with  the  Federal  Commu- 
nications Commission  about  Televi- 
sa's alleged  control  of  U.S.  television 
properties,  Azcarraga  sold  five  uhf 
stations  in  the  U.S.,  and,  later,  the 
Spanish  International  Network,  sin, 
to  Hallmark  Cards  Inc.  for  some  $600 
million — a  price  substantially  more 
than  the  properties  would  now  com- 
mand. El  'r(/7;Y  added  to  the  pressure 
on  Hallmark  by  di\ersifj'ing  his  Ga- 
lavision,  a  cable  programming  ser\ice, 
into  an  over-the-air  network  serving 
Spanish  language  stations  across  the 


Southwest. 

Selling  a  minority  stake  in  Televisa 
at  a  time  when  interest  in  Mexico  is 
booming  looks  like  another  case  of 
brilliant  pouncing.  Thanks  in  large 
part  to  startup  and  closedown  losses 
on  the  National,  the  U.S.  daily  sports 
paper  Azcarraga  shuttered  last  June, 
Televisa  lost  a  total  of  $205  million  in 
1988,  1989  and  1990.  (About  half 
the  money  Azcarraga  raised  in  De- 
cember will  be  used  to  buy  the  stakes 
of  his  former  partners  in  Televisa, 
Romulo  O'Farrill  and  Miguel  Ale- 
man,  who  reportedly  feuded  with  Az- 
carraga over  the  failure  of  the  Nation- 
al. The  rest  of  the  money  will  pay  off 
some  of  Televisa's  short-  and  long- 
term  debt  of  $740  million.) 

In  his  road-show  appearances,  Az- 
carraga reckoned  that  Televisa  would 
make  an  aftertax  profit  of  about  $100 
million  in  1991,  or  32  cents  a  share, 
and  claimed  that  earnings  would  dou- 
ble in  1992.  But,  warns  Mickey 
Schleien  of  D.A.  Campbell  in  Santa 
Monica,  Calif,  a  brokerage  specializ- 
ing in  Latin  American  stocks:  "When 
you  back  out  the  inflationary  account- 
ing for  1991,  the  company  is  still 
losing  money." 

More  fimdamentally,  the  same  lib- 
eralizing forces  that  have  generated  so 
much  optimism  about  Mexico's  pros- 
pects may  make  it  more  difficult  for 
Televisa  to  make  money  in  the  years 
ahead.  The  cozy  relationship  forged 
between  the  Azcarragas  and  the  Mex- 
ican government — which  began  in 
Emilio's  father's  day — may  be  com- 
ing to  an  end.  The  Salinas  govern- 
ment is  about  to  breach  Tele\isa's 
monopoly  by  privatizing  its  78  TV' 
channels,  bringing  new  competitors 
to  El  Ti^re's  domain. 

On  the  horizon,  a  U.S. -Mexico 
free-trade  pact  will  encourage  tele\i- 
sion  entrepreneurs  like  Ted  Turner  to 
beam  more  signals  into  the  Mexican 
market.  Azcarraga  would  love  to  buy 
broadcasting  properties  in  the  U.S. 
But  if  he  does  that,  how  will  he  devel- 
op the  Mexican  media  assets  that  U.S. 
and  European  investors  w  ere  so  eager 
to  buy  into? 

That  Mexico's  economic  prospects 
are  the  best  they've  been  in  decades  is 
beyond  doubt.  But  w  hcthcr  Televisa 
is  worth  almost  40  times  earnings  and 
5  times  revenues  is  ver)'  much  open  to 
question.  ^ 
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Joe  Montana  doesn't  like  blitzing  linebackers 
Or  big  tax  bites. 

Franklin  can  help. 

When  it  comes  to  tax-free  investments, 
Franklin  is  a  leaden  The  Franklin  Group  of 
Funds  manages  over  32  tax-free  funds, 
including  25  double  tax-free  funds. 

Call  your  investment  advisor  or  Franklin 
today. 

1-800-DIAL  JOE,  Ext.  728 


This  advertisement  is  a  paid  endorsement. 


I  would  like  a  copy  of  Franklin's  Guide  to  Tax-Free  Investing,  and  a 
prospectus  containing  more  complete  information,  including  charges 
and  expenses.  I  vsall  read  it  carefully  before  I  invest  or  send  money. 

I  am  currently  a  Franklin  shareholder 
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Address 


City/State/Zip 
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FRANKLrN     DISTRIBUTORS,     INC. 

777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404- 15a5 
Member  $53  Billion  Franklin  Group  of  Funds® 


Concorde  jetliners  would  be  In  for 
rough  landings  were  it  not  for  Akzo's 
Crystex®  insoluble  sulfur.  This  additive 
makes  it  possible  to  reinforce  rubber 
with  steel  or  synthetic  fibers. 

That's  how  high  performance  radial 


tires  are  made  that  endure  high  speeds 
and  hard  shocks.  And  bounce  back  in 
shape  again  and  again.  Tires  for  tractors, 
Formula  1  racing  cars  and  aircraft 
Even  bicycle  tires  use  some  Crystex'* 
additives  in  their  construction. 


Without  this  Crystex    product  thl|io», 
tires  on  a  Concorde  landing  gear  simpi 
wouldn't  be  feasible.  They  would  nee 
replacement  after  every  touch-down. 

Creating  specialty  chemicals  froi 
commodities   such   as   sulfur,   sand,     'Jki^ 
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Mow  and  coconut  oil  is  an  important 
pi  eld  of  work  for  Akzo.  But  certainly  not 
efjr  only  one. 

With  some  65,000  people  in 
ifO  countries,  we  are  among  the  world's 

rgest  companies  active  in  chemicals, 


fibers,  coatings,  salt  and  health  care.  For 
more  information  please  write  to  Akzo 
America  Inc.,  Corp.  Comm.  Dept  (CO),  300 
South  Riverside  Plaza,  Chicago,  II.  60606. 

CREAnNGTHE  RICHTCHEMISIRY. 
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To  stay  in  business,  the  Midwest  Stock  Excliange  has 
gone  in  for  electronic  trading,  bypassing  the  specialists. 

If  you  can't 
beat 'em... 


By  Gary  Slutsker 

You  BUY  1 ,000  shares  of  General  Mo- 
tors from  a  flill-service  stockbroker 
whose  firm  is  a  member  of  the  New 
York  Stock  Exchange.  Your  commis- 
sion will  be  around  $500.  If  the  bro- 
ker sends  your  order  to  the  Big  Board 
to  be  filled,  part  of  this  commission, 
$26.50,  or  2.65  cents  a  share,  goes  to 
the  exchange  itself 

But  the  New  York  Stock  Exchange 
no  longer  has  a  monopoly  on  trading 
the  stocks  listed  on  it.  The  broker 
could  equally  well  send  your  order  to 
a  regional  stock  exchange.  Or  he 
could  send  it  to  one  of  the  new  elec- 
tronic trading  systems  operated  by 
firms  like  Jefferies  &  Co.  or  Bernard 
L.  Madoff  Investment  Securities 
{Forbes  July  10, 1989). 

Bernie  Madoff  has  become  by  far 
the  biggest  of  these  new  age  traders 
through  a  simple  practice:  He  pays  the 
brokers  a  penny  a  share  to  get  their 
market  orders.  This  saves  that  $26.50 


fee  per  1,000  shares  to  the  NYSE,  and 
puts  a  litde  extra  money  in  the  bro- 
kers' pockets. 

But  one  man's  saving  is  another 
man's  loss,  and  the  diversion  of  busi- 
ness is  hurting  the  NYSE  and  other 
exchanges.  As  of  September,  Madoff 
alone  handled  about  10%  of  all  trades 
in  NYSE-listed  stocks.  Since  1980  the 
Big  Board's  share  of  trades  in  NYSE- 
listed  stocks  has  dropped  from  85%  to 
68% — a  reason  the  price  of  a  seat  on 
the  exchange  has  plunged  from  a  pre- 
crashhighof$1.15  million  in  1987  to 
a  recent  $431,000. 

How  can  Madoff  afford  to  pay  for 
the  right  to  execute  a  trade .''  Simple. 
He  lives  off  trading  profits  and  the 
spread,  the  normal  eighth-of-a-point 
difference  between  bid  and  asked. 

Intelligent  people  can  disagree  as  to 
whether  this  is  good  or  bad  for  inves- 
tors. Madoff  and  other  electronic 
traders  do  cut  transaction  costs  dra- 


matically. But  some  critics  argue  they 
may  reduce  liquidity  in  markets.  The 
Securities  &  Exchange  Commission  is 
about  to  begin  a  yearlong  study  that 
will  generate  some  answers. 

This  much  is  clear:  The  established 
stock  exchanges  can  ignore  the  Mad- 
offs  of  the  world  only  at  their  peril. 

Charles  Doherty  isn't  ignoring 
them.  Doherty,  58,  is  president  of 
Chicago's  Midwest  Stock  Exchange, 
the  country's  largest  regional  ex- 
change. The  Midwest's  share  of 
trades  in  NYSE-listed  stocks  grew  fi-om 
just  under  4%  in  1980  to  a  peak  of  1 1% 
in  1989 — but  has  since  dropped  back 
to  8%,  thanks  to  competition  from 
off- exchange  traders  like  Madoff. 

To  save  his  exchange,  Doherty  is 
converting  the  Midwest  into  a  high- 
tech  exchange,  rivaling  Madoff  s.  In 
1991  he  spent  $13  million  to  develop 
fancy  computer  systems  to  route  or- 
ders direcdy  from  its  customers  and 
execute  those  orders  automatically. 

One  of  Doherty 's  secret  weapons  is 
MAX,  a  proprietary  software  program 
that  automatically  fills  certain  orders 
at  the  best  price  quoted  on  the  nation- 
al Intermarket  Trading  System 
screen,  bypassing  specialists  much  of 
the  time.  That  means  that  if  your 
broker  sends  an  order  to  the  Midwest 
to  sell  1,000  shares  of  IBM  at  90,  but 
the  NYSE  is  advertising  a  bid  of  90^8, 
MAX  will  automatically  execute  the 
trade  on  the  floor  of  the  Midwest 
Exchange  at  the  New  York  price. 

Doherty  has  also  told  his  specialists: 
If  getting  the  business  means  paying 
the  brokers  for  their  orders  as  Madoff 
does,  pay  them. 

Witii  all  this  the  Midwest  Exchange 
has  managed  to  hold  on  to  its  profit- 
able block- trading  business,  which 
still  requires  the  intervention  of 
skilled  human  specialists  as  well  as 
computers  and  accounts  for  about  a 
third  of  the  exchange's  revenues.  But 
this  computerization  squeezes  the 
profits.  Dohert>''s  motto:  Better 
squeezed  than  dead. 

To  meet  the  challenge  of  electronic 
traders,  will  the  New  York.  Stock  Ex- 
change adopt  Chuck.  Dohert>''s  ag- 
gressive defensiveness?  Not  if  it  means 
going  to  electronic  trading.  "The 
best  deal  in  town  is  here,"  says  N\'SE 
Executive  Vice  President  Lewis  Ho- 
rowitz. "It  may  not  be  die  cheapest, 
but  people  know  it's  the  best."      ■§ 
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What's  innovative,  time-tested, 
diverse,  intense,  global,  and 
develops  leaders? 


Executive 
education  at  the 
Harvard 
Business  School 

Programs  for  a  select 
group  of  general  managers 
who  are  sponsored  by 
their  companies. 
Programs  that  promote  a 
broader  perspective, 
self-confidence,  strategic 
thinking,  people  skills, 
and  the  ability  to  execute. 
Programs  for  individual 
and  corporate  growth. 

Call  us  to  find  out  which 
program  is  right  for  you. 


The  Advanced  Management 
Program 

March  1  -  May  15,  1992  and 
Sept.  7-Nov.'20, 1992 

For  senior  executives  with 
demonstrated  ability  in  the  top 
management  positions  of  major 
corporations. 

The  Program  for  Management 
Development 

Feb.  5  -  April  17, 1992  and 
Sept.  2 -Nov.  23, 1992 

For  executives  with  strong 
functional  expertise 
and  demonstrated  capacity  for 
increased  responsibility. 

The  International  Senior 
Management  Program 

May  18 -July  17,  1992  ,    - 

For  senior  executi\'es 
representing 
major  multinational 
corporations. 


The  Owner/President 
Management  Program 

May  3 -May  22,  1992* 

For  CEOs  who  both  own  and 
run  their  companies. 
(*First  of  three  3-week  sessions; 
Session  II:  May,  1993; 
Session  III:  May,  1994) 

Specialized  courses  and 
seminars 

Designed  to  help  experienced 
executives  in  functional 
areas  develop  their  knowledge 
bases  and  skills. 


Aftinihitirc  actio. 
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©1992  MERCEDES-BENZ  OF  N. A. .INC.,  MONTVALE.  N.J 
MEMBER  OF  THE  DAIMLERBFNZ  {;ROUP. 


The  1997  side-impact 

standard  could 
save  hundreds  of  lives 

every  year. 
Which  is  why  these 
cars  meet  it  in  1992. 


Side-impact  crashes  are  esti- 
mated to  cause  24,000  serious 
injuries  and  almost  30  percent 


of  all  American  automotive 


fatalities  every  year. 

According  to  the  U.S. 
Department  of  Transporta- 
tion, more  stringent  side- 
impact  measures  applied  to 


all  new  cars  could  reduce 


that  toll  —  by  hundreds  of 
lives  annually. 


Which  is  why  the  federal 
government's  new  dynamic 
side-impact  standard  will 
require  all  new  cars  to  meet 
just  such  a  standard  by  1997 


at  the  latest. 


Based  on  preliminary 
Mercedes-Benz  tests,  the  cars 


ENGINEERED  LIKE  NO  OTHER 
CAR  IN  THE  WORLD 


you  see  at  left  substantially 
meet  it  today. 


Mercedes-Benz  has  been 


working  hard  for  over  forty 
years  to  anticipate  and  ad- 
dress the  safety  needs  of  mod- 
ern driving  life.  And  will 
continue  doing  so — into  1997 
and  beyond. 


For  more  information  on 


Mercedes-Benz  safety,  call 
1-800-243-9292  anytime. 


As  a  "value"  investor,  Michael  Steinberg  nnust  search 
far  afield  with  the  market  as  high  as  it  is  today. 
But  he  does  still  manage  to  find  the  value  he  seeks. 

Waiting  for 
thefaU 


ri 


By  Tadana  Pouschine 

So-called  value  investors  are  like 
short-sellers:  Both  prefer  to  do  their 
hunting  in  bear  markets.  Both  have 
been  hurting  of  late. 

A  value  investor  is  a  chap  who  tries 
to  find  stocks  that  are  selling  for  less 
than  what  the  underlying  business  is 
worth.  Typically,  but  not  always, 
these  stocks  trade  at  low  ratios  to  their 
fiiture  earnings.  Michael  Steinberg  is 
of  the  value  school,  but  with  a  differ- 
ent spin.  Steinberg,  49,  founded 
Steinberg  Asset  Management  in  New 
York  in  1982  after  22  years  in  the 
business,  starting  as  an  analyst  at  Loeb 
Rhodes.  He  now  runs  some  $300 
million  in  client  money,  scorning 
such  simplistic  yardsticks  as  book  val- 
ue or  past  earnings. 

His  spin  on  the  value  approach  is 
this:  He  looks  for  companies  selling  at 
a  50%  discount  to  what  he  calls  their 
"transaction  value."  This  he  defines 
as  the  price  a  reasonable  businessman 
would  pay  if  he  understood  the  busi- 
ness properly.  To  determine  transac- 
tion value,  Steinberg,  a  studious,  cau- 
tious individual,  follows  a  kind  of 
updated  Ben  Graham  approach.  He 
focuses  on  a  company's  earnings  po- 
tential and  free  cash  flow  after  neces- 
sary capital  expenditures  and  debt 
repayments.  He  prefers  that  his  value 
stocks  have  a  potential  kicker — an  un- 
dervalued asset  or  promising  new 
product. 

These  are  good  commonsensc  cri- 
teria, but  common  sense  doesn't  al- 
ways rule  in  the  stock  market,  cda 
Investment  Technologies,  which  esti- 
mates money  manager  performance 
by  looking  at  stock  selections  (but 
ignores  timing  decisions),  ranks 
Steinberg  279  out  of  289   money 


managers  over  the  five  years  through 
September.  This  has  been  a  market  for 
growth  managers,  and  Steinberg  has 
been  left  behind.  "It's  been  a  very 
difficult  period  for  us,"  he  admits, 
revealing  that  in  the  first  nine  months 
of  1991  his  money  earned  17%  on 
average,  versus  the  S&P  500's  20%. 

Not  surprisingly,  some  of  Stein- 
berg's clients  are  deserting  him,  and 
his  assets  under  management  have 
dropped  12%  from  their  peak  in  1989. 
Those  deserters  are  probably  making 
a  big  mistake.  Why?  Investment  styles 
go  in  cycles,  and  if  growth  has  done 
well  in  recent  years,  then  growth  is 
likely  to  do  worse  than  value  in  the 
fixture.  But  then,  pension  fiind  spon- 
sors are  notorious  for  their  habit  of 
investing  with  a  rearview  mirror. 

Over  the  long  pull,  Steinberg's  ap- 
proach has  proved  itself.  For  the  ten 
years  ended  1990,  Steinberg  calcu- 
lates, his  accounts  have  averaged  a 
19%  compound  annual  return,  com- 
pared widi  the  S&P  500's  14%.  That 
includes  two  years  between  1980  and 
1982  before  he  went  on  his  own, 
when  he  was  managing  many  of  the 
same  accounts. 

With  the  market,  as  measured  by 
Standard  &  Poor's,  up  more  than  70% 
since  the  1987  crash,  value  stocks  are 
hard  to  find.  So  many  of  Steinberg's 
accounts  have  more  than  25%  of  their 
assets  in  cash,  which,  of  course,  drags 
down  performance  in  a  bull  market. 
In  the  early  1980s  he  was  always  just 
about  fijily  invested.  When  stock 
prices  drop  and  values  abound  again, 
he  will  more  than  make  up  for  his 
temporary  lag. 

But  Steinberg  is  not  so  bearish  that 
he  has  retreated  to  the  sidelines.  He  is 


Michael  Steinberg, 
money  manager 
He  likes 
bargains  and 
has  been  able 
to  find  them, 
even  in  the 
bull  market. 


finding  his  kind  of  values.  He  is  put- 
ting his  equity  money  into  stocks  that 
do  not  require  a  strong  economy  to 
do  well.  In  a  slow-growth  en\iron- 
ment,  he  points  out,  weak  companies 
go  out  of  business  while  the  strong, 
low-cost,  well-financed  ones  gain 
market  share.  Steinberg  is  searching 
both  abroad  and  in  the  U.S.  for  such 
well -positioned  companies. 

One  place  he's  finding  them  is  Nor- 
way. Since  July  the  Norwegian  market 
has  fallen  over  35%,  primarily  because 
two  of  the  three  largest  banks  were 
heading  toward  insolvency  before  the 
government  inter\encd  to  prop  them 
up.  Steinberg  thinks  two  NorNvcgian 
stcKks,  Unitor  and  Hclikopter  Ser- 
vice, will  rcl^ound  nicely. 

With  $225  million  in  sales,  Unitor 
is  the  world's  largest  seller  of  goods 
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and  services  used  in  maintaining  or 
repairing  ships — things  like  gases  and 
cylinders  used  in  welding,  refrigerants 
and  special  anticorrosive  coatings. 
The  company  has  computerized  cred- 
it profiles  on  16,000  of  the  22,000 
ships  that  cruise  the  seas,  keeping 
credit  losses  below  1%. 

With  so  little  new  construction  and 
aging  fleets,  demand  for  Unitor's 
products  should  stay  buoyant.  Unitor 
is  the  low-cost  producer,  offering 
standardized  products  in  a  largely 
mom-and-pop  industry. 

A  promising  Unitor  product  is  a 
line  of  oil  bags  that  ships  could  use  to 
help  contain  oil  spills  a  la  Valdez.  A 
related  line  of  water  bags  would  en- 
able ships  to  carry  potable  water  from 
places  like  southern  Europe  to  water- 
short  places  like  the  Middle   East, 


doing  so  more  economically  than  de- 
salinization  plants  or  tankers  carrying 
water  could. 

Unitor,  trading  on  the  Norwegian 
and  London  exchanges,  recently  sold 
at  roughly  $12  a  share,  or  12  times 
this  year's  estimated  earnings.  That's 
the  kind  of  value  Steinberg  combs  the 
world  looking  for:  well  below  transac- 
tion-value price  with  good  growth 
potential. 

Norway's  Helikopter  Service, 
based  in  Oslo,  generates  just  under 
$200  million  a  year  ferrying  people 
from  the  mainland  to  offshore  plat- 
forms in  the  North  Sea.  Oil  compa- 
nies, Steinberg  says,  are  spending 
over  $30  billion  developing  the  Nor- 
wegian section  of  the  North  Sea  and 
have  allocated  $40  billion  and  $50 
billion  for  the  next  two  years. 


Helikopter  Service  is  value  by 
Steinberg's  standards.  Helikopter 
Service  recendy  traded  at  roughly  $8  a 
share,  against  this  year's  estimated 
earnings  of  $1.40,  and  yields  about 
4V2%.  Plus,  there  is  a  major  under\'al- 
ued  asset.  Helikopter  Service  owns  an 
office  building  in  downtown  Oslo, 
potentially  worth  $70  mijlion.  Sale  of 
the  property,  given  the  company's 
strong  cash  flow,  could  mean  a  cash 
distribution  of  around  $3  a  share. 

In  the  U.S.,  Steinberg  likes  the 
Enquirer/Star  Group.  The  principal 
shareholders,  Macfadden  Holdings 
and  Boston  Ventures  investment 
groups,  decided  to  take  the  supermar- 
ket tabloid  properties  public  in  July  at 
$14  a  share.  Two-headed  babies  and 
ghosts  of  Elvis  Presley?  Don't  sneer. 
The  Enquirer  and  Star  together  sell 
over  6.5  million  copies,  the  second- 
and  third -largest  single  circulation  of 
any  weekly  after  TV  Guide. 

The  investment  groups  bought  the 
Enquirer  from  the  estate  of  the  late 
Generoso  Pope,  an  eccentric  owner 
who  spent  company  money  lavishly. 
Assuming  modest  reductions  in 
costs — say,  $10  million  a  year  in  a 
business  that  generates  $270  mil- 
lion— and  ftirther  assuming  modest 
increases  in  newsstand  prices,  Stein- 
berg expects  earnings  to  grow  to  over 
$2  a  share  in  the  next  three  to  four 
years,  from  1991's  13-cents-a-share 
loss.  He  calculates  that  operating  cash 
flow  will  grow  from  its  current  $150 
million  to  in  excess  of  $200  million  in 
that  same  period.  Putting  a  price  of, 
say,  ten  times  cash  flow — a  reasonable 
multiple  by  today's  media  stan- 
dards— on  that  cash  flow  would  make 
all  the  tabs  worth  $2  billion— $50  a 
share,  versus  the  current  $18. 

And  here's  a  Steinberg  favorite: 
How  much  would  you  pay,  he  asks, 
for  a  business  that's  not  labor  inten- 
sive, doesn't  require  much  capital,  has 
no  inventory  problems,  no  environ- 
mental problems,  isn't  subject  to  for- 
eign competition,  generates  lots  of 
excess  cash  and  will  earn  20%  a  year  on 
its  equity? 

The  stock  is  mci.  Yet,  marvels 
Steinberg,  the  stock  recendy  traded  at 
nearly  28,  only  13  times  this  year's 
estimated  earnings;  by  comparison, 
AT&T  recendv  traded  at  36y4,  or  45 
times  depressed  earnings. 

Steinberg's  thesis  is  that  mci  is  no 
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''Either  you  shape  the  future, 
or  the  future  shapes  you." 
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"Change  or  be  changed.  Act  or  be  acted 
upon.  Your  success  depends  upon  which  you 
choose. That's  why  we  are  continuing  a  course 
of  successfully  managed  change,  transform- 
ing the  old  Greyhound  Corporation  into  an 
even  more  dynamic  new  business  force:  The 
Dial  Corp!  We  divested  11  less  profitable  sub- 


sidiaries, totaling  almost  $3  billion  in  revenu 
\Afe've  acquired  new  companies  with  year 
revenues  of  $1.4  billion  with  excellent  grow 
and  profit  potential.  The  result  is  a  strong,  c 
sumer-oriented.  multiservice  corporation, 
short,  we've  repositioned  ourselves  to  lead 
way  in  consumer  products,  services  transp 
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)n  manufacturing  and  financial  services, 
ause  at  The  Dial  Corp,  we  not  only  have  a 
)n  of  the  future,  we  also  have  the  will  and 
ways  to  shape  it." 


VV  Teeta  Chairman,  President 
;hief  Executive  Officer 


The  Dial  Corp 

Profit  Through  Leadership 


Ar 


nnouncing  a  new  business  ap- 
proach to  Southern  Africa  —  the  SAA 
"Stratosleeper".  Each  seat  is  custom- 
tailored  to  meet  your  needs,  not  the 
airline's.  You  get  more  room  to 
stretch  out,  lie  back  and  relax. 

Best  of  all,  you  can  now  fly  direct 
from  NexA/  York  again  —  so  you'll  arrive 
even  more  refreshed.  Having  enjoyed 
the  luxury  service  and  gourmet  cuisine 
that  rate  us  top  with  executives. 
So  get  comfortable  and  let 
us  help  you  get  do\A/n  to  busi- 
ness with  a  copy  of  the  240- 
page  Doing  Business  \A/itli 
Southern  Africa. 

For  your  free  copy  just 
call  1-800-722-9675.  in 
New  York  (2 1  2)  826-0095 
or  see  your  travel  agent. 


> 


SOUTH  AFRICAN  AIRWAYS 


longer  interested  in  pell-mell  growtl 
and  market  share.  That  means  it  is  n( 
longer  forced  to  spend  huge  amount 
on  new  plants  and  equipment.  B- 
1995,  Steinberg  calculates,  mci  couK 
be  generating  over  $4  a  share  in  cash 
It  could  use  some  of  the  cash  that  it  i 
building  up  to  buy  back  shares,  per 
haps  starting  in  the  next  18  months. 
Meanwhile,  the  telephone  busines 
should  continue  to  grow  more  thai 
two  times  gnp,  as  it  has  for  many  year: 
past.  The  trend  toward  home  office: 
may  mean  lots  of  new  business  fo) 
MCI.  People  require  more  telephont 


Michael  Steinberg  fig- 
ures that  in  a  slow- 
growth  environment 
weak  companies  go  out  of 
business  while  the 
strong  gain  market  share. 


lines  as  they  use  their  phones  more 
and  add  fax  machines  and  computers. 

Steinberg  also  likes  bhc  Communin 
cations,  a  spinoff  from  the  Time 
Warner  deal.  The  stock  of  this  holding 
company  recendy  traded  at  S52  a 
share,  though  Steinberg  calculates 
that  it  is  worth  over  $70  a  share  right 
now.  Here's  how  he  figures  it:  Each 
share  has  $30  of  cash  behind  it.  bhc's 
holding  of  Time  Warner  series  C  and 
D  preferred  shares  adds  $25  a  share, 
and  its  51%  stake  in  United  Televi- 
sion, another  $12.  Two  TV  stations 
the  company  already  owns  are  worth 
over  $300  million,  or  $1 1  a  share. 

Why  is  the  stock  selling  at  a  dis- 
count? Because  of  Herb  Siegel,  who 
controls  bhc.  He's  well  known  as  a 
sax'Ny  businessman,  but  the  market 
isn't  yet  convinced  he  can  operate 
media  properties.  Steinberg  points 
out,  however,  that  these  are  times 
when  liquidity  pays:  "You  have  some- 
one [Sicgcl]  with  capital  in  a  capital- 
shy  world." 

Steinberg  clearly  believes  in  all 
these  stocks,  even  though  he  can't 
enthuse  over  the  market  as  a  whole. 
But  the  market  w  on't  be  trading  near 
3000  forever.  Wiicn  the  market  mul- 
tiples tall,  Steinberg  looks  forward  to 
finding  more  ways  of  putting  cash  to 
work,  'i  think  the  next  five  years  are 
giMiig  to  be  extremely  good  to  us," 
Steinberg  says.  WM 
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strongest  tort  reform  packages  in 

Our  state  universities  are 

company. 

the  nation-to  provide  a  more 

internationally  recognized  for 

profitable  environment 

research  in  areas  such  as 

for  business  and  industry. 

superconductivity,  computer 
architecture,  applied 
optics,  robotics,  and 

biomedical  engineering 

It's  easy  to  see  what  makes  Alabama  a  great  place  to  live.  But  look  beyond 
our  mountains,  lakes,  and  beaches,  and  you'll  also  find  the  competitive  advantages 
that  can  help  your  business  thrive.  So  if  you're  looking  for  a  growth  opportunity 
call  1-800-248-0033.  Or  WTite  to  the  Alabama  Development  Office,  State  Capitol, 
Montgomery,  AL  36B0.  FAX  ( 205 )  242-0486. 
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UP  &  COMERS 


Acxiom's  Charles  Morgan  runs  a  highly  specialized 
data  processing  outfit  and  races  cars  in  his  spare  time. 

Keep  your  eye 
on  tiie  track 


By  Fleming  Meeks 

"If  you  get  into  a  race  car  and  you're 
not  intent  on  the  objective  at  hand, 
your  chances  of  doing  well  are  slim  to 
none,"  says  Charles  Morgan  Jr.,  chief 
executive  of  Acxiom  Corp.  "I  think 
the  same  thing  is  true  in  business." 

Morgan,  48,  speaks  from  direct 
knowledge  on  both  scores.  Last 
March  he  and  a  co-driver  won  the  12- 
hour  Nissan  Camel  Grand  Prix  in  his 
class,  collecting  an  $18,000  purse. 
Winning  speed:  an  average  86.9mph, 
sustained  over  12  grueling  hours.  It 
was  his  second  such  win  at  Florida's 
Se  bring  International  Raceway  in  as 
many  years. 

If  Morgan's  business  pace  is  less 
sustained,  it  is  just  as  grueling.  As  boss 
of  Conway,  Ark. -headquartered  Acx- 
iom, he  has  learned  that  keeping  at- 
tention tighdy  focused  is  as  important 
in  business  as  on  the  track.  Acxiom 
performs  huge  data  processing  jobs 
for  direct  marketers — a  highly  special- 
ized market  upon  which  the  company 
has  bet  its  entire  future. 

In  fiscal  1991  (ended  Mar.  31) 
Acxiom  earned  $3.8  million  on  reve- 
nues of  $98  million.  But  revenues  for 
the  current  fiscal  year  will  slip  to  $93 
million  or  less;  earnings,  $5.7  million 
two  years  ago,  could  sink  for  the 
second  straight  year,  to  as  low  as  $2 
million,  just  45  cents  a  share  this  year. 
The  bad  news  knocked  Acxiom's  4.7 
million  o-t-c-traded  shares  from  a 
high  of  22  in  April  to  as  low  as  10 
before  they  rebounded  to  15y2.  As 
owner  of  20%  of  the  stock,  Morgan 
took  a  direct  hit. 

Part  of  Acxiom's  slowdown  can  be 
attributed  to  poor  track  conditions — 
the  weak  economy.  But  M(Mgan  ad- 
mits that  the  company  took  its  eye  off 
the  road  and  relaxed  at  the  steering 
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Charles  Morgan  Jr., 
Acxiom  Corp. 
chief  executive, 
on  the  track 
and  on  the  job 
"You  can't  make 
too  many  mistakes 
and  still  finish 
the  race." 


wheel  in  the  late  Eighties,  and  is 
paying  for  it  now.  "I  provided  lousy 
vision,"  he  says,  obviously  embar- 
rassed by  his  missteps. 

About  20%  of  Acxiom's  business 
comes  from  creating  mailing  lists  for 
people  who  market  credit  cards.  Us- 
ing complex  mathematical  formulas, 
Acxiom's  computers  cull  prospects 
from  multiple  lists  of  up  to  500  mil- 
lion names.  Citicorp,  the  country's 
largest  credit  card  marketer,  spent 
over  $7  million  with  Acxiom  last  year 
for  such  mailing  list  work. 

Acxiom  also  creates  marketing  da- 
tabases for  big  companies  like  AT&T 
and  National  Liberty  Life  Insurance. 
For  the  past  three  years  AT&T  has 
regularly  brought  in  Acxiom  to  en- 
hance its  90  million  past  and  present 
customer  files.  Acxiom  combines  the 
AT&T  data  with  a  database  of  demo- 
graphic and  lifestyle  information, 
which  it  co-owns  with  Advo-System. 
This  proprietary  database  includes 
data  compiled  from  product  warrant)' 
cards  and  household  sur\ey  data. 

Acxiom  then  builds  statistical  mod- 
els to  determine  things  like  which 
long  distance  customers  arc  most  like- 


ly to  jump  to  a  competitor  and  which 
former  customers  can  most  likely  be 
lured  back  to  AT&T.  The  results  are 
used  to  develop  direct  mail  and  tele- 
marketing campaigns  as.  well  as  to 
guide  the  company's  overall  long  dis- 
tance marketing  strateg\'. 

Acxiom  also  used  this  information 
and  more  to  handle  all  the  mailing  list 
work  for  the  rollout  of  AT&T's  highly 
successfijl  Universal  Card. 

National  Liberty-  regularly  uses 
Acxiom's  computing  muscle  to  ana- 
lyze its  files  on  18  million  life  and 
health  insurance  customers.  No  small 
task.  Since  each  file  contains  as  many 
as  600  data  fields,  that  means  manipu- 
lating 10  billion  discrete  pieces  of 
information.  The  results  are  used  to 
help  the  company  analyze  trends  and 
to  develop  new  products. 

Running  these  computing  jobs  re- 
quires a  lot  of  raw  processing  pow  cr. 
Acxiom  strives  to  acquire  this  com- 
puting power  as  cheaply  as  possible.  It 
could  spend  $22  million  for  the  latest 
otVering  from  IBM — the  KS/9000, 
which  performs  .\n  estimated  225  mil- 
lion instructions  per  second  (mips). 
But  instead,  Acxiom  has  deused  soft- 
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ware  that  turns  the  firm's  16  main- 
frames— all  bought  secondhand, 
some  for  as  litde  as  $10,000 — into 
something  akin  to  a  single,  massive, 
parallel-processing  system  with  280 
mips'  worth  of  power. 

Acxiom  got  its  start  in  1969  doing 
data  processing  for  local  companies 
and  direct- mail  ftindraising  for  the 
Democratic  National  Committee. 
Founder  and  Conway  native  Charles 
Ward  also  ran  Ward  Industries,  a  big 
manufacturer  of  school  buses.  In  the 
mid-Seventies  the  school  bus  compa- 
ny was  struggling  and  Ward  needed 
cash.  He  sold  the  data  processing 
outfit  to  its  managers,  chiefly  Charles 
Morgan,  a  former  IBM  systems  engi- 
neer who  had  joined  the  company  in 
1972.  The  purchase  price  was 
$50,000,  and  Morgan  got  half  the 
company.  Revenues  that  year: 
$400,000. 

When  he  compares  business  with 
car  racing,  Morgan  is  talking  about  his 
own  insistence  on  keeping  Acxiom 
focused  so  as  not  to  become  diverted 
or  spread  too  thin.  A  lanky  Arkansan 
with  an  engineering  degree  from  the 
University'  of  Arkansas,  Morgan  de- 


cided to  focus  exclusively  on  the  di- 
rect marketing  industry.  To  generate 
business,  he  began  courting  mailing 
list  brokers,  touting  the  company's 
data  processing  prowess.  By  1983 
revenues  of  what  was  then  known  as 
CCX  Network  had  grown  to  $7.5  mil- 
lion. Litde  Rock- based  Stephens  Inc. 
sold  20%  of  the  company  to  the  pub- 
lic, at  a  split- adjusted  price  of  $8, 
raising  $4.3  million. 

Then  Morgan  took  his  eyes  off  the 
track  to  gaze  at  the  scenery.  Using 
stock,  and  cash  from  a  $6.5  million 
secondary  offering,  he  made  acquisi- 
tions in  related  but  separate  fields.  He 
scooped  up  a  mailing  house,  a  soft- 
ware firm  specializing  in  catalogers 
and  two  British  data  processing  firms 
specializing  in  marketing.  The  idea 
was  to  turn  the  company  into  a  one- 
stop  shop  for  direct  marketers. 

It  didn't  work.  Not  only  did  some 
of  the  acquisitions  not  work  out,  but 
they  also  diverted  Morgan's  attention 
from  his  core  business.  The  mail 
shop — at  best  a  low-margin  busi- 
ness— has  yet  to  produce  the  expected 
synergy  with  the  data  processing  busi- 
ness. Citicorp,  for  example,  still  uses  a 


competitor  to  handle  its  mailings. 
American  Express  gives  its  mailing 
business  to  Acxiom  but  runs  its  own 
elaborate  marketing  databases.  The 
catalog  fulfillment  business  was  dis- 
continued last  year  after  Acxiom  sank 
over  $6  million  into  buildings  and 
equipment.  And  the  British  opera- 
tions will  lose  several  millipn  dollars  in 
fiscal  1992. 

Meanwhile,  grow^  in  the  core 
business  has  stalled  in  the  recession. 
For  example.  Chase  Manhattan  Bank, 
which  paid  Acxiom  about  $6  million 
for  credit  card  work  in  1990,  cut  its 
business  more  than  50%  in  1991. 

Morgan  quickly  refocused  his  at- 
tention. In  early  1991  he  cut  Acx- 
iom's  work  force  by  7%  and  pared 
back  the  executive  staff  from  34  to  24, 
taking  a  46%  salary  cut  himself,  to 
$209,000,  and  trimming  his  racing 
schedule  from  15  events  in  1990  to 
just  9  in  1991 .  The  time  thus  saved  he 
is  devoting  to  working  with  Acxiom's 
research  and  development  depart- 
ment to  stay  close  to  the  technical 
needs  of  customers.  Over  the  Thanks- 
giving holiday  he  finished  writing  a 
key  piece  of  software  that  simplifies 
customer  access,  over  dedicated 
phone  lines,  to  Acxiom's  mainframes 
in  Conway. 

In  order  to  expand  without  divert- 
ing too  much  attention  from  the  basic 
business,  Morgan  is  turning  to  joint 
ventures.  Long-term  deals  with  the 
nation's  biggest  junk  mailer,  Advo,  as 
well  as  with  Fulfillment  Corp.  of 
America,  a  magazine  service  firm, 
among  others,  should  make  up  for 
lost  computer  processing  revenues. 
Morgan  says  several  similar  deals  are 
in  the  works. 

All  in  all,  things  are  looking  better. 
Dathan  Gaskill,  an  analyst  at  Stephens 
Inc.,  thinks  Acxiom's  earnings  should 
recover  to  $1.20  in  fiscal  1993, 
though  he  readily  concedes  that  Con- 
gress or  the  economy  could  delay  the 
comeback. 

Charles  Morgan  does  have  one 
thing  to  be  thankful  for:  Business  can 
be  a  lot  more  forgiving  than  auto 
racing.  Asked  what  would  happen  if 
he  drove  a  race  car  the  way  he  steered 
Acxiom  in  the  late  Eighties,  Morgan 
shakes  his  head  and  laughs.  "You 
would  be  very  unsuccessful,"  he  says 
with  a  knowing  smile.  "You  might 
run  into  a  wall."  ^ 
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A  small  country,  Norway  has  big  ambitions 
for  its  state-owned  oil  company. 


the  new  Kuwait 


By  James  Cook 

Under  normal  circumstances,  Ku- 
wait gets  most  of  its  national  income 
from  oil — $4,600  a  year  for  every 
Kuwaiti  resident. 

Norway  can't  quite  match  that,  but 
it  does  produce  nearly  $16  billion 
worth  of  oil  a  year  from  fields  in  the 
North  Sea.  That's  equivalent  to  about 
$3,800  for  each  and  every  one  of  the 
4.2  million  inhabitants  of  this  sparsely 
populated  country. 

Kuwait  at  least  puts  aside  a  large 
part  of  its  oil  revenues  as  investments 
for  the  fiiture,  but  the  Norwegians 
spend  most  of  theirs.  Rather  than 
investing  for  the  future  or  using  its  oil 
revenues  to  reduce  the  common 
man's  tax  burden — already  one  of  the 
highest  in  the  world — Norway  simply 
pours  the  proceeds  into  its  already 
bloated  bureaucracy  and  social  wel- 
fare system.  The  latter  is  so  generous 
that  it  provides  not  only  sickness 
benefits  and  child  care  assistance  but 
also  fiineral  grants,  seven-month  paid 
maternity  leave  and  pensions  for  or- 
phans and  single-parent  children. 

It  will  probably  get  even  more  gen- 
erous. Without  anyone's  paying 
much  attention,  Norway  has  begun  to 
emerge  as  one  of  the  major  players  in 
the  international  oil  industry.  The 
North  Sea  has  been  one  of  the  world's 
great  oil  provinces  for  two  decades 
now,  but  until  recently  Norway  has 
always  run  a  poor  second  to  the  U.K. 

In  1991,  however,  Norway  began 
outproducing  Britain  by  more  than 
100,000  barrels  a  day,  and  over  the 
next  few  years  Nonvegian  production 
will  rise  a  good  25% — to  2.5  million 
barrels  a  day — thus  widening  the  gap 
with  the  U.K.  even  further  (see  map). 

In  the  tightening  oil  markets  of  the 
Nineties,  when  U.S.  and  Soviet  pro- 


duction is  almost  certain  to  continue 
to  decline,  Norway  and  Venezuela 
(Forbes,  Oct.  28,  1991)  are  the  only 
two  countries  outside  the  Middle  East 
that  have  much  potential  for  sizable 
increases  in  production. 

Oivind  Holm  Karlsen,  34,  is  presi- 
dent of  Statoil  North  America,  the 
U.S.  arm  of  Statoil,  the  Norwegian 
state  oil  company.  "We  see  North  Sea 
production  as  fairly  stable  for  the  rest 
of  the  century,"  Kolm  Karlsen  says, 
"with  maybe  a  15%  to  20%  increase. 
And  that  increase  will  come  mainly  in 
the  Norwegian  sector." 

The  first  commercial  discovery  in 
Norway's  giant  Ekofisk  field  was 
made  in  November  1969,  nearly  a 
year  before  British  Petroleum  an- 
nounced it  had  found  oil  in  Britain's 


Forties  field.  But  thereafter,  while 
Britain  raced  to  expand  production, 
Norway  took  its  time,  expanding 
slowly  and  deliberately,  so  that  by 
1980  Norwegian  production  was  less 
than  a  third  of  the  U.K.'s. 

As  a  semisocialist  country,  Norway 
was  reluctant  to  let  foreign  oil  compa- 
nies handle  the  job.  Says  Holm  Karl- 
sen: "We  saw  the  development  of  the 
Norwegian  shelf  as  a  Norwegian  ac- 
tivity, and  we  decided  the  investment 
position  had  to  be  portioned  out  over 
a  number  of  years,  so  Norwegian 
industry  could  gear  up  to  handle  it." 
In  1972  the  Norwegian  government 
created  Statoil  as  the  vehicle  for  its 
ambitions  in  oil. 

While  Norway's  state  oil  company 
geared  up,  the  early  development  of 
its  offshore  fields  was  undertaken 
mainly  by  outside  companies — the 
Statfjord  field  by  Mobil,  Ekofisk  by 
Phillips  Petroleum.  Even  then,  Statoil 
took  at  least  a  50%  interest  in  any 
license  it  granted.  By  the  mid-Eight- 
ies, when  it  had  finally  acquired  the 
expertise  it  needed,  Statoil  began 
striking  out  on  its  own,  bringing  the 
Gullfaks  field  into  production  in 
1986,  Veslefrikk  in  1990,  with 
Sleipner,  a  large  offshore  gas  field, 
slated  for  1993. 

Foreign  companies  still  account  for 
roughly  40%  of  Norway's  production, 
but  that  ratio  will  decline  somewhat  as 


Norwegian  star 

Oil  production  (millions  of  barrels  per  day) 
3,0 


Statoil  North  America 
President 

Oivind  Holm  Karlsen 
Last  year 

Norwegian  production 
topped  Britain's 
for  tile  first  time. 
By  1995  it  should 
be  way  ahead. 
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Short-term  performance  isn't  the  only  way  we  judge  our  teams. 


Naturally,  we  expect  W.R.  Grace's  business  teams  to  be 
top  fDerformers. 

But  short-term  gains  are  not  our  major  criteria. 
Compatibility  is  more  important  because  each  of  our  businesses 
must  fit  into  the  company's  long-term  strategic  plan. 

Since  we  are  the  world's  largest  specialty  chemical 
company  and  leaders  in  other  major  niche  businesses,  part  of 
our  plan  is  to  concentrate  in  these  areas. 

To  this  end  we  hove  sold  and  will  continue  to  sell 
businesses  that  ore  not  consistent  with  our  strategic  goals  even 
if  they  are  good  performers. 

F'art  of  the  money  from  the  sale  of  these  companies  is 
being  used  to  pay  down  debt  and  thus  improve  our  balance  sheet. 

We  are  also  redeploying  funds  to  advance  our  product 
leadership  positions  in  several  ways. 

First,  by  developing  new  proprietary  technologies,  improving 
product  quality  and  customer  service. 

And  second,  by  expanding  in  our  current  major  domestic 


and  international  markets  as  well  as  emerging  global  ones. 
Improvement  and  change  have  always  been  crucial  ingredients 
to  our  success. 

So  it  should  come  as  no  surprise  that  we  know  how  to 
meet  the  demands  of  a  changing  world  and  take  advantage 
of  the  opportunities  it  presents. 

W.R.Grace  has  been  a  business  success  forl37years. 
Of  the  original  Fortune  500,  Grace  is  one  of  only  29 
companies  still  ranked  in  the  top  fifth. 

We  have  paid  a  dividend  to  our  share-holders  for  58 
consecutive  years-a  record  few  companies  can  match. 

In  that  period  of  time  we  have  learned  a  thing  or  two 
about  performance  and  how  to  judge  if. 

In  our  opinion  any  team  can  have  short-term  luck  and  win 
a  race  or  two,  but  it  takes  solid,  long-term  performance  to  win 
the  championship. 

We're  Grace.  And  proud  of  it. 


GRACE 


THE  WORID'S  LARGEST  SPECIALTY  CHEMICAL  COMPANY  WITH  LEADING  POSITIONS  IN  HEALTH  CARE  AND  OTHER  MAJOR  NICHE  BUSINESSES   FOR  THE  WHOLE  STORY  CONTACT: 
INVESTOR /SHAREHOLDER  RELATIONS,  W  R  GRACE  &  CO.,  ONE  TOWN  CENTER  ROAD,  BOCA  RATON,  FLORIDA  33486,  TELEPHONE  800-  472-2347,  ©1991  W  R.  GRACE  &  CO. 
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Buckle  up    together  we  can  sawe  llwes. 


HAVE  YOU  EVER 
THOUGHT  LIFE 
COULD  USE  A 
WAKE-UP  CALL? 


U 


HAVE  YOU 

iRIVEN 
A  FORD 
lATELY? 

THE  24-VALVE,  220  HORSEPOWER 
FORD  TAURUS  SHO. 

It's  a  wake-up  call  in  a  world  of  sleepy 
sedans.  The  24-valve,  220  horsepower  shot 
of  adrenalin  called  Ford  Taurus  SHO. 

When  its  Super  High  Output  V-6  comes 
alive,  a  special  sport-tuned  suspension 
and  anti-lock  brakes  sync  up  with  a  new, 
improved  five-speed  shifter  to  create  a 
responsive  and  invigorating  performance. 

The  SHO's  new  dash  flows  into  the 
doors  in  a  seemingly  seamless  manner. 
SHO  also  has  performance  gauges  and 
articulated  sport  seats  with  optional 
leather  trim. 

Outside,  ground  effects  enhance  a  new 
shape  to  create  a  dramatic  look.  One  to 
be  noticed  both  coming  and  going. 

NEWS  ABOUT  SAFETY. 

All  it  takes  is  some  rapid  eye  movement 
around  the  cockpit  to  see  what's  new. 
For  safety's  sake,  there's  a  newly  available 
front  passenger-side  air  bag.  A  driver- 
side  air  bag  comes  standard.  Both 
supplemental  restraint  systems  should 
be  used  with  your  safety  belt. 

Take  your  daily  routine  down  a  new 
route.  The  1992  Ford  Taurus  SHO. 

FORD.  THE  BESTBUILT  AMERICAN 
CARS...ELEVEN  YEARS  RUNNING. 

Based  on  an  average  of  consumer- 
reported  problems  in  a  series  of  surveys 
of  all  Ford  and  competitive  '81-'91  models 
designed  and  built  in  North  America. 

NEW  TAURUS 


^^^ 


^ 


r^ 


'A<^ 


A  GNMA  Fund 
with  an  unusual  ability 
to  seek  higher  yields  in 
today's  "Ginnie  Mae"  marketsr 

Dreyfus  Investors  GNMA  Fund 

invests  primarily  in  Ginnie  Mae 

securities  backed  100%  by  the  U.S. 

Government  as  to  the  timely  payment 

of  interest  and  principal.  It  also  invests 

in  other  higher-yielding  mortgage-related 

securities.  And  with  this  Fund's  structure, 

it  can  seek  higher  yields  than  those  generally 

available  from  other  GNMA  funds. 


Dreyfus  Special  Offer! 

To  boost  your  high  current  GNMA  yield,  the 

management  fee  and  other  expenses  are  being 

waived  for  a  period  of  time.  Call  for  details. 


•  No  sales  load  •  Free  checkwriting  •  Minimum  $2,500  investment. 

For  more  complete  information,  including  management  fee,  charges  and  expenses, 
obtain  a  Prospectus  by  calling  toll-free.  Please  read  it  carefully  before  you  invest. 

1-800-782-6620 

©Ask  for  Extension  4422 
reyfuS  investors  GNMA  Fund,  L.R 


P.O.  Box  3498,  Camden,  NJ  08101 


IG361 


Net  asset  value  and  yield  fluctuate.  The  market  value  of  the  Fund's  portfolio  securities  and  the  Fund's 
shares  are  not  insured  or  guaranteed  by  the  U.S.  Government.  *The  Fund's  investment  policies  and 
techniques  offer  the  opportunity  for  greater  rewards  as  well  as  posing  some  additional  risk. 
Dreyfus  Service  Corporation,  Distributor.  047  oos 


#lTax-Free 
Money  Market  Fund. 


The  Strong  Municipal  Money  Market 
Fund  was  ranked  #1  out  of  111  short- 
term,  tax-exempt  funds  for  the  past  year  by 
Lipper  Analytical  Services.^  The  Fund  seels 
to  provide  high  income,  helps  cut  your  taxes, 
and  offers  money  market  safety.  %u  also  get: 

•  24-hour  personalized  service 

•  No  sales  or  redemption  charges 

•  Telephone  purchase  privileges 

•  Free  check  writing 

CALL  1800  368-1030 

24  hours,  toU-free. 

Strong  Municipal 
Money  Market  Fund 

PXX  Box  2920,  Mawaukee,  WI 53201 


Ikx-Equivalent 
Effective  Yield' 

4.7Sf( 

Effective  Yield^ 
CurrmtYield^ 


STRONG 


'Rankisfortheperiod  10/31790- 10/31791.  ^Based  on  the  31%  federal  tax  rate.  'Effective  yield  assumes 
reinvested  income.  Annualized  historical  yields  are  for  the  7  days  ended  11/22/91  and  are  no  guarantee 
of  ftiturc  performance.  The  advisor  has  temporarily  waived  expenses  of .  10  % .  Otherwise,  the  above 
yields  would  have  been  6.78  % ,  4.68  % ,  and  4 .58 % ,  respectively.  Yields  will  fluctuate  and  m^  be 
subject  to  state  and  local  taxes  and ,  depending  on  your  tax  status,  the  Alternative  M  ininium  Tax .  An 
investment  in  the  Fund  is  neither  insured  nor  guaranteed  by  the  U.S.  government,  and  there  can  be  no 
assurance  that  the  Fund  will  be  able  to  maintain  a  stable  net  asset  value  of  $1 .00  per  share.  For  more 
complete  information,  including  expenses,  call  orwritoforafree  prospectus.  Please  read  it  carefully 
before  you  invest  or  send  money.  Strong/Coraeliuson  Capital  Management,  Inc. ,  distributor. 


Norway's  oil  production 

Statoil  expands  production  over  the 
next  five  years. 

In  1990  Statoil  grossed  a  hefty 
$12.3  billion,  roughly  as  much  as 
Phillips  Petroleum,  and  earned  a 
comparable  $556  million.  The  Nor- 
wegian bureaucracy  takes  in  taxes  54% 
of  Statoil's  operating  income  and  si- 
phons off  an  additional  10%  in  the 
form  of  dividends.  That  leaves  rough- 
ly $300  million  a  year  for  reinvest- 
ment, enough  so  that  Statoil  is  able  to 
finance  its  expansion  without  having 
to  borrow. 

One  of  Statoil's  largest  export  mar- 
kets is  the  U.S.  and  Canada,  where  it 
sells  230,000  barrels  a  day,  mainly 
premium-priced  low-sulftir  crude.  A 
year  or  so  back,  Statoil  was  putting  a 
lot  more  emphasis  on  the  U.S.  market 
than  it  does  today.  The  breakup  of  the 
Soviet  bloc  has  opened  up  major  op- 
portunities for  Statoil — in  Poland,  for 
example — and  it  makes  sense  for  Stat- 
oil to  concentrate  more  on  a  nearby 
market  that  is  one  of  the  most  under- 
served  in  the  world. 

With  Norway's  proven  oil  reserves 
conservatively  calculated  at  16.7  bil- 
lion barrels,  23  years  at  current  rates 
of  production,  and  another  14.7  bil- 
lion in  probable  reserves,  Statoil  has 
plenty  of  staying  power.  In  addition, 
it  has  huge  reserves  of  natural  gas,  the 
largest  in  Western  Europe.  Still  large- 
ly untapped,  these  gas  reserves  are 
scheduled  for  major  exploitation;  by 
1996,  Statoil  expects  to  more  than 
double  its  natural  gas  production,  to 
over  10  billion  cubic  meters,  and  to 
develop  new  markets  both  in  Europe 
and  the  U.S. 

Though  small  in  international  oil 
terms,  Statoil  has  big  ambitions. 
"We're  going  to  become  really  inter- 
national," Holm  Karlsen  says.  Statoil 
has  worked  out  an  informal  partner- 
ship— in  research,  exploration  and 
natural  gas  marketing — with  British 
Petroleum,  a  deal  that  has  already 
given  Statoil  footholds  in  West  Afiica, 
Vietnam,  China  and  the  former  Soviet 
Union.  Statoil  has  spearheaded  a  deal 
involving  other  Norwegian  firms  and 
worth  more  than  $3  billion  over  15 
years,  to  sell  natural  gas  to  National 
Power,  Britain's  largest  electric-gen- 
erating company.  On  its  own,  Statoil 
has  begun  looking  for  oil  in  Thailand 
and  is  setting  up  a  trading  operation  in 
Singapore.  ^ 
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Chances  Are,  Our  Idea  Of  A  Fiche 
And  Yours  Are  Oceans  Apart* 


Ifyou  think  of 
microfiche  as  a 
musty  medium, 
relegated  to  the 
basement  ar- 
chives, then  you 
need  to  dust  off 
your  view  of  what's 
happening  now  at  Anacomp. 


WONDtH 
FiCHE. 


WhatYouPutIn 
IsWhatYouGetOut. 


Anacomp'snew 
DataCTaphiXXFP 
200ai^istheonly 
Computer  Output 
Microfilm  (COM) 
system  with  fiche 
capabilities  that  in- 
I  elude  a  variety  of  fonts, 
forais,  signatures  and 
lofiotvDes.  This  enables  the 
to  replicate  fonns 


and  documents  with  the  same  graphics 
as  the  original.  Invoices  and  statements 
which  have  the  "branded"  and  "cor- 
porate'look"  of  the  original  can  be 
output  with  raw  alphanumeric  data  of 
sales  transactions. 

The  Flying  Fiche» 

If  speed  is  important,  ourpatented 
continuous  motion  laser  imaging  system 
can  process  fiche  twice  as  fast  as  any 
other  micrographics  system.  Over 
30,000  lines  perminute  fast. 

Anacomp  Offers  You 

The  Most  Powerful 

Micrographics  System 

On  The  Market  Today. 

Or  tomon-ow,  for  that  matter. 
Our  powerful  system  has  the  best 
brains  in  the  business,  controlling 
vital  functions  like  the  laser 
camera,  systems  software,  data 
refonnattmgand  management, 
and  graphic  output.  These  brains 
operate  a  m^issive  "software  engine" 


man- 


imasei 
m,oronnavingus 
oneofourseT' 
Woods,EV.P., 


with  unequaled  flexibility  and 
capability. 

The  Wonder  Fiche: 

It's  APerfect  Marriage  Of 

Microgr^hics  And  The  Most 

Advanc^  Computer  Technology* 

Forinfonnadononowning  an 
Anacomp  infomiationand ' 
agementU&.IM) 
handleyourneeds 
vicebureaus,  write  J. 
Anacomp,Inc, 
3060P«Khtree 
Road,N.W., 
Suite  1700, 
AtlantaJGa. 
30305TOrcaU 
404'262'2667. 

THE  IMAGE  OF  THE  FUTURE. 

anacomp 

©  1991  Anacomp,  Inc.  Anacomp  and  DatagraphiX  are  registered 
trademaiks  of  Anacomp,  Inc.  DatagraphiX  XFP  2000  (and  XFP 
2000)  are  trademarks  of  Anacomp,  Inc. 


Let  IBM  and  the  others  knock  each  other's  brains  out 
competing  for  the  high-tech  end  of  office  equipment. 
Newell  prefers  the  disposable  low-tech  stuff.  It's  an 
approach  that  has  created  extraordinary  growth  out  of 
the  most  ordinary  of  products. 

The  old- 
fashioned  way 


By  Tatiana  Pouschine 

A  QUARTER- century  ago,  long  before 
buyouts  became  a  household  word, 
Daniel  Ferguson,  now  64,  was  buying 
up  smallish  companies.  Taking  over 
the  family  curtain  rod  business  from 
his  father  in  1966,  he  did  his  first  deal 
a  year  later.  Since  then  he  has  acquired 
over  30  more  companies  as  chief  exec- 
utive of  the  Newell  Co.  of  Freeport, 
111.,  buying  businesses  with  such  odd- 
ly assorted  and  everyday  products  as 
paintbrushes,  cabinet  hardware,  alu- 
minum pots,  glass  containers  and 
blowtorches. 

In  the  early  days  his  buys  were 
small;  more  recendy  he  has  stepped 
up  the  scale.  In  the  past  five  years 
alone,  Ferguson  has  purchased  or 
bought  into  for  cash  and  stock  such 
publicly  traded  companies  as  Anchor 
Hocking,  Vermont  American, 
Thomas  Industries,  Lancaster  Hold- 
ings and  Sanford  Corp.  He  is  current- 
ly eyeing  Stanley  Works,  the  tool 
company.  With  these  humdrum  busi- 
nesses, few  of  which  grow  faster  than 
5%  a  year,  Newell  has  had  a  com- 
pound growth  rate  of  19%  for  the  past 
15  years.  When  Ferguson  took  over 
from  his  father,  Newell  had  revenues 
of  $14  million.  Last  year  its  revenues 
were  $1  billion,  its  net  profit  over 
$100  million. 

Paying  frequently  with  stock,  Fer- 
guson had  to  accept  a  great  deal  of 
dilution  in  the  growth  process.  So 
much  so  that  the  founding  families' 
ownership  of  the  company  has 
dropped  from  the  original  100%  to 
just  1 5%.  But  the  growth  has  been  real 


all  the  same,  and  investors  who 
bought  stock  in  1980  saw  original 
stakes  of  $1,000  grow  to  $23,000  by 
1990,  assuming  that  dividends  were 
reinvested.  Newell's  return  on  equity 
in  1990  was  a  highly  satisfactory  20%. 

Miscellaneous  though  its  product 
line  may  look,  Newell  is  actually  a  very 
disciplined  company.  The  marketing 
is  tighdy  focused:  Most  of  Newell's 
sales  are  made  to  relatively  few  cus- 
tomers, giant  retailers  of  housewares 
and  hardware  such  as  Kmart  and 
Wal-Mart. 

Back  in  the  Seventies  Ferguson  saw 
that  the  mass-volume  retailers  were 
slowly  knocking  out  smaller  retailers. 
By  winning  business  from  the  big 
boys,  he  saw  a  way  to  piggyback  on 
their  growth,  even  though  he  was  in 
businesses  where  the  overall  growth 
was  only  moderate.  Today  Wal-Mart 
and  Kmart  alone  account  for  18%  of 
Newell's  sales. 

A  similar  philosophy  underlies 
Newell's  industrial  products,  mainly 
botde  caps  and  closures.  These,  too, 
are  sold  to  a  few  big  customers — 
Gerber,  Kraft:  and  H.J.  Heinz. 

Whether  in  consumer  goods  or  in- 
dustrial products,  by  dealing  with  rel- 
atively few  customers  Newell  can  con- 
centrate on  the  needs  of  those  cus- 
tomers rather  than  try  to  please 
everybody,  and  can  thus  hold  down 
distribution  and  selling  costs. 

How  does  Ferguson  choose  busi- 
nesses to  be  in?  Why,  for  example,  a 
mundane  product  like  bobby  pins? 
Ferguson    wants    businesses    where 


production  efficiency  counts  for  more 
than  product  innovation,  where  the 
low-cost  producer  is  almost  automati- 
cally the  dominant  producer. 

By  getting  and  keeping  big  cus- 
tomers like  Wal-Mart  and  by  invest- 
ing heavily  in  machinery  and  equip- 
ment, Ferguson  assures  that  his  fac- 
tories achieve  maximum  economies 
of  scale  and  of  distribution.  Smaller 
producers  with  less  capital  simply 
can't  compete. 

But  Ferguson  wouldn't  be  interest- 
ed in  a  company  that  makes,  say, 
shelving  for  retailers.  "All  you  need  is 
a  saw  and  a  garage,  and  you're  in  the 
shelving  business,"  says  Ferguson. 
That's  not  true  for  glass,  a  capital- 
intensive  business,  where  Newell  has 
gotten  14%  of  its  sales  since  its  acquisi- 
tion in  1987  of  Anchor  Hocking,  a 
maker  of  glass  containers  and  table- 
ware. "It's  going  to  take  someone 
$100  million  to  get  into  the  glass 
container  business,"  says  Ferguson. 
"So,  if  you  do  get  the  business  ratio- 
nalized and  nicely  profitable,  you're 
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not  going  to  attract  a  lot  of  other 
•people  into  the  industry." 

Once  he  has  acquired  a  business, 
Ferguson  sets  about  adding  value  to 
his  purchase.  It  may  need  capital.  Or 
good  product  lines  may  be  dragged 
down  by  weak  product  lines  or  under- 
utilized assets.  "There  are  very  few 
clean  businesses,"  he  says,  "once  you 
get  above  $50  million  in  sales." 

Because  he  is  not  at  all  afraid  to 
close  down  product  lines  that  dilute 
overall  profitability,  Newell's  revenue 
curve  doesn't  go  straight  up.  In  1989 
Ferguson  sold  William  E.  Wright/ 
Boye  Needle,  a  sewing  business, 
though  it  meant  Newell's  sales  would 
drop  by  $30  million.  "Our  popula- 
tion isn't  interested  in  sewing  and 
knitting.  TV  has  slowed  all  of  that 
down,"  he  says.  Newell's  sales  de- 
clined nearly  5%  in  1990  and  another 
3%  in  the  first  six  months  of  1991 . 

Yet  despite  the  sales  declines, 
Newell's  income  fi^om  operations  rose 
over  5%,  to  $174  million,  fi-om  $165 
million  last  year  and  9%  in  the  first  half 


ABOVE: 

Playing  the  home-office  trend 

LEFT: 

Newell  Co.'s  Daniel  Ferguson 
Disarmingly  relaxed,  Ferguson 
is  relentless  when  he  finds 
a  business  he  wants  to  acquire. 

of  this  year. 

When  he  sees  a  company  he  thinks 
isn't  managing  its  assets  efficiendy, 
Ferguson  goes  afi:er  it  with  a  mixture 
of  patience,  persistence  and  ruthless- 
ness.  A  large  family  holding  doesn't 
deter  Ferguson.  He  began  to  accu- 
mulate shares  in  Vermont  American 
and  Thomas  Industries,  even  though 
the  Thomas  family  of  Louisville,  Ky. 
had  a  15%  interest  in  Thomas  Indus- 
tries and  completely  controlled  Ver- 
mont American. 

Ferguson  wanted  Thomas  Indus- 
tries' paint  applicator  business  to 
combine  with  Newell's  EZ  Painter 
Corp.,  a  manufacturer  of  paint  appli- 
cators like  rollers,  brushes,  flat  pads 
and  trays.  The  Vermont  American 
asset  he  wanted  was  its  $150  million 
power  tool  accessory  line  with  a  num- 
ber one  or  two  market  slot. 

By  early  1988  Newell  had  taken  an 
over  5%  stock  position  in  both  compa- 
nies. The  controlling  family  was  out- 
raged but  in  the  end  struck  a  deal.  In  a 
swap  for  Newell's  roughly  $12  mil- 


lion stock  position  in  Thomas  Indus- 
tries, Thomas'  management  handed 
over  to  Newell  the  paint  applicator 
business  Ferguson  wanted. 

Still  miffed,  the  Thomas  family  re- 
pulsed Ferguson's  attack  on  Vermont 
American  by  selling  out  to  Emerson 
Electric  for  $440  million  in  late  1988. 
But  Ferguson  had  the  last  laugh  when 
he  tendered  his  shares  to  Emerson: 
On  a  $20  million  investment  in  Ver- 
mont American,  Newell  made  a  tidy 
$26  million  gain. 

And  if  the  takeover  game  has 
slowed,  no  one  has  told  Ferguson.  He 
has  gone  afi:er  Kearny,  N.J. -based 
Goody  Products,  the  leading  manu- 
facturer of  hair  care  accessories,  in- 
cluding barrettes,  combs,  ponytail 
holders  and  bobby  pins. 

Newell  has  accumulated  13.4%  of 
Goody's  6.5  million  shares  for  $13 
million.  Ferguson  notes  that  sales  are 
so  steady  Goody  virtually  "owns"  the 
4  to  40  feet  of  counter  space  big 
discounters  dedicate  to  their  hair  ac- 
cessories. A  perfect  fit  with  other 
Newell  products. 

Ferguson  hasn't  been  able  to  per- 
suade the. Goodman  family,  which 
owns  or  controls  over  40%  of  the 
company,  to  sell.  Oh,  well.  Newell 
already  has  a  42%  unrealized  gain  on 
an  investment  that  is  now  worth  $15 
million. 

Meanwhile,  Ferguson  has  turned 
his  attention  to  another  business  that 
fits  his  criteria:  office  products.  San- 
ford  Corp.,  the  leading  U.S.  maker  of 
felt- tipped  pens,  was  more  receptive 
to  his  blandishments  than  Goody  was. 
In  November  it  sold  out  to  Newell  for 
$600  million  in  Newell  shares.  San- 
ford  fits  nicely  with  W.T.  Rogers, 
which  Newell  bought  last  April  in 
exchange  for  1.7  million  Newell 
shares.  With  $45  million  in  sales, 
W.T.  Rogers  manufactures  and  mar- 
kets office  supplies  and  accessories. 

Office  supplies?  'Why>  Ferguson 
sees  the  business  as  a  place  to  apply  his 
original  vision:  producing  disposable 
products  for  mass  consumption  at  the 
lowest  manufacturing  and  distribu- 
tion costs.  He  expects  that  as  more 
and  more  people  work  at  home,  retail 
sales  of  office  supplies  will  climb. 
We're  not  talking  high-tech  items  like 
computers  and  the  like,  where  com- 
petition has  played  hell  with  profit 
margins,  but  simple  stuff  like  paper 
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Twentieth  Century 
Vista  Investors 


Average  Annual  Total  Return 
as  of  September  30, 1991  * 


%3%3«jw 


% 


1  Year 


15.4 


% 


5  Years 


1% 

Since  inception  (11/25/83) 


12.9 


Need  we 
say  more? 


Call  toll-free: 

1-800-345-2021 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 

*  Prior  to  8/1/88,  shares  of  Vista  were  sold  at  1/2  ofl%  more  than  net  asset  value  and  redeemed 
at  1/2  of  1%  less  than  net  asset  value.  Because  these  adjustments  have  been  eliminated,  they 
are  not  reflected  in  the  above  data.  Data  quoted  represents  past  performance.  Investment  returti 
and  principal  value  will  fluctuate  and  redemption  value  may  bp  more  or  less  than  original  cost 
For  more  complete  information  about  Twentieth  Century,  including  charges  and  expenses,  call 
for  a  free  prospectus  Please  read  the  prospectus  carefully  before  investing. 


FBS 


No-Load  Family  of  Funds 
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Newell  Co. 

clips  and  desk  organizers,  items  that 
would  never  interest  IBM  or  Hewlett- 
Packard. 

There  are  already  17  million  home 
offices  in  the  U.S.  and  the  number 
grows  steadily,  according  to  Fergu- 
son. He  thinks  it  will  pay  for  the  giant 
retailers  to  devote  more  space  to  dis- 
posable office  products.  Thus  his  big 
retail  customers  will  get  more  and 
more  of  the  business  at  the  expense  of 
smaller  stationer)'  stores,  and  Fergu- 
son hopes  Sam  Walton  will  choose 
Newell  as  his  principal  supplier  of 
office  stuff. 

"What's  happening  to  office  prod- 
ucts is  the  same  thing  that  happened 
in  hardware,"  Ferguson  says.  "In- 
stead of  happening  over  a  3  5 -year 
time  period,  it's  happening  over  a 
decade  or  less."  The  mom-and-pop 
stationery  stores  are  losing  out  to 
Wal-Mart  and  Office  Depot,  among 
others. 

In  August  of  this  year  Ferguson 
made  yet  another  move,  buying  SI 50 
million  of  convertible  preferred  in 
Black  &  Decker,  the  maker  of  power 
tools.  Together  with  an  equit\'  posi- 
tion, that  would  give  Newell  a  15% 
stake  in  the  company.  Black  &  Deck- 
er, of  course,  would  complement 
nicely  Ne well's  hardware  division.  So 
would  New  Britain,  Conn. -based 
Stanley  Works.  Stanley  thought  it  had 
driven  Ferguson  away  earlier  this  year, 
but  in  December  Newell  filed  its  in- 
tent to  buy  up  to  15%  of  Stanley's 
stock.  Stanley's  management  called 
the  move  "undesirable  and  unlaw- 
ful." But  Ferguson  is  as  patient  as  he 
is  tough. 

Looking  disarmingly  relaxed,  Fer- 
guson appears  at  his  modest  offices 
wearing  a  well -pressed  blazer  instead 
of  a  suit  and  speaks  with  a  slow  mid- 
western  accent.  After  talking  with  him 
for  even  a  short  while,  one  sees  that  he 
is  not  one  of  your  glib  Wall  Street 
leveraged -buyout  artists  but  a  real, 
old-fashioned  operating  man  who  ac- 
quires not  for  financial  leverage,  but 
to  carr\'  out  a  well-defined  business 
philosophy.  Perhaps  that's  why  Fer- 
guson has  never  been  tempted  to 
move  his  headquarters  to  Manhattan. 
He  spends  most  of  his  time  in  a  small, 
nondescript  office  in  Naples,  Fla. 
where,  as  he  puts  it,  he  has  time  over 
the  weekend  to  ponder  w  hat  he  did 
last  week  and  will  do  next  week.    ^ 
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College  administrators  are  masters  of  public  relations, 
whatever  their  deficiencies  as  educators. 

Unsung  heroes 


BY  THOMAS  SQWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 

Those  who  think  that  this  is  an  era 
without  heroes  may  not  be  looking  in 
the  right  places. 

Certainly  there  are  few  heroes  to  be 
found  along  the  banks  of  the  Poto- 
mac, and  many  ivy- covered  campuses 
are  scenes  of  some  of  the  most  abject 
cowardice  to  be  found  anywhere,  as 
college  administrators  have  turned 
surrender  to  strident  demands  into  a 
fine  art. 

Ironically,  however,  some  of  the 
most  heartening  signs  of  courage  are 
also  to  be  found  on  many  college 
campuses.  Students  who  publish 
unofficial  college  newspapers,  chal- 
lenging the  imposed  ideological  con- 
formity known  as  "diversity,"  do  so  at 
risk  to  their  social  acceptance,  their 
academic  standing  and  even  their 
physical  safety.  These  unsung  heroes 
are  a  major  source  of  information 
about  the  internal  corruption  of 
American  higher  education. 

Occasionally,  the  national  media 
get  a  glimpse  of  the  ideological  intol- 
erance on  campus  when  some  well- 
known  public  figure  is  prevented 
from  speaking  by  the  storm-trooper 
tactics  of  a  cadre  of  student  activists — 
who  are  seldom  either  resisted  or 
punished  by  the  college  administra- 
tion. But,  in  many  other  instances, 
where  neither  the  occasion  nor  the 
speaker  is  such  as  to  attract  reporters, 
similar  or  worse  things  may  happen 


without  anyone  off  campus  realizing 
what  is  happening. 

When  a  black  student  at  Vassar 
College  unleashed  a  torrent  of  anti- 
Semitic  abuse  at  a  campus  gathering 
there  a  few  years  ago,  the  school's 
administration  was  far  more  interest- 
ed in  hushing  up  the  incident  than  in 
punishing  the  student.  Only  the  cour- 
age of  the  students  who  pubUshed  the 
Vassar  Spectator  brought  this  disgrace 
to  public  attention,  despite  pressure 
from  the  college  administration  to 
squelch  the  story. 

The  whole  apparatus  of  campus 
thought  control  known  as  "poUtical 
correctness"  was  first  exposed  by  un- 
official college  newspapers,  some- 
times known  as  "conservative"  news- 
papers (with  varying  degrees  of  accu- 
racy). Only  after  their  many  horror 
stories  began  to  be  picked  up  by 
journalists  in  the  mass  media  did  this 
become  a  public  issue. 

As  an  industry  whose  image  is  its 
bread  and  butter,  because  of  its  heavy 
dependence  on  outside  sources  of 
money,  academia  maintains  a  tight 
control  on  what  information  will  be 
allowed  to  reach  the  public,  and  with 
what  "spin"  put  on  it.  Such  public 
relations  products  as  alumni  maga- 
zines or  college  press  releases  will 
never  betray  any  secrets  that  would 
jeopardize  private  donations  or  gov- 
ernment grants.  It  took  federal  inves- 
tigations to  ferret  out  Stanford's 
widespread  misuse  of  government 
grants  for  campus  perks. 

The  official  college  newspapers  are 
unlikely  to  expose  ideological  double 
standards  and  campus  thought  police 
at  work,  simply  because  the  students 
who  work  on  such  papers  are  almost 
invariably  of  the  dominant  ideology 
themselves.  That  is  why  it  was  neces- 
sary to  establish  unofficial  student 
newspapers  in  the  first  place. 

College  administrators  are  masters 
of  public  relations,  whatever  their 
deficiencies  as  educators,  and  they 


have  understood  fi-om  the  outset  the 
danger  that  unofficial  student  news- 
papers represent — and  have  repeat- 
edly tried  to  suppress,-  impede  or 
intimidate  them.  On  some  campus- 
es, only  the  issuance  of  court  orders 
has  stopped  administrators  from  in- 
terfering with  the  distribution  of 
these  unofficial  student  newspapers. 
At  the  University  of  California  at 
Davis,  the  conservative  paper  can 
only  be  distributed  at  a  remote  loca- 
tion, well  removed  from  where  the 
officially  approved  papers  are  made 
available. 

Increasingly  stringent  speech 
codes  at  colleges  across  the  country 
make  normal  journalistic  criticisms 
hazardous  to  students  who  write  for 
unofficial  campus  newspapers.  Ob- 
jections to  double  standards  for  mi- 
norities, women  or  homosexuals  are 
often  equated  with  "racism,  sexism 
and  homophobia" — charges  which 
can  bring  on  a  variety  of  punish- 
ments, including  suspensions  and 
expulsions. 

Being  a  student  journalist  on  a 
conservative  campus  newspaper  has 
other  hazards  as  well.  Some  profes- 
sors have  not  hesitated  to  denounce 
these  students  in  the  classroom — 
sometimes  with  obscenities — for 
what  they  have  written  in  their  news- 
papers. Cries  of  "fascist"  as  they  walk 
across  campus,  anonymous  death 
threats,  and  an  occasional  rock  or 
botde  thrown  through  a  window — 
these  are  all  part  of  the  experience  of 
students  writing  for  conserx'ative 
campus  papers. 

Another  common  experience  is  be- 
ing depicted  as  rich,  white  male  rac- 
ists— even  when  these  newspapers 
have  been  run  by  women  editors,  by 
black  editors  or  by  Asian  editors,  each 
of  whom  has  been  in  charge  of  the 
Dartmouth  Review  at  one  time  or 
other.  The  publisher  of  the  Princeton 
Tory  described  herself  as  the  first 
member  of  her  family  to  go  to  college 
and  the  editorial  staff'  of  the  Vassar 
Spectator  has  been  characterized  as 
mostly  first-  and  second -generation 
Americans. 

Desperate  effbrts  to  destroy  or  dis- 
credit unofficial  or  conscnativc  cam- 
pus newspapers  are  a  testimonial  to 
their  crucial  importance  in  letting  the 
public  know  what  college  administra 
tors  don't  w  ant  us  ti>  know.  ^M 
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In  a  surprise  turnaround^  three  of  Germany  ^s 
top  automotive  journals  rated  the  all  new  Audi  100 

ahead  of  Mercedes  and  BMW. 


Long  regarded  as  the  reigning 
monarchs  of  German  per- 
formance sedans,  Mercedes  and 
I  BMW  have 
rtever  had  much  con- 
:em  about  a  possible 
dethronement  How- 
ever, that  was  before 
^udi  engineers  un- 
veiled their  most 
impressive  achieve- 
ment to  date.  The  all 
new  Audi  100. 

In  a  series  of  exten- 
sive tests  conducted  by 
three  of  Germany's 
top  automotive  jour- 
nals, the  totally  rede- 
signed Audi  100  out- 
scored  both  Mercedes 
and  BMW. 
According  to  auto 

MOTOR  UND  SPORT,  the 


Both  on  the  surfece  and  beneath 
the  skin,  the  new  100  differs  drama- 
tically from  its  predecessors.  The 


Neither  Mercedes  nor  BMW  can 
top  it  Nor  can  they  any  longer  claim 
to  be  at  the  top  of  this  class.  That 
honor  now  belongs  to 
the  new  Audi  100. 


NEW  AUDI  100 

HAS  GERMAN 

MOTORING  PRESS 

DOINGA180: 


Audi  100  took  control 
of  the  testing  early 
and  often,  besting 
Mercedes  and  BMW 
in  Bodywork,  Han- 
dling and  Control,  and 
Economy.  "Audi  has 
succeeded ...  in  not 
just  drawing  level  with 
the  competition,  but 
moving  ahead  of  it." 

It  would  seem  that  the  eight  years 
Audi  engineers  had  labored  over  this 
newest  of  Audis  had  indeed  paid  off. 
-As  Andres  Borchman,  editor  of  auto 
BILD,  said,  "The  new  Audi  100  is  no 
longer  number  three  among  the  dis- 
tinguished German  marques,  but, 
as  the  test  proves,  number  one." 

The  test  journalists  at  mot  made  it 
unanimous:  "The  Audi  is  clearly  the 
deserving  winner." 
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styling  is  more  dynamic.  The  interior 
is  roomier.  And  the  venerable  5- 
cylinder  power  plant  has  given  way 
to  a  172hp  V-6  engine  with  superior 
low-end  torque. 

One  area  that  wasn't  tested  but 
should  be  mentioned  is  the  Audi 
Advantage:  A  program  that  includes 
the  cost  of  all  scheduled  mainte- 
nance, even  oil  changes,  for  three 
years  or  50,000  miles. 


AUDI  lOOS 
AT  A  GLANCE 

GENERAL:   Front- 
wheel  drive,  5-passeng- 
er  sedan,  4-door  galva- 
nized body.  Base  price: 
$29,900* 

GINE:  2.8-liter 
HC  V-6,  iron  block, 
aluminum  heads,  172- 
hp.  Multi-path  induc- 
tion system. 
DRIVETRAIN: 
4-speed  automatic  or 
5-speed  manual 
transmission. 
STEERING:  Rack-and- 
pinion,  power-assisted, 
vehicle  speed-sensitive. 
BRAKES:  ABS,  power 
vented  front  discs,  rear 
discs. 

PERFORMANCE:  0- 
60  mph  in  8.8  sec  /  Top 
track  speed  130  mph 
(manual  version)  26 
mpg  Highway,  19  mpg 
City.t 

MAJOR  STANDARD 
EQUIPMENT:  Driver's  side  airbag, 
automatic  tensioning  front  seatbelts, 
power  steering,  windows,  seats,  and 
locks,  A/C,  cruise  control,  tilt  and  tele- 
scopic steering,  two-way  power  sunroof 
SOUND  SYSTEM:  8-speaker  AM/T  M 
stereo  radio/cassette  w/anti-theft 
features. 

*Price  based  on  MSRP  with  manual  trans. ,  excluding  taxes, 
license,  freight,  dealer  charges  and  options.  Equipment 
levels  vary.  Prices  subject  to  change.  *I992  EPA  estimates. 


For  the  Auto  Motor  Und  Sport  test  results,  call  1-800 -FOR- AUDI. 
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Tom  Bates  and  Bill  Guthrie,  a  couple 
of  former  college  teachers,  always 
wanted  to  go  into  business  together. 
They  were  off  and  running  within  minutes 
of  getting  an  idea  while  watching  TV. 

Educating  Ivan 


r^^l 


By  Dyan  Machan 

Two  MEN  sat  glued  to  Cable  News 
Network  in  their  living  rooms  on  Dec. 
7,  1989,  when  the  Berlin  Wall  was 
crumbling.  A  business  was  born  that 
evening. 

They  were  an  interesting  pair. 
Thomas  Bates,  35,  a  onetime  editor  of 
Soldier  of  Fortune,  who  had  later  tried 
running  money  for  Brown  Brothers 
Harriman  &  Co.  in  New  York,  had 
taught  English  and  philosophy  at  the 
University  of  Colorado  and  was  cur- 
rendy  unemployed.  William  Guthrie, 
41 ,  was  doing  research  and  writing  for 
a  financial  consulting  firm  in  Bayview, 
Idaho.  Guthrie  had  a  Ph.D.  in  com- 
parative literature  and  had  taught  En- 
glish at  the  University  of  Colorado  for 
seven  years.  The  two  had  long 
thought  of  doing  business  together. 
Watching  on  CNN  as  the  Wall  crum- 
bled, Guthrie  called  Bates  and  said 
one  word:  "Spectator."  Bates  knew 
exactiy  what  he  meant. 

Guthrie  was  referring  to  what  histo- 
rians believe  was  the  first  magazine  ever 
published,  the  1711  publication  aimed 
at  London's  rising  middle  class.  It 
taught  recently  up-fi"om-the-farm  folks 
about  elementary  manners  and  other 
facts  of  social  life.  Wasn't  all  of  Eastern 
Europe  just  emerging  from  the  dark 
ages  of  socialism?  Why  not  do  for 
Eastern  Europe  what  Addison  and 
Steele  did  for  London  with  the  Specta- 
tor^ A  nuts-and-bolts  magazine  with 
practical  advice  on  how  to  start  and  run 
businesses  in  a  market  economy. 

The  partners  had  been  active  in 
helping  refi.igees  from  communism 
get  settled  and  find  jobs  in  the  U.S. 
While  doing  graduate  work  as  a  Rota- 
ry scholar  at  Universitiit  Regensburg, 
in  West  Germany,  from  1980  to 
1983,  Bates  ran  an  underground  rail- 


road through  a  pass  in  the 
Alps,    through   which    he 
smuggled        dozens        of 
Czechoslovakians  into  the 
U.S.,  the  last  being  an  archi- 
tect he  later  married,  Helena 
Hejcmanova.  Bates  and  Guth- 
rie understood  how  ignorant 
Eastern  European  people  were 
of  the  simplest  facts  about  life  in 
a  market  economy.  "The  self- 
evident  truths  of  small  business 
are  totally  opaque  to  most  Eastern 
Europeans,"  says  Guthrie. 

That  was  the  germ  of  a  clever 
idea  to  publish  a  magazine  with 
practical  information  on  starting  ba- 
sic businesses  in  Eastern  Europe. 
They  figured  the  magazine  would 
have  several  editions,  one  for  each 
Eastern  European  country.  Each  edi- 
tion would  be  translated  into  an  East- 
ern European  language  but  would 
also  carry  the  English  translation.  Says 
Bates:  "It's  like  learning  Italian  if  you 
want  to  sing  opera.  For  business,  they 
must  learn  English." 

Bates  and  Guthrie  would  produce 
the  editorial  product  at  low  cost  and 
sell  advertising  in  free  markets  world- 
wide. The  editorial  and  advertising 
pages  would  be  photographed  onto 
film  that  would  be  sent  free  to  a 
printer  and  distributor  in,  say,  Po- 
land. The  Polish  printer  would  then 
make  his  money  from  newsstand 
sales.  No  cross-border  currency  ex- 
change and  no  taxation. 

They  needed  a  catchy  name.  At  first 
they  thought  about  calling  it  Specta- 
tor but  figured  it  would  have  little 
meaning  to  fledgling  entrepreneurs. 
They  hit  on  "profit,"  a  word  certain 
to  get  attention  in  countries  where 
profit  had  been,  not  a  dirty  word,  but 
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liam  Guthrie  and  Thomas 
Bates  of  "Profit  International" 
Calling  for  ads  woridwide 
from  a  damp,  unheated 
basement  in  Idaho. 


a  criminal  word  for  decades.  So  they 
called  it  Profit  International  Business 
magazine.  Banal  as  that  sounds  here, 
it's  sort  of  like  naming  a  U.S.  maga- 
zine Embezzlement,  says  Guthrie. 

There  was  almost  no  competition. 
The  local  magazines  were  macroeco- 
nomic  in  approach  or  carried  reprints 
from  Western  magazines  that  were 
too  narrow  in  scope.  The  Wall  Street 
Journal  was  a\ailable  in  some  coun- 
tries but  spoke  a  language  almost 
unintelligible  to  people  who  lacked 
even  the  grammar  of  capitalism. 

Three  months  after  the  CNN  broad- 
cast, in  April  of  1990,  Bates  took  his 
wife  and  baby  to  Czechoslovakia, 
where  thcv  planned  to  launch  what 
they  called  the  test  issue.  Bates  fi- 
nanced the  trip  by  selling  his  collec- 
tion of  rare  books,  among  them  an 
18th-centur>'  copy  of  John  Donne's 
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poems  and  a  19th-century  copy  of 
Aristotle's  Poetics.  Bates  hated  to  part 
with  the  books,  but  the  trip  con- 
firmed his  expectations. 

Thus  did  Bayview,  Idaho  become 
world  headquarters  of  Profit  Business 
Publishing.  Its  office  is  the  unheated 
basement  in  Guthrie's  rented  house, 
furnished  with  a  table,  a  telephone 
and  a  personal  computer.  Drawing  on 
his  prior  work  in  academia  translating 
Middle  English  and  Old  Norse, 
Guthrie  fine-tuned  the  software,  thus 
enabling  articles  to  be  written  on  one 
screen  in  two  different  languages. 
Bates  tried  to  sell  ads. 

How  do  you  sell  ads  for  an  untested 
publication  in  a  depressed  world  mar- 
ket for  advertising  from  a  damp  cellar 
in  Idaho?  Nerve  and  perseverance. 
They  found  a  dog-eared  1987  copy  of 
the  National  Directory  of  Addresses 


and  Telephone  Numbers'm  a  dumpster 
and  used  that  to  make  cold  calls.  "I 
was  sitting  at  the  card  table,  calling  all 
over  the  world  to  convince  people  to 
buy  something  that  didn't  exist," 
Bates  says.  On  Pacific  Time,  he  started 
working  from  10  p.m.  until  6  a.m., 
calling  Europe  and  the  Far  East.  Bates 
remembers  calling  South  Korea's 
huge  conglomerate  Lucky- Goldstar 
and  negotiating  with  a  Korean  who 
"spoke  about  six  words"  of  English. 
"But  I  kept  chewing  at  his  ankle," 
says  Bates.  It  paid  off.  Goldstar 
bought  a  back-page  ad  for  an  over 
50%  discount  of  die  $5,000  basic 
page  rate.  Unfortunately,  revenue 
from  the  ad  didn't  cover  the  phone 
bill  from  South  Korea.  Even  so,  it  was 
a  start.  More  ads  came  in  from  Visa 
International,  London;  Price  Water- 
house,  London;  Rank  Xerox,  Lon- 


don; and  Bio-Rad  Laboratories,  Vi- 
enna. Even  some  local  businesses  like 
Jacklin  Seed  Co.  of  Post  Falls,  Idaho 
pitched  in. 

Many  of  the  ads  were  heavily  dis- 
counted or  traded  for  goods.  Cash 
receipts  for  12  pages  were  just 
$6,000— with  another  $24,000 
promised  over  the  coming  year.  It 
cost  $22,000  to  produce  the  first 
issue.  Net  loss:  $16,000. 

In  two  months  Bates  and  Guthrie 
had  run  through  $20,000  in  collec- 
tive savings,  so  they  started  running 
up  their  credit  cards  and  calling  on 
friends  for  help.  A  former  employer 
donated  the  use  of  its  fax  machine.  A 
Bay\'iew  accountant  and  a  Denver  law 
firm  donated  their  time,  too.  Guthrie 
asked  them  both  to  make  up  bills  that 
they  promised  someday  to  repay,  but 
in  each  case,  the  professionals  just 


Forbes  ■  Januar\'  6,  1992 


73 


New  technology  can  seem  a  little  intimidating. 


Recently  a  leading  computer 
industry  publication  reported 
some  frightening  statistics. 

While  investments  in  informa- 
tion technology  have  reached 
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40%  of  U.S.  capital  spending, 
national  productivity  has  not  im- 
proved since  1973. 

So  the  anxiety  over  new  spend- 
ing is  justifiable,  even  healthy 


The  evidence  indicates  the 
technology  alone  doesn't  pay 
off.  Maybe  it's  time  to  recogr 
that  hardware  companies  sel 
hardware.  Period. 


Andersen  Consulting  sells 
'mething  even  more  powerful. 
A  way  to  seamlessly  link  tech- 
►logy  to  your  strategies,  opera- 
)ns  and  human  resources. 


In  other  words,  a  way  to  turn 
technological  advances  into 
competitive  advantage.  It's  an 
approach  we  can  apply  for  any 
organization.  Without  fear. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CQ,  S.C. 


Where  we  go  from  here^ 


Fly  First  Class 
and  we'll  give  you 

^300  towards 
your  own  plane. 


Try  Qantas  First  Class  to 

Australia  or  the  South  Pacific 

by  May  31,  1992  and  we'll  give 

you   a   $300   Sharper   Image 

merchandise  certificate.  Use  it 

when  buying  their 

innovative,     high 

quality  items  -  even 

this  one-person  plane. 

Of  course,  with  your  own 

plane  you'll  no 

longer 

get 

legendary 

Qantas  First 

Class  service.  Or  wines  that  win 

as  many  awards  as  we  do.  Or 

food  so  good  a  chef  prepares  it 

on  board.  (Maybe  you'd  better 

get  a  massager  or  talking 

translator  instead). 

What's  more,  Qantas  is 
a  partner  in  the  American 
Airlines  AAdvantage'  travel 
awards  program. 

And  from  now  until  June, 
the  prestigious  Regent  Hotels 
in  Sydney,  Melbourne  and 
Auckland  are  also  offering  our 
First  Class  passengers  early 
check-ins,  upgrades  and  a 
variety  of  V.I. P.  benefits. 

For  reservations  and  re- 
strictions, call  your  travel  agent 
or  Qantas  at  1-800-892-9761. 


^O 


THE  SPIRIT  OF  AUSTRALIA 


yif 


u 


-it 


To  receive  Sharper  Image  merchandise  certificate,  you  must  mail  boarding  passes  and  passenger  coupon  to  Qantas  Airways.  The  First  Class  Promotion,  360  Post  Street, 
10th  Floor,  San  Francisco,  CA  94108  by  12/31/92.  Not  valid  with  phone  orders  or  redeemable  for  cash.  Offer  for  roundtrip  travel  only.  Not  available  to  passengers  using  mileage 
awards,  upgrades,  non-revenue  travelers,  or  infants.  Not  all  merchandise  may  be  available.  American  Airlines  reserves  the  right  to  change  the  A'Advantage*  program  without 
notice.  Some  restrictions  apply.  Amenities -vary  by  hotel,  upgrades  are  on  space-available  basis,  to  next  higher  room  category  but  limited  to  minimum  suites. 
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wanted  to  help.  Neighbors  gave  the 
struggling  entrepreneurs  venison, 
salmon  and  a  50-pound  bag  of  flour. 
'It's  not  that  we  were  starving  as 
much  as  people  just  wanted  to  be  part 
of  it,"  Guthrie  says. 

A  dirt  path  between  the  Bates  and 
Guthrie  homes  became  worn,  with 
both  families  working  almost  around 
the  clock.  After  Bates  worked  his  mid- 
night shift,  Guthrie's  wife,  Kim, 
would  come  down  to  the  basement  to 
type  the  translated  articles  into  the 
computer.  Then  Helena  Bates  would 
edit  the  Czech  translation. 

"The  self-evident 
truths  of  small  business 
are  totally  opaque  to 
most  Eastern  Euro- 
peans," says  Guthrie. 
The  magazine  will  also 
carry  an  English  trans- 
lation. Says  Bates:  "It's 
like  learning  Italian  if 
you  want  to  sing  opera." 


.  Thirteen  weeks  after  they  began 
work,  25,000  copies  of  the  64-page 
Profit  magazine  were  on  newsstands 
in  Czechoslovakia,  selling  for  15  ko- 
runa — then  the  equivalent  of  about  a 
dollar.  The  stories  covered  setting  up 
a  hair  salon,  starting  a  local  chamber 
of  commerce  and  defining  "profit." 
Because  he  got  to  keep  the  entire 
proceeds  of  the  newsstand  sales,  the 
printer  sold  aggressively,  selling  out  in 
three  weeks.  A  second  Czechoslova- 
kian  issue  was  cranked  out  in  four 
weeks  and  sold  out,  too. 

The  next  plan  is  to  launch  editions 
for  Hungary,  Romania,  Poland  and  a 
Russian-language  edition  for  several 
republics  in  the  former  U.S.S.R.  Bates 
and  Guthrie  know  they  must  move 
fast  to  establish  toeholds  before  a 
better- heeled  competitor  moves  in. 
For  this^they  will  need  outside  capital. 
Bates  says  they  need  $1.25  million, 
for  which  Bates  and  Guthrie  are  will- 
ing to  give  up  a  25%  stake. 

The  two  say  they  have  lined  up  nine 
possible  investors.  Say  this  for  them: 
Their  journals  cover  a  subject  Guthrie 
and  Bates  know  from  the  ground  up. 
There's  little  they  haven't  learned  this 
past  year  about  the  vicissitudes  of 
starting  a  business.  Hi 
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GENE  SHALIT  REGISTERS  HERE. 


CONSUMMATE  CRITIC  &  KERNEL  CONNOISSEUR 

^ter  a  steady  diet  of  cinema, 
he  aaves  Registry  luxury. 


^ 


REGISTRY 

'-Hotels&Resorts 


For  Reservations: 
1-800-247-9810 


Scottsdale       Naples       Tampa/ St  Petersburg  Beach       Charlotte       Minneapolis 


T.  Rows  Price  Equity  Income  Fund,  our  most  conservative  stock  fund, 
invests  in  established  companies  that  pay  above-average  dividends.  This 
dividend  emphasis  offers  three  advantages.  First,  dividends  provide 
relatively  steady  income,  because  they  don't  fluctuate  as  much 

as  stock  prices.  Second,  dividend     i 

income  helps  stabilize  stock  I     l^Z^ni^''- 

prices  in  market  downturns. 
And,  reinvesting  and  compound- 
ing dividends  can  significantly 
enhance  total  returns. 
Our  free  guide  can  help  you 
make  informed  decisions  to 
work  towards  your  long-term 
goals.  $2,500  minimum  ($1,000 
for  IRAs).  No  sales  charges. 


Call  24  hours  for  a  free  guide 
Conservailve  Stock  Invasilag 

1-800-541-8335 


Send  a  free  Conservative  Stock 
Investing  guide,  and  a  prospectus 
with  more  complete  infoimation, 
including  management  fees  and 
other  charges  and  expenses.  I  will 
read  the  prospectus  carefully  before 
I  invest  or  send  money. 

Name 


OONSaVAiTVE 

SIDOC 

IWESITNG: 

Combinino 

hcome 

ftVaine 


Address 


City/State/Zip 


Invest  With  Confidence 

TRoweftlce 


EIF014004 

m 


There  is  no  guarantee  that  the  Fund  can  achieve  its  objectives. 
I  Rcwve  Price  Investment  Services,  Inc.,  Distributor 


This  ISNT  IhE  Latest 

In  IkLECOMMUMCAHONS 

ItCHNOLOGY 


^3$''%t 
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As  a  leader  in  telecommuni- 
cations and  in  the  use  of  its  latest 
technologies,  Centel  has  succeed 
ed  by  remembering  that  real 
communication  doesn't  happen 


hardware  to  hardware.  It  hap- 
pens people  to  people. 
Which  means  that  the  quality 

GENTfEL 


of  your  communication  depends 
on  the  quality  of  the  people  be- 
hind it.  And  nobody  in  telephone 
or  cellular  makes  that  connection 
better  than  Centel. 


WHERE  PEOPLE  CONNECT 

TELEPHONE- CELLULAR 

©  1991  Centel  Corporation.  For  nxxe  information,  please  write  to  Centel  Corporation,  Dept  A,  8725  Higgins  Road,  Chicago,  IL  60631. 


Do  institutional  investors  get  better  treatment  than 
retail  customers?  A  look  at  two  investment  pools 
raised  by  Trammell  Crow  suggests  they  do. 

A  tale 

of  two  fiands 


By  Howard  Rudnitsky 

If  YOU'RE  going  to  invest  in  real  es- 
tate, it's  better  to  be  a  well-heeled 
institution  than  an  individual  inves- 
tor. That,  at  any  rate,  seems  to  be  the 
lesson  that  emerges  from  a  look  at  two 
property  investment  funds  raised  in 
the  mid-1980s  by  Dallas'  Trammell 
Crow  Realty  Advisors. 

Consider  first  the  money  the  Tram- 
mell Crow  people  raised  from  institu- 
tional investors.  In  May  1986  Tram- 
mell Crow  Advisors  brought  out  the 
Trammell  Crow  Equity  Partners  I 
hand,  a  leveraged  vulture  fund  part- 
nership. Pension  flinds  like  Ameri- 
tech,  Du  Pont,  Michigan  Retirement 
Systems  plus  some  Japanese  insurance 
companies  invested  a  total  of  $196 
million  in  the  fiind,  which  invested 
mainly  in  office  buildings  in  energy- 
producing  states.  To  reassure  the  in- 
stitutions, the  Trammell  Crow  orga- 
nization put  $10  million  of  its  own 
money  into  the  fund. 

While  many  of  the  fiind's  proper- 
ties did  all  right,  unfortunately  about 
20%  of  the  fiind's  equity  was  invested 
in  One  Dallas  Centre,  a  downtown 
Dallas  office  building.  About  two 
years  after  the  advisers  bought  the 
building,  its  biggest  tenant.  First  Re- 
public Bank  of  Texas,  went  bankrupt. 
This  was  followed  by  the  dissolution 
of  Drexel  Burnham  Lambert,  another 
major  tenant.  Today,  One  Dallas 
Centre's  vacancy  rate  is  60%. 

Whereas  the  annual  return  on  the 
institutions'  equity  originally  was  pro- 
jected at  up  to  17%  at  the  end  of  12 
years,  so  far  Trammell  Crow  Equity 
Partners  I  has  rung  up  a  negative 
annual  return  of  some  1 5%,  after  man- 
agement and  other  fees. 

Say  this  for  the  Trammell  Crow 


One  Dallas  Centre 

With  60%  vacancy,  it  needs  cash. 


people:  They  are  doing  whatever  they 
can  to  avoid  alienating  their  institu- 
tional investors.  They  are  taking  mon- 
ey out  of  their  own  pockets  and  put- 
ting it  back  into  the  fiind.  Robert 
Whitman,  current  manager  of  Equity 
Partners  I,  notes  that  at  One  Dallas 
Centre  a  considerable  amount  of  fresh 
money  will  be  needed  for  tenant  reno- 
vations and  to  provide  leasing  com- 
missions to  brokers  looking  for  new 
tenants.  Whitman  knew  his  institu- 
tional investors  wouldn't  appreciate  a 
capital  call.  Solution:  "We  decided  we 
would  forgo  $6.5  million  of  manage- 
ment fees  due  us  over  the  next  three 
years,"  says  Whitman. 

Compare     this     with     Trammell 
Crow's  treatment  of  individual  inves- 


tors. In  November  1985  Goldman, 
Sachs  and  E.F.  Hutton  underwrote 
and  sold  9  million  units  of  Trammell 
Crow  Real  Estate  Investors,  a  real 
estate  investment  trust,  primarily  to 
retail  investors  at  $15  per  unit.  This 
equity,  plus  debt  sold  in  the  form  of 
$180  million  (principal  amount)  of 
12%  zero  coupon  notes  due  in  1997, 
was  used  by  the  REIT  to  purchase  18 
existing  industrial  properties  around 
the  country  and  a  shopping  center  in 
Denver. 

The  properties  purchased  by  the  REIT 
were  owned  by  Trammell  Crow  part- 
ners, and  some  of  them  were  being 
propped  up  by  temporary  rent  supports 
when  the  REIT  bought  them.  As  a 
result,  Jon  Fosheim,  partner  in  Green 
Street  Advisors,  an  institutional  real 
estate  securities  research  firm,  estimates 
that  the  Trammell  Crow  people  over- 
charged the  REIT  by  as  much  as  $25 
million  for  these  properties.  The  invest- 
ment bankers,  meanwhile,  received 
about  $13  million  in  imderwriting  fees. 
To  make  the  REIT  attractive  to  public 
investors,  the  advisers  had  to  put  a 
competitive  income  yield  on  the  units. 
When  the  issue  came  out,  its  annual 
dividend  was  $1.18  per  unit,  a  7.9% 
yield.  That  was  adequate,  but  as  it  turns 
out,  unsustainable. 

The  REIT's  rental  income  peaked  in 
1987  at  $18  million,  while  expenses 
necessary  to  keep  tenants  or  get  new 
ones  rose  by  $2  million  through 
1990.  The  dividend  has  since  been 
hacked  to  an  annual  rate  of  32  cents 
per  unit,  and  the  price  of  the  REIT's 
units  has  dropped  from  $15  apiece  to 
a  recent  $2. 

While  the  Trammell  Crow  opera- 
tion has  made  financial  concessions  to 
its  institutional  investors  in  the  Equit}' 
Partners  I,  it  is  not  doing  the  same  for 
the  2,900  individual  investors  stuck  in 
the  Trammell  Crow  Real  Estate  In- 
vestors REIT.  Since  1985  Trammell 
Crow  has  received  nearly  $8  million  in 
advisor)'  and  management  fees  from 
the  ill-starred  REIT,  and  it  continues  to 
exact  fees  at  the  rate  of  over  $  1  million 
a  year.  All  it  has  done  so  far  for 
investors  is  to  buy  in  some  of  the 
bonds  at  a  discount,  which  will  reduce 
interest  costs. 

Moral:  If  you're  going  to  put  mon- 
ey in  an  investment  pool,  you'll  prob- 
ably be  treated  nicer  if  you're  an 
institutional  investor  with  clout.    ^ 
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Alabama  goes  the  extra  mile 
for  new  industry,  so  companies 
don't  have  to  go  out  of  their 
way  to  find  the  right  workers. 
Alabama  Industrial 
Development  TYaining,  a  free 
service  of  the  state  for  industry, 
has  the  nation's  largest  Heet  of 
mobile  training  units.  Other 
services,  like  The  Bevill  Center  for  Advanced  Manufacturing 

Technology,  also  contribute  to  

a  skilled  work  force.  These 
programs  don't  just  attract 
new  business-they  help 
businesses  expand. 

AIDTraining  customizes 
programs  for  each  company, 
giving  workers  hands-on 
experience  with  the  actual 
equipment  to  be  used  in  the 
plant.  It  has  three 
strategically  located, 
specialized  training 

facilities  in  the  state.  And  when  on-site  training  is  needed, 
AIDTraining  outfits  mobile  units  to  teach  skills  from  micro- 
processor 
maintenance  to 
electronic 
assembly  The 
program  continues 
to  offer  support  as 
the  plant  expands. 
The  companies  that  use  AIDTVaining  demonstrate  its  success. 
After  one  year  of  operation,  plants  with  AIDT-trained  workers 
experience  less  than  two  percent  absenteeism,  and  less  than 
one  percent  turnover. 


Rohr  Aircraft  started  a  small  plant  in  south  Alabama  with  just 
50  workers.  The  produaivity  of  the  AIDT-trained  workers  netted 
2  5  percent  more  profit  than  Rohr's 
other  divisions,  leading  them  to 
expand  to  a  labor  force  of  500. 

General  Electric  was  the  first 
company  in  the  U.S.  to  establish  a 
chemical  plant  using  workers  with  no 
related  experience  when  they  located  a  new  plant 
near  Montgomery.  Their  trust  in  AIDTraining  paid  off.  High 

productivity  led  to  a  recent 


expansion,  making  the  plant 

Our  Aavancea  '^'  ^''^'''  ''"^'  ''P'^'' 

Mobile  Training  Program 

Recruits  Ana 

Cusioni'Irains  An 
Alabama  Labor  Force 


On  Site. 


.^i#t 


investment  GE  has  ever 
made,  almost  $1  billion. 

Several  Alabama  compa- 
nies credit  The  Bevill  Center 
for  Advanced  Manufactur- 
ing Technology  with  pro- 
viding the  expertise  and 
training  that  have  enabled 
them  to  open  new  divisions 
and  expand  into  new 
markets.  The  Center  performs  applied  research  to  help  com- 
panies improve  productivity  by  solving  manufacturing 
problems  and  redesigning  production  systems.  Employee 
training,  ranging  from  statistical  process  control  to  CAD  and 
CAM  technology  to  automated  inspection,  is  then  provided. 
In  the  four  years  since  The  Bevill  Center  began,  over  1 7,000 
people  have  participated  in  its  programs. 

Alabama  has  the  resources  to  offer  industry  a  labor  force  with 
the  productivity  levels  that  maximize  profits.  AIDTVaining  and 
The  Bevill  Center  are 
just  two  reasons 
why  Alabama  is 
worth  the  trip.  It  isn  't  wnere  you  tn ink  it  is. 


Rirmorv  inUwmaiion.  contact  the  Economic  Development  Partnership  of  Alabama:  P.O.  Box  2641,  Birmingham,  Alabama  35291-0001: 205  250-2226 
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The  bulls  beat  the  bears  in  the  1991  pick-one-stock 
tournament.  Here  are  the  stocks  our  contestants 
are  betting  on  for  1992. 

Pick  just  one 


By  Steven  Ramos  and  Warren  Midgett 


Our  1991  stock  picking  contest  came 
out  like  the  market:  The  bulls  won, 
the  bears  were  routed.  The  ten  buUish 
stock  selections  were  up  50%  over  the 
last  year  versus  just  11%  for  the  Dow 
industrials.  But  pity  the  poor  bears. 
They  lost  most  of  their  fur.  The  short 
selections  recommended  by  the  five 
bears  not  only  didn't  go  down,  they 
went  up,  gaining  30%. 

Here's  how  our  pick-just-one  con- 
test works.  If  your  pick  does  well,  you 


are  invited  back;  if  not,  not.  The  six 
bulls  who  beat  the  market  were  invit- 
ed back  again;  only  one  bear  was. 

Our  first-place  bull  is  Van  Brady,  a 
partner  in  Presidio  Management.  His 
choice  last  year,  Healthdyne,  gained 
165%.  This  year  Brady  is  defending 
his  tide  with  EMC,  a  manufacturer  of 
disk  storage  systems  for  midrange  and 
mainframe  computers.  Despite  sales 
of  $171  million  in  1990,  this  compa- 
ny seems  to  be  mostiy  overlooked  by 


The  bulls  versus  the  bears 

Name/affiliation 

Stock 

Price 

Buy  these 

Judith  Aidoo/Aidoo  Group 

IBM         WgUgf^^ 

CML  Group^H^H^K 

88% 

Alan  Bond/Bond,  Procope  Capital  Management 

29% 

Van  Brady/Presidio  Management 

EMC 

9% 

John  Granahan/Granahan  Investment  Management 

ConferTech  International 

5% 

Mariola  Haggar/Kemper  Securities  Group 

Biomet 

50% 

Nikos  Monoyios/Guardian  Life  Insurance 

Plains  Resources 

14 
23% 

Carlene  Murphy/Strong  Common  Stock  Fund 

First  Brands 

Nicholas  Reitenbach/Pinnacle  Associates 

Hong  Kong  &  China  Gas* 

VAe 

Byron  Sanders/The  Speculator 

LaserSight 

5% 

John  Shaughnessy/Advest 

Lifetime 

22% 

John  Tauer  Jr/Piper,  Jaffray  &  Hopwood 

Philip  Morris 

69% 

Joseph  Velli/Bank  of  New  York 

Medeva* 

36% 

Short  these 

Robert  Doviak  ll/Doviak  Partners 

College  Bound 

2VA 

Jonathan  Epstein/Lehman  Brothers 

Staples 

24V4 

David  Hines/Hines  Mangement 

Egghead 

\bV2 

Benjamin  Kopin/Lynx  Partners 

Sequent  Computer  Systems 

10% 

Eric  Kuby/Rodman  Advisory  Services 

Home  Depot 

eAV2 

Prices  as  of  Dec.  12,  1991.    'American  Depositary  Receipts. 

If  you  could  own  only  one  stock  in  1992,  what  should  it  be? 
Ten  Wall  Streeters,  including  two  asked  to  recommend 
foreign  stocks,  answer  that  question.  We  also  asked  five  bears 
to  recommend  overpriced  stocks  for  shorting. 


computer  analysts. 

Byron  Sanders,  editor  of  IT/^  Specu- 
lator, a  Sarasota,  Fla. -based  newslet- 
ter that  specializes  in  stocks  under 
$20,  picked  Omega  Health  Systems 
and  saw  it  go  up  133%.  This  year 
Sanders  offers  another  health  care 
stock:  LaserSight.  Sanders  says  a  new 
solid-state  laser  developed  by  this  firm 
will  supplant  the  excimer  laser  now 
being  tested  for  corneal  sculpting. 
According  to  Sanders,  the  new  laser 
will  probably  be  cheaper  and  does  not 
use  hazardous  gases. 

John  Granahan,  president  of  an 
investment  management  firm  in  Wal- 
tham,  Mass.  that  advises  Vanguard's 
Explorer  Fund,  rode  Telxon  to  a  gain 
of  75%.  This  year  Granahan  likes  Con- 
ferTech International,  a  manufactur- 
er of  sound-only  teleconferencing 
systems — much  cheaper,  says  Grana- 
han, than  the  video  alternative. 

Stephen  Timbers  did  well  with 
MBIA,  up  61%,  but  has  decided  to  quit 
the  contest  while  he's  ahead. 

John  Tauer  Jr.  from  Piper,  Jaffray 
&  Hopwood  saw  his  stock,  Philip 
Morris,  climb  36%,  and  he's  resub- 
mitting it.  "It's  a  stock  you  can  get  for 
a  very  low  multiple,  and  we  think  the 
company  can  continue  to  grow  at  20% 
a  year  for  the  next  four  or  five  years," 
Tauer  says. 

Mariola  Haggar,  a  senior  vice  presi- 
dent of  equity  research  at  Kemper 
Securities  Group,  gained  32%  with 
Baxter  International;  she's  back  with 
another  health  care  stock,  Biomet. 
This  firm  sells  orthopedic  products 
like  hip  and  knee  replacements.  Isn't 
the  stock  a  bit  steep,  at  67  times 
earnings?  Haggar's  justification:  The 
company  is  at  the  same  stage  fast- 
growing  U.S.  Surgical  was  at  three 
years  ago.  "They're  branching  out 
into  markets  for  less  invasive  surger\', 
such  as  arthroscopy,"  she  obser\es. 

Now  for  our  new  bulls.  Carlene 
Murphy,  a  comanagcr  of  the  Strong 
Common  Stock  Fund,  bets  on  First 
Brands,  the  maker  of  Glad  plastic 
bags,  Prestone  antifreeze  and  sit 
automotive  products.  First  Brands 
stock  recendy  lost  several  points  on 
news  of  an  earnings  decline.  "They 
have  earnings  power  in  excess  of  $3  a 
share,  and  you're  getting  it  for  $24," 
she  says.  "The  bad  news  is  out." 

With  similar  reasoning,  Judith  Ai- 
doo,  an  investment  banker  in  New 
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York  City,  picks  ibm.  "In  looking  at 
IBM's  strong  products,  excellent  ser- 
vice and  marketing,  one  can  clearly 
see  that  the  market  has  overreacted  by 
\'aluing  this  stock  at  roughly  tw^o- 
thirds  its  52-w^eek  high,"  she  says. 

John  Shaughnessy,  director  of  re- 
search at  Advest,  picks  Lifetime 
Corp.,  a  provider  of  home  health  care 
services.  Reason:  "It's  in  a  very  attrac- 
tive market,  and  the  company  should 
grow  by  about  20%  a  year  for  the  next 
five  years." 

Alan  Bond,  chief  investment  officer 
of  Bond,  Procope  Capital  Manage- 
ment, chooses  CML  Group,  maker 
of  NordicTrack  exercise  machines. 
Don't  worry  about  a  slow  1991  holi- 
day season  here,  he  says:  Plenty  of 
spouses  will  decide  that  exercise  is  just 
what  their  mates  need. 

Nikos  Monoyios,  vice  president  of 


some  generic  drugs  and  buys  the  pat- 
ents and  manufactures  drugs  devel- 
oped by  other  firms. 

The  only  short-seller  we  invited 


The  bears  lost 

Name/affiliation 
Hot  bulls 


Stock 


equity  securities  at  Guardian  Life  Insur-     back  for  another  round  was  Benjamin 
ance,  oflfers  Plains  Resources,  an  oil  and     Kopin,  now  with  Lynx  Partners,  a 
gas  producer  that  is  losing  money  but     short- selling  fiind  based  in  Chicago, 
finding  oil.  Monoyios  says 
the  stock  has  been  depressed 
by  a  Louisiana  oil  well  that 
was  troubled  by  a  loss  of 
pressure.  He  thinks  the  prob- 
lem is  manageable,  and  the 
stock  could  easily  recover  to 
its  previous  high  of  30%,  he 
says;  that  would  be  a  double. 

Both  of  the  two  foreign 
«tocks  recommended  last 
year  beat  the  benchmark,  a 
Morgan  Stanley  index  of 
non-U.S.  stocks.  The  best 
performer  was  bsn,  a 
French  food  manufacturer, 
selected  by  Nicholas  Rei- 
tenbach,  now  director  of 
international  investment 
for  Pinnacle  Associates,  bsn 
gained  14%,  or  more  than 
twice  as  much  as  Bank  for 
International  Setdements. 
This  time  Reitenbach  rec- 
ommends a  utility.  Hong 
Kong  &  China  Gas,  avail- 
able as  American  Deposi- 
tary Receipts.  The  stock 
sells  at  15  times  what  Rei- 
tenbach expects  for  1991 
earnings. 

Newcomer  Joseph  Velli, 
a  senior  vice  president  at 
the  Bank  of  New  York,  se- 
lects Medeva,  a  British 
drugmaker.  Medeva  makes 


%  change 


Van  Brady/Presidio  Management 

Healthdyne 

165% 

Byron  Sanders/The  Speculator 

Omega  Health  Systems 

133 

John  Granahan/Granahan  Investment  Mgmt 

Telxon 

75 

Stephen  Timbers/Kemper  Financial  Svcs 

MBIA 

61 

John  Tauer  Jr/Piper,  Jaffray  &  Hopwood 

Ptiilip  Morris 

36 

Marioia  Haggar/Kemper  Securites  Group 

Baxter  IntI 

32 

Dwight  Pike/Knights  of  Columbus 

Avery  Dennison 

7 

Thomas  Bailey/Janus  Capital 

Mid-American  Waste  Sys 

2  ^ 

Brenda  Lee  Landry/Morgan  Stanley 

Procter  &  Gamble 

'^Bl 

Steven  Neamtz/lnvestment  Trust  of  Boston  Fund 

Blockbuster  Ent 

-9 

Nicholas  Reitenbach/Pinnacle  Associates 

BSN* 

14 

Jean-Marie  Eveillard  /SoGen  International  Fund 

Bank  for  IntI  Settlements 

6 

Cold  bears 


Benjamin  Kopin/Lynx  Partners 

Wells  Fargo  Bank 

7 

Joseph  Barthel/Hopper  Soliday 

Marriott 

13 

Michael  Murphy/Overpriced  Stock  Service 

Chase  Manhattan 

35 

Alan  Gains/Gaines,  Berland 

Panhandle  Eastern 

43 

Malcolm  Lowenthai/Wertheim  Schroder 

McDonnell  Douglas 

53 

Closing  prices  as  of  Dec.  12, 1991.    *American  Depositary  Receipts. 


Short-sale  recommendations  are  supposed  to 
go  down,  but  in  last  year's  bull  market 
the  five  bears  above  gained  an  average  30%. 
The  bulls  were  up  50%;  the  Dow,  11%. 


Kopin's  short  pick.  Wells  Fargo,  eked 
out  a  gain  but  underperformed  the 
market.  This  time  Kopin  dumps  on 
Sequent  Computer  Systems,  which 
makes  parallel-processor  computers 
for  transaction  processing.  "It's  a 
high-cost  producer  getting  squeezed 
from  both  ends  of  the  market,"  he 
says — supercomputers  from  Cray  Re- 
search and  others  at  one  end  and 
workstations  from  Sun  Microsystems 
and  others  at  the  low  end. 

Jonathan  Epstein,  an  associate  at 
Lehman  Brothers,  is  one  of  our  four 
new  bears.  Epstein  is  knocking  office 
supply  chain  Staples,  trading  at  an 
exuberant  173  times  latest  12-month 
earnings,  even  as  it  confronts  a  flood 
of  imitators. 

David  Hines,  a  money  manager  in 
Conway,  Ark.,  comes  in  with  a  third 
candidate  for  disaster  in  computers: 
Egghead,  a  retailer  of  PC  software. 
"Egghead  is  like  the  mom-and-pop 
dime  store.  With  the  Wal- Marts  of  the 
computer  industry  coming 
^■^^  in,  they  just  will  not  be  able 
to  compete,"  says  Hines. 

Eric  Kuby,  chief  invest- 
ment officer  of  Rodman 
Advisory  Services,  is  bearish 
on  Home  Depot,  recendy 
trading  at  58  times  trailing 
earnings.  "People  have 
gotten  carried  away  with 
this  company's  growth 
prospects,"  says  Kuby.  "At 
its  current  price,  the  market 
is  valuing  Home  Depot  at 
just  over  $60  million  per 
store,  a  figure  that  just 
seems  unreasonable." 

Robert  Doviak  11,  with 
Dallas-based  Doviak  Part- 
ners, recommends  shorting 
College  Bound,  a  firm  that 
offers  test  preparation  class- 
es to  high  school  and  col- 
lege students.  This  is  quite 
some  stock,  having  climbed 
1 1 ,200%  in  just  two  years. 
Current  market  valuation: 
$200  million — this  for  a 
company  with  $23  million 
in  sales  in  its  last  fiscal  year. 
Doviak  says  he's  uncom- 
fortable with  the  compa- 
ny's reported  numbers.  "It 
is  only  a  matter  of  time 
before  this  bomb 

explodes,"  he  says.         ^ 
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COULD  YOUR  HEART  BENEFIT  FRG  E 


Thanks  to  the  miracle  of  modern  technology,  it's 
now  possible  to  pump  new  life  into  your  driving 
experience.  With  the  Acura  Legend  Coupe. 

While  the  Legend  Coupe  offers  a  number  of 
innovations  throughout,  its  ability  to  increase  your 
pulse,  not  to  mention  your  appetite  for  the  road, 
comes  mainly  from  its  3.2-liter,  24-valve  V-6.  A 


power  plant  that  was  modeled  after  the  engines  th 
have  helped  us  to  win  five  straight  Formula  Oi 
Constmctors'  World  Championships. 

In  other  words,  an  engine  that's  very  efficie 
very  powerful,  and  as  a  result  of  these  qualities,  ve 
capable  when  it  comes  to  propelling  you  forward. 

Its  impressix  e  hoi^sepower  and  torque  come  frc 


10 


€  USE  OF  ANOTHER  24  VALVES? 


s  four-valve-per-cylinder  design,  Programmed  Fuel 
ijection  and  a  Variable  Induction  System  that  ensures 
lenty  of  acceleration  at  both  low  and  high  speeds. 
Jid  to  make  sure  this  abundance  of  high-perform- 
nce  technology  isn't  burdened  by  an  overabundance 
f  weight,  the  Coupe  engine  makes  great  use  of  light- 
^tight  aluminum  alloy,  which  not  only  improves 


the  Coupe's  throttle  response,  but  also  its  handling. 

Visit  your  Acura  dealer  to  test  the  performance 
of  the  Legend  Coupe  engine,  and  the  equally  advanced 
engineering  that  accompanies  it.  Driving-wise,  it 
should  improve  your  condition  dramatically.  Call 

l-800-TO-ACURAfor^^^LIRA 
more  mrormation.     VLj/ PREasiON  crafted  performance 
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EDITED  BY  JOSHUA  LEVINE 


Put  away  those  ballpoints!  It's  time  to  get  serious  about 
what  you  write  with.  How  about  a  $345  fountain  pen? 


Pen  wars 


Whenever  Harold  Rosenberg  goes 
anywhere,  he  tucks  two  Waterman 
pens  into  his  jacket  pocket.  One  is  to 
write  with,  the  other  to  give  away. 
Which  is  what  tlie  Waterman  sales  vice 
president  did  when  he  bumped  into 
Barbara  Walters  signing  autographs 
with  (gasp)  an  ordinary  ballpoint  at  a 
Barry  Manilow  concert.  Ditto  boxer 
George  Foreman  and  artist  Leroy 
Neiman. 

Never  mind  that  none  of  these 
luminaries  is  noted  for  prose  style.  In  a 
world  where  fancy  fountain  pens  are 
revere ndy  referred  to  as  "writing  in- 
struments," getting  your  pen  into  any 
prestigious  signing  hand  counts  for 
plenty.  "We  probably  give  hundreds 
of  pens  away  every  year,"  says  Rosen- 
berg. So  do  Montblanc  and  Parker. 

This  year,  expect  to  see  a  lot  of 
writing  instruments  changing  hands. 
The  fountain  pen  market  is  hot,  and 
promises  to  get  hotter.  Like  wearing  a 
prestige  watch,  carrying  and  publicly 
wielding  a  prestige  fountain  pen  has 
become  an   "in"  thing.  Wholesale 


sales  rose  16%  last  year  to  $79  mil- 
lion— roughly  double  what  they  were 
in  1986. 

The  reemergence  of  fountain  pens 
as  "power  batons,"  as  they  are  some- 
times called,  is  a  relatively  new  phe- 
nomenon. After  World  War  11,  ball- 
point pens  swept  fountain  pens  from 
the  marketplace.  Until  the  mid- 
1980s,  fountain  pens  were  viewed  as 
the  dinosaurs  of  the  pen  world — 
leaky,  cumbersome  and  requiring  fre- 
quent refilling. 

But  in  a  society  where  people  search 
for  subde  ways  to  show  their  taste  and 
distinguish  themselves  from  the  un- 
washed, fountain  pens  have  made  a 
comeback.  Also,  pen  technology  has 
improved.  No  longer  is  it  necessary  to 
deal  with  ink  botties  and  messy  refill- 
ing; just  replace  the  cartridge  when 
you  run  out  of  ink. 

"If  you  have  to  wear  a  blue  suit 
every  day,  what  are  you  going  to  do?" 
says  Jac  Zagoory,  who  owns  the  fancy 
Rebecca  Moss  pen  store  in  New  York. 
"In  the  Eighties  you  bought  a  watch. 


Now  you  buy  a  fountain  pen.  The  last 
thing  you  want  to  do  when  you  walk 
into  a  boardroom  is  click  your  ball- 
point. Clicking  is  out." 

What's  in  is  taking  your  time:  care- 
fully unscrewing  the  cap  and  putting 
it  on  the  end  of  the  pen  before  you 
start  writing.  "People  have  to  wait  for 
you,"  says  Zagoory.  Indeed,  in  the 
1990s  fountain  pens  offer  a  beguiling 
combination  of  homespun  utility, 
quiet  glamour  and  fashionable  nostal- 
gia. They  are  status  symbols  to  be 
sure,  but  they  suggest  sobriety  and 
sound  judgment  rather  than  fast-lane 
thrills  and  easy  money. 

"Once  upon  a  time,  it  was  fashion- 
able to  send  typewritten  notes — it 
meant  you  could  afford  a  secretary," 
adds  William  Brown,  general  manag- 
er of  Montblanc.  "Now  handwritten 
notes  stand  out — it  means  you  didn't 
select  form  letter  number  six  from  the 
word  processor." 

Not  surprisingly,  penmakers  are 
capitalizing  on  the  trend  by  bringing 
out  expensive,  top -of- the -line  mod- 
els. A.T.  Cross,  long  known  for  its 
prestigious  ballpoints,  is  breaking 
into  the  swankiest  part  of  the  fountain 
pen  market  with  its  Signature  line 
($250  and  up).  Its  ads  capitalize  on 
the  nostalgia  factor,  featuring  a  paean 
to  the  childhood  friendship  of  two 
business  partners — "My  friend,  the 
bookworm  from  Hoboken,"  reads 
the  headline. 

Waterman's  advertisements  are  apt 
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Photos  commissioned  by  Montblanc  to  celebrate  its  "writing  instruments" 

What  fancy  watches  were  to  the  Eighties,  fountain  pens  may  be  to  the  Nineties. 
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The  pen  is  mightier  than  the  sword 
and  some  pens  are  mightier  than  others. 
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to  be  similarly  emotional.  A  young 
man  writes  to  his  mentor  in  stolid 
script:  "For  teaching  me  the  differ- 
ence between  arrogance  and  self- 
confidence  .  .  .  I'm  giving  you  a 
Waterman." 

None  of  this  comes  cheap,  of 
course.  Parker  spent  $4.4  million  on 
advertising  in  1990,  while  Mont- 
bianc,  Waterman  and  Cross  spent 
roughly  $2.5  million  each. 

Parker  Pen  goes  heavy  on  history. 
Its  ad  for  the  Duofold,  a  replica  of  its 
classic  1920s  model,  uses  news  pho- 
fos  showing  Dwight  Eisenhower  and 
Douglas  MacArthur  using  Parker 
fountain  pens  to  sign  the  German  and 
Japanese  surrender  documents.  Par- 
ker's longstanding  ties  to  the  White 
House  and  the  State  Department  date 
back  to  the  Spanish-American  War — 
concluded  with  a  Parker — and  give  it 
a  virtual  lock  on  the  treaty  business. 
That  carries  an  awfijl  lot  of  weight 
with  pen  fanciers. 

"We  tried  to  get  into  the  govern- 
ment, but  Parker's  got  them  all  signed 
up,"  complains  Russell  Boss,  presi- 
dent and  chief  operating  officer  of 
Cross.  Cross  gets  involved  with  busi- 
ness seminars  so  that  it  can  get  its 
writing  instruments  into  the  hands  of 
chief  executives,  if  not  commanders  in 
chief  "We  figure  that  everyone  will 
want  to  use  what  the  boss  is  using," 
says  Boss. 

The  leader  in  the  upper  reaches  of 
the  pen  market  right  now  is  Mont- 
blanc,  which  is  estimated  to  sell  about 
half  of  all  pens  costing  more  than 
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$100.  Its  classic  ball  pen  costs  $125, 
but  in  the  corridors  of  power,  Mont- 
blanc's  hefty  black  Meisterstiick  mod- 
el 149 — which  sells  for  a  hefty  $345 — 
is  the  biggest  stick. 

Among  the  German  company's 
promotional  gimmicks:  a  road  show 
that  sets  up  in  cities  and  invites  all 
comers  to  pen  a  sentence  in  what 
Montblanc  is  calling  the  Great  Ameri- 
can Novel — with  a  Montblanc  pen,  of 
course.  The  company  is  also  running 
an  exhibit,  at  the  Art  Directors  Club 
in  Manhattan,  of  arty  photos  of  the 
Montblanc  pen  by  celebrated  pho- 
tographers. And  it  has  teamed  up  with 
the  renowned  French  crystal  manu- 
facturer Lalique  to  produce  a  $3,000 
desk  set. 

Montblanc  doesn't  really  expect  to 


Ads  for  Parker, 
Waterman  and  Cross 
To  push  their  pens, 
manufacturers  draw  heavily 
on  eternal  verities  like  friend- 
ship and  peacemaking. 


sell  very  many  of  the  Laliques — only 
1,000  desk  sets  are  even  available  in 
the  U.S. — but  they  confer  an  aura  of 
opulence  on  the  entire  Montblanc 
line,  even  its  cheaper  ballpoints. 
Montblanc's  estimated  50%  share  of 
the  prestige  pen  market  leaves  it  with  a 
comfortable  lead  over  second- place 
Parker,  which  has  around  a  25%  share. 

With  sales  booming,  so  are  expecta- 
tions. Montblanc  estimates  that  only 
10%  of  households  with  income  over 
$50,000  use  a  fountain  pen  every  day, 
and  fountain  pens  still  account  for  less 
than  5%  of  all  pen  and  mechanical 
pencil  sales.  "The  real  thrust  is  getting 
people  to  try  writing  with  a  fountain 
pen  for  the  first  time,"  says  Mont- 
blanc's Brown. 

Once  hooked,  says  pen  dealer  Za- 
goory,  people  can  go  through  as  many 
as  eight  pens  a  year,  buying  different 
ones  for  different  wardrobes  or  for 
signing  different  documents.  If  you 
get  the  habit  as  bad  as  Donald  Drap- 
kin  has  it,  the  sky's  the  limit.  The 
Revlon  Group  vice  chairman  recendy 
bought  a  custom-made  wood  foun- 
tain pen  with  gold  filigree  and  a  sap- 
phire cabochon — the  finial  on  top  of 
the  pen's  cap.  Cost:  $4,500. 

Okay,  so  maybe  the  1990s  aren't  all 
that  austere.  -J.L.  ^M 
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When  is  a  gamble  not  a  gamble?  When  it  is  riskier 
not  to  take  it  than  to  take  it.  That's  why  Circon  ran 
deep  into  debt  to  swallow  a  company  four  times  its  size, 


Bettins 
the£i4 


By  James  Cook 

It  WASN'T  a  big  acquisition  as  acquisi- 
tions went  in  1986,  but  when  Santa 
Barbara's  Circon  Corp.  acquired  the 
ACMi  division  of  American  Hospital 
Supply  Corp.,  Circon's  boss,  Richard 
A.  Auhll,  was  betting  the  company.  If 
he  won  the  bet,  Circon  was  almost 
certain  to  boom.  If  it  didn't,  good- 
bye Circon. 

This  wasn't  a  case  of  betting  opm — 
other  people's  money.  Auhll  owned 
28%  of  the  company  and  had  lent 
Circon  $2  million  of  his  own  money 
to  do  the  ACMI  deal. 

An  aerospace  engineer  and  Har- 
vard M.B.A.  by  training,  Auhll,  50, 
had  settied  in  at  Circon,  then  a  subsid- 
iary of  Applied  Magnetics,  in  1969. 
But  wanting  to  run  his  own  show,  he 
engineered  a  leveraged  buyout  of  Cir- 
con in  1977  and  took  the  company 
public  in  1983.  Circon  started  out 
making  circuit  board  components, 
but  one  thing  led  to  another,  and 
Auhll  began  branching  out  into  min- 
iature electronic  tools,  miniature  sur- 
gical instruments  and  finally  into  the 
miniature  color  video  cameras  that 
became  the  bedrock  of  the  company. 

Circon's  video  cameras  were  used 
in  conjunction  with  endoscopes — tu- 
bular optical  devices  that,  inserted 
into  the  natural  orifices  of  the  body  or 
into  small  Vi-inch  or  Vs-inch  incisions, 
enable  a  doctor  to  examine  the  interi- 
or of  the  body  for  diagnostic  or  surgi- 
cal purposes.  High-intensity  light  is 
fijnneled  down  this  tube,  and  micro- 
scope-style optical  lenses  carr^'  the 
image  back  to  a  television  monitor. 
With  the  use  of  an  endoscope,  a  sur- 
geon can  operate  within  the  body 
without  having  to  cut  through  the 
abdominal  muscles  to  take  out  a  gall 


bladder  or  without  removing  a  rib  to 
work  on  a  lung. 

For  some  years,  Circon  lacked  any 
direct  sales  force.  Its  products  were 
distributed  by  other  manufacturers 
like  Germany's  Karl  Storz-Endoskop 
Beteiligungsgesellschaft  and  Bristol- 
Myers  Squibb's  Zimmer  division,  ei- 
ther as  products  in  themselves  or  as 
part  of  endoscopic  systems.  By  the 
mid-Eighties  Auhll  realized  that  if 
Circon  was  going  to  go  anywhere  it 
would  have  to  handle  its  own  distri- 
bution and  move  into  endoscope 
manufacturing  itself  In  1985  Auhll 
set  up  his  own  sales  organization  and 
in  1986  acquired  acmi,  the  leading 
maker  of  urological  endoscopes. 

"It  was  a  major  strategic  move," 
Auhll  says,  "acmi  had  the  market 
share,  the  technology,  the  manufac- 
turing resources,  the  customer  base. 
We  knew  we'd  have  a  gem." 

But  a  somewhat  flawed  gem.  acmi 
was  four  times  Circon's  size,  and  its 
product  line  was  rapidly  growing  ob- 
solete. The  company  was  losing  $5.3 
million  a  year.  No  matter.  Auhll 
plunged  ahead. 

He  paid  $28.5  million  for  ACMI, 
half  of  it  borrowed,  and  that  added 
$2.5  million  a  year  in  interest  charges 
to  ACMi's  existing  losses. 

Auhll's  original  plan  was  to  replace 
all  that  debt  with  equity,  but  the 
market  turned  sour,  and  Auhll  had  to 
settle  for  $9  million  in  convertible 
debentures — meaning  he  was  still 
saddled  with  hea\7  interest  costs.  He 
says:  "We  had  this  800-pound  gorilla 
on  our  back  and  we  had  to  carry  it  for 
five  years." 

But  this  was  no  wild  gamble.  Auhll 
was  betting  on  what  he  was  certain 


President 
Richard  Auhll 
at  Circon  Corp.'s 
Stamford,  Conn, 
surgical  instrument 
factory 

Circon  gambled 
that  one  day 
all  surgery  was 
going  to  be 
performed  with 
endoscopes. 


would  happen:  "We  believed  that 
sooner  or  later  all  surger\'  would  be 
performed  using  endoscopes,  and 
that  was  why  we  were  vxilling  to  bet 
the  farm.  At  the  time." 

Certainly  the  gadgets  had  a  lot 
going  for  them.  A  conventional  gall 
bladder  operation  might  cost 
$10,000  and  more,  and  require  five  to 
eight  days  in  the  hospital  and  six 
weeks  for  fiill  recovery.  But  \\  ith  mini- 
mally invasive  surgen*-,  such  an  opera- 
tion might  cost  $5,000,  cut  the  hospi- 
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tal  stay  to  24  hours  and  get  the  patient 
back  to  work  within  three  days.  Older 
surgeons  didn't  take  to  operating  by 
television  any  more  than  other  old- 
sters took  to  using  computers,  but 
dieir  patients  did,  and  their  demands 
have  launched  what  Auhll  calls  a 
megatrend. 

Such  surgery  has  been  the  norm  for 
decades  in  operating  on  joints,  like 
athletes'  knees,  and  so,  increasingly, 
have  urological  procedures  involving 
prostates,  bladders  and  kidneys.  To- 


day minimally  invasive  surgical  tech- 
niques are  taking  over  everywhere — 
in  the  abdominal  region  in  everything 
from  colon  cancer  to  gall  bladders,  as 
an  alternative  to  a  hysterectomy,  in 
which  case  the  surgeon  cauterizes  the 
uterus  without  removing  it,  and  even 
within  the  rib  cage  for  lung  surgery. 
"It's  all  happening  simultaneously," 
Auhll  says. 

According  to  Needham  &  Co.  ana- 
lyst Samuel  Navarro,  the  market  for 
endoscopic  equipment  and  accesso- 


ries should  nearly  double,  to  $1.3 
billion,  between  now  and  1994. 

That's  now.  But  Auhll's  bet  didn't 
look  so  certain  of  payback  in  the 
1980s.  In  three  years  Circon  piled  up 
over  $4  million  in  net  losses  while 
Auhll  reengineered  75%  of  ACMl's  ag- 
ing product  line. 

Auhll's  shrewd  gamble  paid  off.  In 
1989  Circon  finally  broke  into  the 
black.  So  far  in  1991,  nine  months' 
earnings  are  up  53%  on  a  37%  increase 
in  sales,  and  Auhll  has  no  doubt  that 
sales  for  the  full  year  will  hit  $68 
million,  up  from  nearly  $50  million 
two  years  ago,  $21  million  at  the  time 
of  the  merger  in  1986.  This  year 
earnings  will  probably  hit  $3.5  mil- 
lion, roughly  50  cents  a  share,  up 
from  the  6  cents  Circon  earned  in 
1989.  Auhll  thinks  the  company's 
business  is  now  growing  around  30% 
annually.  The  stock  recently  sold  at 
around  27,  making  Auhll's  stake 
worth  $40  million. 

As  the  business  turned  rapidly 
around,  Auhll  set  about  putting  the 
company's  financial  house  in  order. 
In  April  1990  he  was  able  to  redeem 
that  $9  million  in  convertible  deben- 
tures through  a  refinancing,  since  the 
stock  sold  below  the  conversion  price 
at  the  time.  Last  lune  he  sold  1  million 
shares  of  common  at  16  and  retired 
virtually  all  of  Circon's  debt.  Last 
month  he  sold  another  1  million 
shares  at  25  to  provide  seed  money  for 
the  acquisitions  and  startups  Auhll 
feels  Circon  needs  to  round  out  its 
product  line. 

Richard  Auhll  isn't  relaxing — nor 
can  he.  Medical  technology  is  chang- 
ing, and  alternative  techniques  both 
surgical  and  pharmaceutical  could 
again  transform  the  market.  But  Auhll 
is  determined  to  be  ready  if  change 
occurs.  He  has  committed  a  good 
10%  of  sales — twice  the  industry  aver- 
age— to  research  and  development. 

Of  that  1986  merger,  he  now 
muses:  "How  did  I  have  the  nerve  to 
do  that.>"  But  then  he  answers  his  own 
question:  "I  tiy  to  run  the  company 
the  same  way  I  play  chess.  I  don't 
necessarily  predict  every  move  my  op- 
ponent's going  to  make.  Instead  I  try 
to  build  a  strategic  position  that  will 
protect  me  against  the  negative  things 
that  come  down."  Put  in  those  terms, 
it  would  have  been  riskier  not  to  take 
that  1986  gamble  than  to  take  it.  ^ 
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By  Steve  Kichen 

Iean,  mean,  smart.  Qualities  of  the  21  companies 
profiled  in  our  44th  Annual  Report  on  American 
i  Industry.  Not  only  are  these  firms  setting  the 
I  pace  for  their  industries  in  the  midst  of  an 
economic  slump,  but  they're  well  positioned  to  prosper 
once  recovery  kicks  in. 

Their  stories  are  instructive  in  an  otherwise  sobering 
report  of  how  corporate  America  is  coping  with  the  weak 
economy.  Companies  big  and  small  are  slashing  employ- 
ment. Defense  contractors  face  an  uncertain  fijture.  Ener- 
gy companies  face  depressed  prices.  The  capital  goods 
business  is  still  weak.  The  airline  industry  remains  in  a 
tailspin.  Consumers  just  aren't  spending.  Not  even  the 
lowest  mortgage  rates  in  15  years  have  revived  housing. 

Yet — as  always — there  were  companies  that  coped  well 
with  adversity.  Forbes  has  identified  one  standout  in  each 
of  the  21  industries  covered  in  this  survey.  How  did  we 
pick  them?  Forbes  statisticians  screened  more  than  1,000 
companies  to  sort  out  those  with  the  highest  profits  per 
employee,  the  highest  sales  per  employee,  the  best  return 
on  equity  and  the  lowest  debt  levels. 

Using  these  lists  as  guidelines,  Forbes  writers  then 
applied  some  subjective  criteria  to  come  up  with  a  more 
well-rounded  measure  of  efficient  operation:  Does  the 
company  really  understand  what  its  customers  want  and 
need?  Is  it  getting  the  most  out  of  its  employees — not  just 
in  terms  of  productivity  but  in  carrying  out  creative 
organizational  changes  to  make  decision  making  more 
decentralized.  Finally,  does  the  company  execute  what  it 
sets  out  to  do? 

Some  standouts:  King  World  Productions,  the  leading 

distributor  of  first-run  syndication  television.  It  has  fewer 

than  500  employees  but  earned  nearly  as  much  last  year  as 

y^t  ABC  television  network.  Jacobs  Engineering,  a  con- 

^    struction  company  with  a  staggering  23%  return  on  equity. 
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thrives  on  a  "faster,  better,  cheaper"  quality  improvement 
program  that  sets  minimum  standards  for  every  job.  Then 
there  is  the  sage  advice  from  Joseph  Williams,  chairman  of 
Williams  Cos.,  which  in  recent  years  has  jettisoned  some 
businesses  it  had  been  in  for  years.  "Never  fall  in  love  with 
your  assets,"  he  says. "If  you  do,  you're  a  goner." 

There  wasn't  much  to  love  last  year  when  it  came  to 
corporate  performance.  Latest  12-month  sales  growth  for 
the  median  firm  in  this  survey  fell  to  3.7%,  compared  with 
6.6%  one  year  earlier.  That  barely  kept  pace  with  inflation. 
The  bottom  line  was  this:  Big  corporate  America  had  no 
real  growth  last  year.  Profits?  Even  worse.  The  median  12- 
month  return  on  equity  figure  fell  fi-om  12.1%  to  9.9%. 

Day  after  day,  the  newspapers  chronicled  the  inexitable 
consequences.  IBM  shed  10,000  workers  and  planned  to 
cut  another  20,000  this  year,  gm  is  expected  to  announce  a 
new  round  of  multibillion-dollar  writeoffs  and  plant  clos- 
ings. Late  in  1991  Pan  Am  and  Midway  shut  down  and 
another  12,500  people  lost  their  jobs. 

It's  hard  to  detect  a  silver  lining  in  these  black  clouds, 
but  there  is  one:  In  the  1981-82  recession,  drastic  cut- 
backs in  employment  and  factor^'  closings  helped  create  a 
leaner,  smarter,  more  efficient  corporate  sector.  When  the 
economy  recovered,  profits  came  roaring  back.  There  is 
every  reason  to  expect  that  the  process  will  repeat  in  the 
early  1990s. 

In  these  days  of  global  business,  it  is  getting  harder  and 
harder  to  draw  a  clear  line  between  U.S.  and  foreign 
companies.  This  year  we  added  another  15  international 
giants.  For  example,  we  list  Honda  as  the  most  efficient 
"American"  carmaker.  No,  this  isn't  a  mistake.  Half  of 
Honda's  $35  billion  in  sales  comes  from  the  U.S.;  14,300 
Americans  work  here  for  Honda,  assembling  450,000  cars 
a  year.  And  Honda's  Accord  is  the  bestselling  car  in 
America.  Welcome  to  the  global  economy. 
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^ow  we  calculate  the  results 


Company 


Profitability 


Return  on  equity 


5-year 
average 

% 


latest 

12mos 
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Return  on 

capital 

latest 

12  mos 
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Debt/ 

capital 
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Growtii 


Sales 


5-year 

average 

% 
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Earnings  per  share 


5-year 

average 

% 


latest 
12  mos 
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Sales 


latest 

12  mos 

$mil 


Net 
income 


latest  . 

12  mos 

$mil 


Profit 


latest 
12  mos 

% 


Profitability 


Return  on  equity  is  calculated  by  taking  primary  earnings 
5er  share  and  dividing  it  by  common  shareholders'  equity 
^t  the  beginning  of  the  year.  Forbes  calculates  common 
hareholders'  equity  by  assuming  the  conversion  of  all 
:onvertible  preferred  stock.  For  nonconvertible  preferred 
tock,  their  liquidation  value  is  subtracted  from  total 
equity. 

Net  income  and  earnings  per  share  include  gains  or 
osses  from  discontinued  operations  but  exclude  extraor- 
dinary items. 

Five-year  average  return  on  equity  is  calculated  with  a 
modified  version  of  the  sum-of-the-years  digits  method. 
"This  technique  attaches  a  greater  importance  to  the  most 
recent  results.  Negative  earnings  are  included  in  the 
calculation — provided  the  company  has  positive  equity  for 
the  period  in  question.  Companies  are  penalized  for  years 
in  which  they  have  a  negative  equity.  If  a  company  shows 
return  on  equity  exceeding  100%  in  a  given  year,  our 
computers  automatically  scale  back  this  value  to  100%. 

For  return  on  capital,  we  divide  a  firm's  total  capitaliza- 
tion into  the  sum  of  these  three  items:  aftertax  profits,  the 
amount  remaining  if  the  interest  paid  on  long-term  debt 
were  taxed,  and  minority  interest.  Most  companies  (ex- 
cluding electrical  utilities)  do  not  report  interest  expense 
on  long-term  debt.  In  these  cases  Forbes  estimates  this 
figure  for  the  latest  12 -month  reporting  period.  We 
assume  a  34%  corporate  tax  rate  to  compute  the  tax  break 
derived  from  the  interest  expense.  We  define  total  capital- 
ization as  the  sum  of  long-term  debt,  common  and 
preferred  equity,  deferred  taxes  arising  from  depreciation 
accounting,  investment  tax  credits  and  minority  interest  in 
consolidated  subsidiaries. 


years,  not  just  between  the  first  and  last  year. 

The  least-squares  equation  has  one  major  limitation:  It 
does  not  work  with  negative  values.  If  earnings  were 
negative  at  the  start  of  the  period,  we  calculated  the 
growth  rate  for  a  shorter  period,  beginning  with  the  first 
positive  year.  If  a  company  lost  money  during  one  year  in 
the  middle  of  the  measuring  period,  we  dropped  the  year 
from  our  calculation  and  measured  the  growth  rate  over 
the  remaining  positive  periods.  Our  assumption:  that  a 
brief  loss  should  not  dictate  the  direction  of  a  company's 
long-term  performance.  However,  if  the  company  lost 
money  in  more  than  one  year,  a  five-year  growth  rate  is  not 
calculated  and  the  result  is  listed  as  not  meaningful  (nm). 

We  also  had  our  computer  check  all  growth  rates  with  a 
comparison  measurement  to  see  if  the  earnings  pattern 
made  sense.  Here's  an  exaggerated  example:  Over  a  four- 
year  period  a  firm  earned  $10, 25  cents,  $18  and  50  cents  a 
share.  The  resulting  growth  rate, -37.6%,  does  a  miserable 
job  of  describing  the  year-to-year  change  in  the  company's 
earnings.  For  such  companies  with  wildly  fluctuating 
profits,  we  marked  the  growth  rates  as  not  meaningftil. 


Time  periods 


The  five-year  growth  rates  shown  in  this  issue  require  six 
years'  worth  of  data.  These  rates  are  based  on  latest  fiscal 
year-end  results.  If  a  growth  rate  covers  a  period  of  less 
than  five  years,  we  marked  it  with  a  footnote.  When  the 
range  of  available  data  is  less  than  four  years,  the  growth 
rate  is  marked  as  not  available  (na). 

Latest  12 -month  comparisons  are  between  the  most 
recent  four  quarters  and  the  same  four  quarters  in  the 
previous  year.  Sales,  net  income  and  profit  margins  are 
measured  over  the  latest  12  months.  Debt  as  a  percentage 
of  total  capital  is  based  on  the  latest  balance  sheet. 


Growth  rates 


We  use  the  least-squares  method  to  calculate  sales  and 
earnings  growth  rates.  This  equation  adjusts  for  sharp 
fluctuations  and  comes  up  with  a  result  that  closely  reflects 
the  average  rate  of  growth.  Example:  During  a  four-year 
period  a  company's  earnings  go  from  50  cents  to  $1.25, 
then  to  $2.50  and  finally  $2.75  in  the  last  year.  That's  a 
150%  jump  from  the  first  year  to  the  second  year,  100%  in 
the  third,  and  10%  in  the  fourth  year.  Least  squares  says 
that,  on  average,  earnings  grew  by  78.7%  (0.50  x  1.787  x 
1.787  x  1.787).  If  you  try  to  perform  this  calculation 
yourself,  you  will  come  up  with  $2.85  rather  than  $2.75  in 
the  final  year.  That's  because  the  regression  equation  finds 
an  answer  that  best  fits  the  year-to-year  change  for  all  four 
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Forbes  defines  sales  as  net  sales  plus  other  operating 
revenue.  Bank  revenues  consist  of  total  interest  income 
plus  other  income.  For  insurance  companies,  sales  include 
premium  income  plus  net  investment  and  other  income. 
Debt  as  a  percentage  of  capital  measures  long-term  debt, 
including  capitalized  leases,  divided  by  total  capitalization. 
We  calculate  medians  by  listing  the  companies  in  rank 
order  and  selecting  the  middle  company's  value.  When 
there  is  an  even  number  of  companies,  we  arrive  at  the 
median  by  averaging  the  data  on  the  two  middle  firms.  The 
all-industry  median  is  calculated  by  taking  the  median  of 
21  individual  industry  medians.  Companies  marked  with 
an  NA  are  excluded  from  our  median  calculations.         !■ 
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Preparing  for  even  more  draconian  cuts  in  defense  spending, 
suppliers  are  cutting  jobs  and  costs. 


By  Howard  Banks 

Defense  contractors  are  finally  feeling  the  effects 
of  reduced  spending.  Employment  in  this  sec- 
tor dropped  8%  in  1 99 1 ,  to  1 .2  million  workers. 
Tougher  cuts  are  ahead.  The  Pentagon  is 
working  on  "Base  Force  II,"  a  program  to  reduce  its 
budget  by  another  $30  billion  by  1995.  This  follows  an 
almost  20%,  or  liearly  $50  billion,  cut  already  in  progress. 


Working  both 
sides  of  the  swings 

Many  companies  have 
talked  about  preparing  for 
the  downturn  in  defense 
spending,  but  few  have 
made  as  much  progress  as 
Textron  Inc.  Five  years  ago 
military  business  ac- 
counted for  around  60%  of 
its  Bell  Helicopter  sales 
and  closer  to  70%  of  its  Tex- 
tron Aerostructures  divi- 
sion's sales.  Today  the  mili- 
tary-civil split  has  in  each 
case  almost  exactly  re- 
versed. That's  important, 
because  the  two  divisions 
combined  represent  46% 
of  the  conglomerate's  $7.9 
billion  sales. 

"We  decided  in  the 
early  1980s  that  there  had 
to  be  a  better  balance  be- 
tween military  and  civil.  In 
the  case  of  helicopters, 
the  world  market  is  not  big 
enough  to  be  in  just  one 
part  or  the  other,"  says 
Webb  F.  Joiner,  presi- 
dent of  Bell  Helicopter 
Textron  Inc. 

The  opportunity  to 
separate  military  and  civil- 
ian operations  came  in 
the  early  1980s  when  the 
Canadian  government 
asked  for  bids  to  create  a 
commercial  helicopter 
business.  Textron  won  and 
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set  up  shop  in  1984  near 
Montreal's  Mirabel  airport. 

The  Canadian  govern- 
ment invested  $181  million 
of  the  $225  million  cost. 
Bell  currendy  has  a  third  of 
the  total  world  civilian 
chopper  market  and  em- 
ploys 1,300  workers  in 
Canada. 

The  Canadian  connec- 
tion runs  pretty  deep.  Bell 
gets  access  to  Canadian 
government  export  finance 
as  well  as  promotion  help 
from  that  country's  embas- 
sies around  the  world 
(U.S.  embassies  are  reluc- 
tant to  get  involved  this 
way).  Canada  is  also  help- 
ing Bell  move  into  for- 
merly communist  Central 
European  markets. 

Canada  has,  for  exam- 
ple, put  up  25%  of  the  esti- 
mated $49  million  devel- 
opment cost  of  Bell's  new 
six-to-ten-passenger 
model  230.  But  this  deal 
has  an  added  twist.  Ja- 
pan's Mitsui  (U.S.A.)  Inc. 
has  put  up  an  additional 
unspecified  amount  of 
working  capital  for  the 
project  and  will  take  20  of 
the  first  50  choppers. 

Textron  also  forged  in- 
ternational links  with  its 
Aerostructures  division. 
It  became  a  risk-sharing 
subcontractor  to  British 
Aerospace  on  two  projects. 


Spending  on  procurement  and  research  and  development  !'  ^f"- 
in  1995  is  expected  to  be  $91  billion,  down  45%  in  real: 
(1992  dollars)  terms  from  its  1985  peak. 

Production  of  General  Dynamics'  F-16  fighter  has  been  :|W'i 
cut  to  48  aircraft:  for  1992.  That's  down  from  the  72  jets 
that  were  originally  planned.  And,  except  for  replacing  the  . 
handftil  of  planes  lost  in  Desert  Storm,  McDonnell  Doug 


The  first  is  for  the  wing 
structure  for  BAe's  146 
short-range  jet.  The  sec- 
ond, an  approximately  $50 
million  investment,  gave 
Textron  the  contract  to 
build  a  major  part  of  the 
wing  for  the  Airbus  A330 
andA340. 

New  ventures  bring 
risk,  but  Joiner  is  confident 


Textron's  Webb  Joiner 
Switching  to  civil  choppers. 


that  Textron  can  handle 
the  changes:  "We  are  now 
well  set  to  cope  with  the 
inevitable  up  and  down 
swings  in  our  aerospace 
businesses,  whichever  way 
it  goes  in  future." 

-H.B.  ■ 
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las  has  virtually  stopped  making  F-15s.  Manufacturers  of 
military  jet  engines  will  also  feel  the  pinch:  General  Electric 
expects  to  build  as  few  as  240  engines  in  1995,  down  from 
610  engines  in  1985.  United  Technologies'  Pratt  & 
Whitney  division  faces  the  same  kind  of  cutback. 

In  1991  commercial  jet  deliveries  hit  a  record  $36.4 
billion,  a  17%  increase  over  1990.  But  this  was  not  enough 
to  offset  the  decline  in  military  business:  Return  on  equity 
of  aerospace  firms  sagged  to  9.4%,  down  from  13%  in 
1990.  Profits,  however,  are  expected  to  be  up  3%  in  1991, 
to  $4.6  billion,  according  to  the  Aerospace  Industries 
Association,  thanks  to  cost-cutting  and  layoffs. 

New  orders  for  airliners  are  getting  harder  to  find.  In  the 
fall  Boeing  will  cut  production  of  its  737  from  21a  month 
to  17.  Firm  backlogs  are  also  declining.  Boeing's  $98 


billion  announced  order  book  is  down  5%  from  1990; 
McDonnell  Douglas'  is  down  12%,  to  $22.4  billion.  When 
Frank  Shrontz,  Boeing's  chairman,  recently  said  that 
Boeing  would  probably  lose  orders  if  the  economy  didn't 
pick  up  soon,  Boeing's  stock  dropped  SVs  points  in  one 
day,  even  though  the  Seattle-based  company  has  yet  to 
have  any  cancelations. 

There  are  still  a  few  juicy  defense  projects.  Spending  on 
space  is  expected  to  reach  $31.8  billion  in  1992,  up  from 
$28.9  billion  in  1990.  In  1992  die  Strategic  Defense 
Initiative  will  soak  up  about  $4  billion,  including  increased 
spending  on  surveillance  satellites  and  a  limited  ground- 
based  antibalhstic-missile  system.  This  will  benefit  compa- 
nies such  as  Lockheed,  Martin  Marietta,  Hughes  Aircraft 
and  Rockwell  International.  Hi 
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Teledyne 

45.8 

def 

def 

50.6 

1.8 

-5.2 

NM 

P-D 

3,269 

-53 

def 

Martin  Marietta 

27.6 

20.9 

15.6 

22.4 

6.9 

-3.7 

11.3 

-2.1 

5,963 

326 

5.5 

Raytheon 

24.2 

20.2 

20.1 

1.3 

7.3 

2.7 

14.1 

4.5 

9.301 

578 

6.2 

GenCorp 

22.9 

14.4 

11.7 

63.3 

-10.6 

6.6 

15.3 

3.4 

1,919 

29 

1.5 

General  Electric 
Precision  Castparts 

19.9 
19.8 

20.4 
13.0 

11.7 
11.6 

47.7 

11.3 

4.6 

15.6 

6.8 

59,938 

4,411 

7.4 

8.0 

19.5 

14.8 

18.8 

16.4 

568 

35 

6.2 

Teleflex 

18.9 

15.3 

11.5 

31.9 

20.1 

8.3 

16.4 

2.5 

459 

29 

6.4 

Rockwell  IntI 

18.1 

14.7 

11.8 

13.1 

NM 

-3.7 

4.1 

0.4 

11,927 

601 

5.0 

Loral 

17.2 

14.6 

9.9 

36.2 

23.8 

99.1 

10.1 

18.6 

2,829 

103 

3.7 

E-Systems 
Boeing 

16.3 

16.3 

14.3 

10.0 

14.0 

8.6 

12.6 

23.0 

1,921 

105 

5.5 

15.7 

21.2 

19.9 

3.8 

13.0 

12.4 

14.5 

29.9 

28,576 

1,482 

5.2 

Lockheed 

15.4 

10.9 

8.7 

30.4 

NM 

0.0 

NM 

142.4 

10,019 

304 

3.0 

Thiokol 

15.2 

18.2 

10.8 

32.0 

7.2 

3.8 

NM 

22.7 

1,252 

55 

4.4 

'  Allied-Signal 

14.9 

def 

def 

37.7 

4.7 

-2.3 

NM 

P-D 

11,970 

-281 

def 

Fairchild 

United  Technologies 

14.8 
13.8 

def 
6.0 

4.5 

66.9 

26.9 

-22.8 

NM 

P-D 

513 

-9 

def 

5.9 

25.9 

7.4 

0.2 

21.9 

-54.2 

21,059 

372 

1.8 

Sundstrand 

12.5 

15.0 

12.5 

35.9 

4.4 

3.5 

18.0 

-13.2 

1,655 

94 

5.7 

Sequa 

12.2 

def 

1.5 

52.3 

33.0 

-13.0 

-29.6 

P-D 

1,914 

-15 

def 

Textron 

12.0 

10.6 

7.7 

69.9 

7.0 

2.2 

0.8 

7.7 

7,969 

294 

3.7 

Litton  Industries 
Kaman 

11.5 

5.5 

5.6 

40.3 

3.5 

3.5 

NM 

-56.8 

5,351 

65 

1.2 

11.4 

9.4 

7.6 

35.2 

8.9 

-3.3 

-7.8 

-6.5 

791 

18 

2.3 

Harsco 

10.8 

15.8 

13.3 

28.5 

6.8 

17.9 

NM 

41.4 

1,862 

69 

3.7 

Grumman 

8.4 

10.0 

8.4 

42.6 

4.3 

6.2 

NM 

10.0 

3,967 

92 

2.3 

McDonnell  Douglas 

8.0 

6.0 

5.7 

53.0 

6.7 

8.4 

-15.4 

-42.3 

17,803 

211 

1.2 

Hexcel 
UNC 

7.1 

2.5 

3.5 
5.4 

45.5 

10.9 

0.1 

-18.7 

500.0+ 

387 

3 

0.9 
1.9 

7.0 

4.9 

57.0 

NM 

-7.5 

NM 

D-P 

356 

7 

Northrop 

6.9 

16.6 

11.7 

32.8 

NM 

6.7 

NM 

28.0 

5,648 

172 

3.1 

Rohr  Industries 

6.1 

7.4 

6.4 

52.3 

17.2 

28.4 

-5.0 

Z-P 

1,385 

31 

2.2 

Oshkosh  Truck 

6.0 

0.7 

0.9 

7.4 

2.2 

-7.4 

NM 

D-P 

420 

1 

0.2 

SPS  Technologies 
GM  Hughes  Electronics 

3.4 

def 

def 

28.3 

8.3 

-7.4 

NM 

P-D 

396 

-5 

def 

2.9 

1.2 

5.5 

3.2 

3.8 

-2.2 

8.8 

-38.0 

11,232 

445 

4.0 

General  Dynamics 

2.8 

def 

def 

31.0 

4.3 

-11.7 

NM 

P-D 

9,016 

-191 

def 

Wyman-Gordon 

1.6 

def 

0.6 

26.3 

NM 

-1.2 

NM 

D-D 

387 

-1 

def 

Avondale  Industries 

def 

def 

def 

18.9 

11.3 

7.9 

NM 

D-D 

798 

-31 

def 

Taliey  Industries 

def 

def 

def 

71.1 

3.3 

-17.3 

NM 

D-D 

324 

-61 

def 

Alliant  Techsystems 

NA 

31.1 

18.9 

43.2 

3.4* 

3.4 

NA 

NA 

1,265 

42 

3.3 

ESCO  Electronics 
Industry  medians 
All-industry  medians 

NA 
12.2 

def 
9.4 

def 
7.6 
7.6 

3.1 

-1.8 

-10.6 

NA 

D-D 

481 

-67 

def 

32.8 
32.4 

6.8 

11.3 

2.2 
3.7 

-18.7 
4.5 

1.5 

1,919 

42 
40 

2.3 

13.2 

9.9 

-5.9 

1,436 

2.9 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Prof  it  to  def  icit.     D-Z:  Deficit  to  zero.    Z-P:  Zero  to  profit,    def:  Deficit, 
equity.     NM:  Not  meaningful.     *Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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BUSINESS  SERVICES  &  SUPPLIES 


Thanks  to  corporate  penny-pinching, 

the  service  industry  experienced 

a  lot  of  pain  and  not  much  gain  last  year. 


By  Reed  Abelson 

Fl  orget  service  with  a  smile.  The  companies  that 
provide  temporary  help,  clean  offices  and  haul 
trash  have  been  gritting  their  teeth  ever  since  the 
decade  began.  After  experiencing  double-digit 
earnings-per-share  growth  for  much  of  the  1980s,  these 
companies  saw  their  profits  fall  an  average  of  10.1%  in  the 
last  12  months,  following  a  13%  decline  for  the  previous 
four  quarters. 

The  weak  economy  was  largely  responsible  for  this  poor 
performance.  Businesses  simply  cut  back  on  the  number  of 
pens  and  paper  clips  they  ordered  and  put  off  renovations. 
Even  Minnesota  Mining  &  Manufacturing,  the  creative 
$13  biUion  (1990  sales)  maker  of  everything  from  Post-it 
note  pads  to  medical  diagnostic  imagers,  is  expected  to 


show  a  profit  decline  in  1991,  the  first  decline  since  1985. 

Conventional  wisdom  says  that  companies  make  heavy 
use  of  temporary  employees  during  a  recession  in  order  to 
keep  their  payrolls  lean  and  save  on  benefits.  This  wasn't 
the  case  for  personnel  firms  like  Kelly  Services,  Olsten 
Corp.  and  Adia  Services.  In  the  last  12  months  the  group 
fell  victim  to  a  white-collar  recession,  and  earnings  fell  by 
more  than  a  third. 

Browning-Ferris  Industries,  the  Houston  waste  hauler, 
also  had  a  hard  time.  Hurt  by  the  recession  (much  of  its 
business  is  in  the  Northeast),  the  company  took  a  $156 
million  charge  in  its  fourth  quarter  to  meet  new  govern- 
ment regulations  covering  its  100  solid- waste  landfills. 

In  contrast.  First  Financial  Management,  which  pro- 


Business 

Net 

Profit 

Profitability 

Growth 

Sales 

income 

margin 

services 

&  supplies 

Return  on 

equity 

Sales 

Earnings 

per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Business  services 

Rollins 

44.4 

35.1 

29.1 

0.0 

8.0 

9.4 

8.8 

13.2 

467 

30 

6.5 

Kelly  Services 

29.6 

13.5 

13.6 

0.0 

10.6 

-3.0 

19.2 

-36.1 

1,417 

46 

3.2 

Pinkerton's 

26.4 

23.1 

14.2 

36.3 

26.9 

3.6 

34.5 

5.3 

610 

11 

1.8 

Olsten 

21.2 

10.2 

7.7 

35.5 

20.0 

30.8 

14.8 

-36.5 

789 

10 

1.3 

Equifax 

21.0 

13.0 

9.4 

14.6 

12.7 

6.6 

11.0 

-23.1 

1,083 

49 

4.5 

Automatic  Data 

20.9 

21.9 

19.4 

4.6 

7.9 

3.6 

17.6 

13.2 

1,787 

232 

13.0 

Safeguard  Scientifics 

19.9 

14.8 

9.5 

47.0 

59.7 

34.2 

21.0 

-9.3 

565 

12 

2.1 

Wackenhut 

17.2 

20.1 

12.0 

51.8 

11.8 

10.6 

7.9 

14.5 

561 

8 

1.4 

First  Financial  Mgmt 

15.5 

14.2 

11.7 

30.0 

102.2 

22.2 
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23.7 
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89 

6.0 
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2.0 
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9.7 
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10.2 

432 

25 

5.7 

Adia  Services 

15.1 

4.7 

4.7 

3.1 

27.9 

-1.8 

21.0 

-52.1 
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9 

1.3 

Computer  Sciences 

15.0 

12.4 

11.5 

16.3 

15.0 

13.6 

20.5 

-1.7 

1,834 

66 

3.6 

General  Motors  EDS 

14.5 

9.8 

22.2 

10.1 

10.8 

15.3 

20.9 

11.9 

6,626 

541 

8.2 

Standex  International 

13.7 

13.4 

10.5 

31.3 

4.7 

0.0 

14.2 
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474 

19 

4.1 
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13.0 

6.1 

5.3 

22.7 

13.8 

1.2 

6.0 
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12 

2.5 
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NM 
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46 
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11.9 
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12.0 
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10.0 
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11 
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def 
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NM 
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-35 
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National  Education 

2.4 

def 

0.9 

39.4 

15.9 

-0.8 

NM 

D-D 

377 

-2 

def 
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0.8 

def 

3.5 

51.9 

5.1 

-9.6 

NM 

P-D 

464 

-1 
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15.2 

13.2 

11.0 

26.3 

12.2 

5.1 

14.3 

-5.5 

628 
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Business  supplies 

Deluxe 

29.2 

27.1 

25.9 

12.8 

13.9 

5.9 

9.7 

10.7 

1,466 

184 

12.6 

HON  Industries 

26.6 

25.6 

19.8 

19.4 

6.4 

-7.4 

13.8 

13.7 

608 

34 

5.6 

Minn  Mining  &  Mfg 

22.1 

17.9 

17.0 

4.6 

11.0 

5.5 

16.4 

-7.8 

13.396 

1.190 

8.9 

AIco  Standard 

19.1 

15.6 

12.9 

36.2 

3.2 

10.4 

15.1 

2.0 

4,756 

118 

2.5 

Reynolds  &  Reynolds 

17.8 

17.1 

8.5 

31.7 

6.3 

0,7 

NM 

-7.4 

599 

22 

3.8 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.    D-Z:  Deficit  to  zero.     P-Z:  Profit  to  zero,    def:  Deficit, 
equity.     NM:  Not  meaningful.     *  Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes:  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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le  check  is  in  the 
(electronic)  mail 

LOT  of  companies  pay 
p  service  to  the  idea  of  effi- 
iency,  but  Harold  Ha- 
erty,  tlie  chief  executive  of 
eluxe  Corp.,  has  had  to 
o  a  lot  more  than  talk.  De- 
uxe's  core  business  of 
rinting  checks  ekes  out 
just  a  percentage  point  or 
,vo  of  unit  growth  a  year, 
id  while  the  vision  of  a 
heckless  society  was  pre- 
nature,  businesses  and, 
:o  a  lesser  extent,  consum- 
|ers  are  increasingly  using 
|computers  rather  than  pa- 
per to  pay  their  bills. 

It's  under  these  condi- 
tions that  Haverty  has  man- 
aged to  achieve  10%  aver- 
age earnings-per-share 
growth  for  the  last  five 
years.  In  the  last  12 
months,  earnings 
reached  $184  million  on 
revenues  of  $1.5  billion. 
The  company's  return  on 
equity  has  averaged  29% 
over  the  last  five  years. 
'    How  has  Haverty  ac- 
oomplished  all  this?  The  St. 
Paul,  Minn,  company 
prints  checks  for  more  than 
22,000  banks  and  com- 
mands over  half  the  $1.9 
billion  check-printing 
market,  so  there  isn't  much 
room  to  grow  through 
acquisition.  So  Haverty  has 
invested  over  $125  mil- 
lion since  1987  in  the  latest 
check-printing  technol- 
ogy. When  Deluxe 
couldn't  buy  a  more  effi- 
cient printing  system  from 
outside  vendors,  it  devel- 
oped its  own.  With  over  60 
printing  facilities  across 
the  country,  Deluxe  can 
serve  any  customer.  Over 
95%  of  traditional  checks 
can  be  printed  and 
shipped  within  two  days. 
But  Haverty  hasn't  just 


Deluxe  Corp.'s  Harold  Haverty 

Achieving  double-digit  profit  growtli  in  a  mature  market. 


concentrated  on  squeezing 
the  last  drops  of  profit 
grow^  from  his  core  busi- 
ness. Deluxe  is  now  the 
largest  third-party  proces- 
sor of  electronic  debit 
transactions,  and  many  of 
its  clients  are  the  same 
banks  that  buy  Deluxe 
checks.  The  data  systems 
subsidiary  also  provides 
software  and  processes 
transactions  for  three  of  the 
five  largest  regional  bank 
ATM  networks.  In  addition. 
Deluxe  has  its  fingers  in 


the  emerging  point-of-sale 
and  government  benefits 
transfer  markets.  It  was  re- 
cendy  awarded  a  five- 
year,  $34  million  contract 
by  New  York  State  to  de- 
velop an  electronic  system 
for  its  Medicaid  program. 

In  its  one  big  acquisi- 
tion outside  the  fiinds 
transfer  business.  Deluxe 
bought  a  direct- mail  com- 
pany in  1987  that  sells 
greeting  cards,  gift:  wrap 
and  small  gift:s.  The  mail- 
order business  has  a  list  of 


over  9  million  customers. 
What's  the  synergy  here? 
Someday  many  of  these 
people  could  be  paying  bills 
on  home  computers. 
Deluxe  still  prints 
about  25  billion  checks  a 
year,  but  it  is  now  using 
some  of  its  excess  capacity 
for  printing  short- run 
business  forms.  What  hap- 
pens if  checkbooks  even- 
tually go  the  way  of  the  bug- 
gy whip  and  the  vacuum 
tube?  Deluxe  seems  to  be 
well  prepared.       -KA.  ^M 
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vides  data  processing  to  financial  institutions,  has  a  five- 
year  earnings- per- share  growth  rate  of  44%.  First  Financial 
has  been  gobbling  up  companies,  including  Georgia's 
largest  thrift:,  which  was  purchased  in  1989.  JWP  Inc.,  the 
technical  services  company,  made  its  most  aggressive 
acquisition  to  date:  Businessland,  the  troubled  computer 
retailer,  for  $100  million  in  November  1991.  But  the 
October  1990  merger  that  formed  Avery  Dennison  Corp. 
led  to  a  $99  million  restructuring  charge. 

Another  company  that  may  have  had  its  fill  of  mergers  is 
Xerox,  which  finally  unloaded  some  burdensome  financial 
services  businesses.  It  recendy  announced  plans  to  lay  off 
about  2,500  employees,  which  will  result  in  a  writeoff  of 


$175  million  in  the  fourth  quarter.  Pitney  Bowes,  which 
spent  roughly  $250  million  in  R&D  in  the  last  few  years,  is 
ready  to  debut  a  new  fine  of  postal  equipment.  j 

Automatic  Data  Processing,  the  largest  U.S.  indepen- 
dent computer  services  outfit,  was  able  to  continue  post-i 
ing  double-digit  earnings  growth  during  the  last   12' 
months.  Merrill  Lynch's  Stephen  McClellan  thinks  Auto- 
matic Data  Processing  and  other  computer  service  compa- 
nies like  Computer  Sciences  and  eds  should  benefit  from 
the  growing  tendency  of  corporations  to  hire  somebody 
else  to  take  care  of  their  data  processing.  Once  the 
recession  is  over,  corporate  America  will  probably  again 
look  to  all  these  companies  for  services  and  supplies.    ■ 


Business 

Net 

Profit 

Profitability 

Growth 

Sales 

income 

margin 

services 

Return  on  equity 

Sales 

Earnings  per  share 

&  supplies 

Return  on 
capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Pitney  Bowes 

17.8           18.1 

11.5 

34.1 

12.2 

4.8 

6.6 

103.4 

3,293 

289 

8.8 

Interface 

17.3             5.6 

5.9 

56.3 

44.2 

-1.3 

21.0 

-56.4 

601 

11 

1.9 

Wallace  Computer  Svcs 

15.4           12.5 

11.2 

5.7 

8.9 

2.3 

8.4 

-12.4 

459 

35 

7.6 

Comdisco 

14.8           11.5 

8.2 

63.5 

20.1 

12.4 

NM 

-14.8 

2,174 

69 

3.2 

Herman  Miller 

13.2            1.9 

2.7 

14.6 

11.6 

-6.8 

-11.5 

-87.9 

831 

6 

0.7 

Moore  Corp 

12.8            6.2 

5.8 

2.8 

6.8 

-9.5 

NM 

-38.9 

2,547 

95 

3.8 

Standard  Register 

12.2             5.7 

5.3 

9.9 

9.4 

-2.3 

-6.0 

-52.3 

698 

18 

2.5 

Nashua 

11.9             5.5 

5.8 

18.6 

NM 

-7.4 

7.3 

-57.4 

538 

7 

1.4 

Mine  Safety  Appliance 

11.3             8.5 

7.5 

7.4 

3.4 

8.6 

6.5 

-17.3 

495 

24 

4.8 

United  Stationers 

10.3             5.6 

5.4 

26.8 

9.2 

-4.2 

-6.9 

-22.9 

951 

10 

1.0 

Diebold 

9.2            8.0 

8.4 

0.5 

3.3 

3.0 

NM 

5.5 

489 

30 

6.2 

Avery  Dennison 

9.1             0.0 

1.1 

21.9 

10.3 

0.1 

21.7 

P-Z 

2,568 

0 

def 

Xerox 

7.6             8.5 

8.8 

41.0 

9.3 

1.9 

-10.1 

289.3 

17,968 

598 

3.3 

AM  International 

def            1.2 

5.7 

31.6 

NM 

-2.1 

NM 

D-P 

858 

9 

1.0 

Anacomp 

def             NE 

13.5 

104.1 

39.9 

-2.6 

NM 

500.0-f 

635 

18 

2.9 

Savin 

def            def 

def 

124.5 

-2.2 

-8.3 

NM 

D-D 

335 

-31 

def 

Smith  Corona 

NA          23.3 

16.1 

25.3 

7.2 

-19.7 

NA 

-26.0 

352 

17 

4.8 

Medians 

12.8            8.2 

8.3 

23.6 

9.1 

-0.6 

-6.0 

-13.6 

765 

23 

3.3 

Industrial  services 

JWP 

25.7           15.7 

10.5 

43.0 

78.5 

23.1 

41.2 

5.1 

3,212 

60 

1.9 

Safety-Kleen 

22.0           13.5 

10.8 

30.8 

22.2 

20.8 

16.8 

4.0 

666 

58 

8.7 

CDI 

20.2             def 

def 

32.3 

18.5 

-14.8 

11.0 

P-D 

794 

-4 

def 

Figgie  IntI 

15.7             7.2 

6.3 

44.6 

11.7 

-5.5 

8.6 

-45.9 

1,268 

26 

2.1 

Ogden 
Ecolab 

15.3             7.5 
14.7           10.5 

5.0 
10.1 

75.1 

11.8 

-0.9 

-12.7* 

-49.4 

1,546 

36 

2.4 

37.6 

21.8 

-5.4 

NM 

212.1 

1,297 

51 

3.9 

Millipore 

12.7             7.5 

6.9 

18.6 

14.0 

8.2 

NM 

-40.0 

739 

32 

4.4 

Browning-Ferris  Inds 

10.7             5.5 

4.5 

46.3 

19.8 

7.3 

-13.4 

D-P 

3,183 

65 

2.1 

CRSS 

10.7             def 

2.4 

33.6 

8.8 

-2.2 

-51.5t 

P-D 

475 

0 

def 

Air  &  Water  Tech 
Medians 

deft           def 
15.0             7.3 

def 
5.6 

52.3 
40.3 

12.4 

12.8 

NA 
-12.7 

D-D 
^3.0 

657 
1,031 

-24 

def 

16.3 

3.2 

34 

2.1 

Environmental  &  waste 

ICF  IntI 

29.2t           def 

def 

58.1 

81.5 

25.9 

86.4 

P-D 

683 

-18 

def 

V 

Waste  Management 

24.5          20.8 

11.3 

40.4 

30.0 

37.7 

24.0 

11.7 

7,397 

775 

10.5 

Thermo  Electron 

12.9           12.7 

9.7 

35.7 

21.6 

22.5 

19.0 

20.3 

801 

43 

5.3 

Zurn  Industries 

12.7           12.1 

11.5 

3.9 

13.8 

-5.4 

13.5 

7.9 

620 

31 

4.9 

Medians 

18.7           12.4 

10.5 

38.0 

25.8 

24.2 

21.5 

9.8 

742 

37 

5.1 

Industry  medians 

14.8           10.3 
13.2             9.9 

9.0 
7.6 

31.4 

11.7 

2.6 

8.5 
4.5 

-10.1 
-5.9 

731 

1,436 

26 

40 

2.7 
2.9 

All-industry  medians 

32.4 

11.3 

3.7 

D-D:  Deficit  to  deficit.     D-P:  D( 

jficit  to  profit.     P-D:Prc 

fit  to  deficit. 

D-Z:  Def 

icittozero. 

P-Z:  Profit 

to  zero,    def 

:  Deficit,     r 

M:  Not  ava 

ilable.     NE: 

Negative 

equity.     NM:  Not  meaningful. 

*  Four-year  average,     t 

Three-year  average.     F 

or  further  explanation,  j 

ee  page  95. 

Sources:  Forbes;  Value  Line  Dai 

a  Base  Service  via  Lotui 

;  CD  Investment. 
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One  more  good  reason  to  climb  into  a  Regal. 


The  1992  Buick  Regal  Sedan 

The  1992  Regal  is  a  premium  motorcar 
specifically  engineered  for  people  who  love 
to  drive.  Just  one  test  drive  will  convince  you 
that  this  new  Regal  is  the  car  for  you. 

Performance 

With  a  choice  of  two  powerful  V-6 
engines,  Regal  delivers  excellent 
performance  with  the  precision  that's  fast 
becoming  a  Buick 
trademark. 


'^ower  and  Efficiency 


Horse- 
power 

Torque 

EPAEstMPG 
City        Hwy 

3. 1-litre  v-6  with  MFl 

140 

185 

19          30 

3800  V-6  with 
tuned-port  injection* 

170 

220 

19          28 

•Standard  on  Gran  Sport,  available  on  Custom  and  Limited. 

And  with  Regal,  we  offer 
one  thing  no  one  else  can  — 
Buick  quality. 


The  New  Symbol  For  Quality 
In  America. 
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CAPITAL  GOODS 


Business  is  still  weak.  But  most  of  these  outfits 
are  in  good  shape  to  rebound  smartly 
when  the  recovery  finally  comes. 


By  Brigid  McMenamin 

The  recession  continues  to  batter  the  troubled 
capital-goods  industry.  New  orders  for  capital 
goods  were  5.6?'6  lower  in  the  first  ten  months  of 
1991  than  in  the  prior  year's  same  period.  The 
latest  available  figures  show  a  7%  increase  in  exports  of 
capital  goods  in  the  first  eight  months  of  1991 .  But  that's 
about  half  the  increase  posted  in  the  same  period  of  1990. 
Last  year  foreign  demand  for  U.S. -made  capital  goods  was 
hampered  by  a  stronger  dollar  and  weak  local  economies. 
During  the  first  nine  months  of  1991,  retail  sales  of 


heaw  equipment  fell  21%;  sales  of  mining  equipment  were 
off  10%.  Bucking  that  trend  was  industry'  leader  Hamisch- 
feger,  whose  mining  division  registered  a  3%  sales  gain, 
largely  on  the  strength  of  exports  of  surface -mining 
shovels.  Makers  of  construction  equipment  saw  a  30%  sales 
drop  through  the  summer  of  1991.  Terex,  which  makes 
heavy-duty  off-road  construction  and  mining  machines, 
lost  $19  miUion  in  the  first  nine  months  of  the  year. 
Caterpillar  expects  at  least  $172  million  in  losses  for  1991. 
Manufacturers  of  farm  machinerv  continued  their  bru- 


iDapital  goods 

Profitability 

Growth 

Sales 

Net 
inconie 

Profit 
margin 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mll 

$mil 

% 

Electrical  equipment 

MagneTek 

44.5 

23.4 

11.4 

67.4 

28.7 

7.4 

60.4 

1.4 

1,163 

35 

3.0 

Mark  IV  Industries 

33.2 

14.2 

8.4 

68.5 

57.4 

25.2 

42.2 

-54.2 

1,063 

26 

2.4 

Premier  Industrial 

29.0 

26.9 

25.2 

2.0 

8.8 

0.2 

17.2 

-3.1 

633 

73 

11.5 

Emerson  Electric 

20.4 

21.1 

18.9 

12.8 

8.0 

-1.9 

9.4 

2.9 

7,427 

632 

8.5 

Hubbell 

20.0 

18.8 

17.8 

1.5 

6.5 

4.1 

12.2 

5.7 

747 

90 

12.0 

General  Electric 

19.9 

20.4 

11.7 

47.7 

11.3 

4.6 

15.6 

6.8 

59,938 

4.411 

7.4 

Westinghouse 

18.5 

def 

def 

70.2 

3.3 

1.7 

NM 

P-D 

13,080 

-1.706 

def 

Valmont  Industries 

18.2 

6.7 

7.2 

37.4 

9.4 

-7.1 

58.0* 

-58.4 

443 

8 

1.7 

WW  Grainger 

17.6 

15.6 

14.5 

1.3 

12.8 

8.0 

13.8 

2.8 

2,046 

127 

6.2 

Honeywell 

14.7 

19.7 

16.2 

25.9 

8.9 

-1.5 

NM 

-39.3 

6,155 

338 

5.5 

Willcox  &  Gibbs 

13.4 

1.3 

4.3 

50.0 

22.3 

5.1 

NM 

-88.4 

592 

2 

0.3 

National  Service 

12.7 

4.8 

4.2 

4.0 

5.4 

-2.8 

-8.5 

-67.8 

1,602 

32 

2.0 

Imo  Industries 

8.5 

4.5 

6.3 

53.1 

26.0 

0.6 

NM 

-37.1 

1,034 

15 

1.5 

Penn  Central 

6.6 

5.4 

5.6 

29.3 

-4.7 

24.3 

NM 

5.0 

2,576 

84 

3.3 

Gen  lyte  Group 

NA 

2.9 

5.6 

66.4 

5.7 

-14.4 

-8.4 

-83.5 

435 

2 

0.4 

Medians 

18.4 

14.2 

8.4 

37.4 

8.9 

1.7 

9.4 

-37.1 

1,163 

35 

3.0 

Heavy  equipment 

t 

Terex 

27.0 

def 

0.6 

70.6 

NM 

-25.9 

37.5 

P-D 

814 

-19 

def 

Stewart  &  Stevenson 

20.6 

17.6 

15.2 

14.8 

23.4 

0.3 

29.lt 

1.4 

669 

32 

4.8 

Federal  Signal 

19.3 

20.3 

18.1 

8.4 

10.8 

5.0 

25.7 

3.0 

457 

30 

6.6 

Nacco  Industries 

17.6 

2.8 

5.0 

64.1 

21.6 

-0.8 

6.8 

-80.7 

1,369 

10 

0.7 

Tenneco 

13.9 

def 

def 

66.4 

-1.3 

^.3 

NM 

P-D 

13,900 

-576 

def 

Ingersoll-Rand 

13.3 

9.1 

7.9 

13.5 

7.4 

-1.2 

21.1 

-29.8 

3,619 

142 

3.9 

Trinity  Industries 

11.7 

7.6 

7.1 

50.6 

28.4 

-1.5 

46.6 

-13.4 

1,265 

26 

2.1 

Deere  &  Co 

10.6 

4.5 

5.3 

41.6 

13.7 

-7.6 

NM 

-69.4 

7,219 

136 

1.9 

Caterpillar 

9.7 

def 

1.1 

43.5 

12.6 

-8.4 

19.8 

P-D 

10,481 

-75 

def 

Harnischfeger  Inds 

9.3 

11.5 

11.3 

12.0 

28.7 

-1.7 

60.4t 

2.9 

1,674 

67 

4.0 

Clark  Equipment 

6.8 

def 

def 

23.7 

10.1 

-13.3 

NM 

P-D 

1,263 

-55 

def 

Interlake 

6.5 

NE 

11.0 

164.1 

NM 

-12.0 

NM 

D-D 

723 

-13 

def 

Allied  Products 

def 

def 

def 

18.6 

12.9 

-12.7 

NM 

D-D 

452 

-21 

def 

McDermott  IntI 

del 

def 

2.3 

41.4 

NM 

26.7 

NM 

D-D 

3,536 

-35 

def 

Medians 

11.1 

0.6 

5.1 

41.5 

11.7 

-3.0 

13.3 

P-D 

1.317 

-2 

0.0 

D-D:  Deficit  to  deficit.     D-P;D€ 

fie  it  to  prof  1- 

^D:Pro 

fit  to  deficit. 

D-Z:  Def 

cittozero. 

Z-D:Zerotc 

)  deficit,    def 

:  Deficit.     1 

"^A:  Not  ava 

liable.     NE: 

Negative 

equity.     NM:  Not  meaningful. 

•Four-year 

average,     t 

Three-year  average.     F 

or  further  explanation,  < 

>ee  page  95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotui 

>  CD  Investment. 
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Taste  not, 
idm  a  lot 

jIVEN  the  depressed  cap- 
ital goods  market,  Cooper 
idustries  should  be  in 
rouble  but  isn't.  Over  the 

12  months  Cooper's 
let  income  jumped  12%,  to 
5382  million.  With  $6.3 
)illion  in  sales  and  175 
)lants  worldwide,  Hous- 
ton-based Cooper  makes 
everything  from  electrical 
ransformers  to  spark  plugs. 
Cooper's  success  is  due 
[largely  to  its  chief  execu- 
Itive,  Robert  Cizik,  60.  A 
Icoal  miner's  son,  Cizik 
I  doesn't  wear  kid  gloves 
h^'hen  he  takes  over  a  com- 


pany. In  1989,  for  in- 
stance, Cooper  spent  $800 
million  to  buy  Champion 
Spark  Plug,  which  had 
brand  recognition  but 
was  losing  out  to  foreign 
competition.  "They  were 
living  in  the  glory  days  of 
the  past,"  says  Cizik.  So 
he  axed  most  of  manage- 
ment, closed  plants  in 
Detroit  and  Toledo,  con- 
solidated operations  and 
saved  $50  miUion. 

Cizik  is  tightfisted  but 
knows  when  spending  will 
pay  off.  At  the  Cooper  Oil 
Tool  division  plant  just 
outside  Houston  he  re- 
placed 15  old  machines  that 
make  oil  and  gas  valves 
with  two  new  computer- 
controlled  machines. 


They  cost  $1.5  million  but 
freed  up  3,000  square 
feet  and  cut  production 
time  from  16  weeks  to  2. 

Cooper  also  asked  a 
team  of  plant  engineers, 
marketers  and  accoun- 
tants to  work  with  suppliers 
and  customers  to  im- 
prove valves  made  in  the 
factory.  It  turned  out  that 
a  valve  one -third  lighter 
would  do  the  job.  The 
task  force  cut  overall  manu- 
facturing costs  35%,  tri- 
pled profit  margins  on  the 
new  valve  and  got  it  from 
drawing  board  to  customer 
in  nine  months  instead  of 
the  usual  three  years. 

Cizik  is  also  trying  to 
control  medical  costs.  Last 
fall  he  got  United  Steel- 


Cooper  Industries'  Robert  Cizik 
Taking  off  the  kid  gloves. 


workers  in  Canonsburg, 
Pa.  to  accept  a  cheaper 
health  care  plan  and  agree 
to  phase  out  retiree 
health  benefits.  "The  prob- 
lem of  retirees  is  too  big 
for  corporate  America  to 
take  on  its  shoulders." 
He  will  start  this  year  nego- 
tiating with  Champion's 
United  Auto  Workers, 
fi-om  whom  he's  likely  to 
seek  the  same  concessions. 

With  a  five-year  aver- 
age earnings-per-share 
growth  rate  of  16%,  why 
is  Cizik  so  eager  to  cut  every 
extra  penny?  In  Cizik's 
words,  "To  get  more  bang 
for  the  buck."    -BMcM.  ^ 
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tal  battle  for  survival.  Industrywide  sales  dropped  14%  in 
the  first  nine  months  last  year,  prompting  a  rash  of  price- 
cutting— and  red  ink.  Tenneco's  J  I  Case  unit  will  proba- 
bly have  operating  losses  of  over  $500  million  for  1991. 

All  this  spilled  over  to  the  machine  tool  business. 
Cincinnati  Milacron  reported  an  8%  decline  in  latest  12- 
month  sales  and  a  $104  million  net  loss  for  the  first  nine 
months  of  1991.  Industrywide,  new  orders  for  electrical 
equipment  were  down  slighdy.  But  Hubbell's  latest  12- 
month  profits  were  up  5%. 

Who  wasn't  hurting  as  much  last  year.>  Companies  that 
make  energy-  and  petrochemical-related  capital  goods. 


Record  orders  for  valves  and  actuators  helped  Keystone 
International  post  a  sales  gain  of  nearly  12%  for  the  lastest 
12  months.  Although  the  Gulf  war  stimulated  an  increase 
in  worldwide  drilling  activity,  softening  oil  prices  have 
made  this  a  short-lived  domestic  recovery  for  oilfield 
equipment. 

WTiat's  ahead.'  In  time,  the  Clean  Air  Act  should  spur 
capital  spending,  especially  among  U.S.  coal-burning 
utilities  and  refiners,  increasing  demand  for  pumps,  valves 
and  compressors.  And  huge  petrochemical  refinery  proj- 
ects planned  for  Saudi  Arabia  and  the  Far  East  should  also 
help  the  capital-goods  makers.  ^ 


Capital  goods 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mit 

% 

Other  industrial 

equipment 

Tyco  Laboratories 

23.1 

13.3 

11.6 

39.6 

29.6 

33.7 

28.6 

-25.6 

3,118 

104 

3.3 

EG&G 

22.2 

21.4 

20.7 

0.5 

15.5 

16.6 

7.1 

11.5 

2.663 

79 

3.0 

Illinois  Tool  Works 

21.4 

16.3 

12.7 

12.5 

32.4 

7.6 

35.7 

-1.2 

2,612 

179 

6.9 

Dover 

20.1 

17.0 

16.0 

2.1 

10.6 

1.3 

15.8 

-11.9 

2,212 

134 

6.1 

Crane 

20.0 

16.0 

12.4 

20.5 

9.6 

-9.1 

31.4 

-13.4 

1,320 

51 

3.9 

Ametek 

20.0 

18.0 

10.7 

46.4 

15.2 

8.9 

5.0 

-1.2 

701 

36 

5.1 

Keystone  IntI 

19.5 

17.3 

15.4 

18.2 

17.3 

11.5 

22.2 

-9.2 

479 

40 

8.4 

Applied  Power 

16.4 

6.6 

5.4 

52.7 

36.0 

-2.6 

-17.4t 

-59.5 

434 

8 

1.8 

Donaldson 

15.1 

15.4 

14.9 

7.0 

11.5 

5.9 

14.5 

0.8 

458 

23 

5.0 

Stanley  Works 

15.1 

12.0 

9.6 

21.9 

10.9 

-1.8 

8.2 

-12.7 

1,951 

96 

4.9 

Pentair 

13.5 

11.3 

8.7 

34.4 

18.2 

0.1 

10.1 

26.7 

1,167 

38 

3.3 

Kennametal 

13.1 

7.5 

6.9 

26.9 

13.4 

1.7 

6.2 

^5.8 

616 

18 

2.9 

Cooper  Industries 

13.1 

11.7 

9.6 

30.0 

15.1 

4.6 

16.2 

8.4 

6,277 

382 

6.1 

Thomas  Industries 

12.7 

3.3 

4.3 

40.1 

9.7 

-11.1 

NM 

-71.0 

418 

5 

1.1 

Great  American  Mgmt 

11.3 

15.1 

8.2 

68.0 

26.1 

-38.8 

NM 

-7.4 

1.281 

38 

2.9 

Goulds  Pumps 

10.9 

15.2 

11.9 

16.2 

11.8 

6.3 

9.1 

500.0+ 

571 

32 

5.5 

Lincoln  Electric 

10.6 

def 

def 

28.9 

18.4 

9.3 

NM 

P-D 

806 

-3 

def 

Parker  Hannifin 

10.4 

5.2 

5.3 

28.5 

7.8 

-3.9 

-4.8 

-54.4 

2,399 

52 

2.2 

Commercial  Intertech 

10.4 

9.0 

8.9 

13.9 

18.3 

1.5 

12.1 

60.7 

448 

21 

4.6 

Trinova 

9.9 

def 

0.6 

22.9 

3.2 

-10.2 

-13.1 

P-D 

1.764 

-5 

def 

Tecumseh  Products 

9.2 

4.9 

4.7 

3.2 

13.0 

-14.3 

-15.2 

8.5 

1,193 

34 

2.8 

Briggs  &  Stratton 

8.8 

13.3 

10.1 

18.3 

5.6 

-4.7 

3.7 

-6.9 

949 

37 

3.9 

Bearings 

8.5 

3.2 

3.1 

0.0 

10.6 

15.6 

23.4 

-52.3 

810 

4 

0.5 

General  Signal 

4.5 

1.7 

3.3 

38.6 

NM 

-7.9 

NM 

-71.6 

1,618 

8 

0.5 

Timken 

4.1 

0.3 

0.6 

10.4 

10.7 

6.4 

56.lt 

-92.1 

1,694 

3 

0.2 

Cincinnati  Milacron 

def 

def 

def 

41.4 

2.1 

-7.7 

NM 

P-D 

779 

-136 

def 

Sudbury 

def 

NE 

def 

102.9 

11.5 

-18.7 

NM 

Z-D 

358 

-68 

def 

Eagle-Picher  Inds 

def 

NE 

def 

36.2 

2.6 

-11.4 

NM 

P-D 

620 

-16 

def 

Medians 

12.0 

10.1 

8.5 

24.9 

11.7 

0.7 

6.6 

-12.3 

1.058 

33 

2.9 

Industry  medians 

13.2 

7.5 

7.2 

28.9 

11.3 

-0.8 

7.1 

-29.8 

1.193 

30 

2.8 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero.    Z-D:  Zero  todeficit.    def:  Deficit, 
equity.     NM:  Not  meaningful.     *Four-year  average,     tlhree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 


NA:  Not  available.    NE:  Negative 
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E  LE VAIE  YOUR  E H I R  0 N M  E N  I 


FOR  GUEST  INFORMATION  CALL  1  •  800  •  NIKKG  •  US 


St 


nikko  hotels 

international 
simply  luxurious 


NEW    YORK    •    ATLANTA 
OTHER  NIKKO  CiTIES:  OUSSELOORF 


•    CHICAGO    •    SAN    FRANCISCO    •    LOS    ANGELES    •    HONOLULU    •    MEXICO    CITY 
LONDON  •  PARIS  •  HONG  KONG  •  TAIPEI  •  MANILA  •  BEIJING  •  SHANGHAI  •  JAKARTA  •  SYDNEY  •  OSAKA  -  NARITA 


THE      SURPRISING      W 


State-of-the-art  high  resolution  color  displays  for  the  FAA. 


To  detect  wind  shear,  47  lerminal  Doppler  Weather 
Radar  systems  are  being  built  for  the  FAA. 


CROWDED  SKIES  ARE  NOV\f  S 

At  any  given  moment,  thousands  of  planes  fill  the  world's  skies. 

And  Raytheon  is  helping  air  traffic  controllers  see  and  monitor  them  better  than  ever. 

We  are  involved  in  everything  from  modernizing  a  country's  entire  system,  as  we  are  now  doing  in  Canada,  to  working 

with  the  FAA  on  developing  totally  new  display  systems  for  their  Advanced  Automation  System,  as  well  as  a  radar 

that  wams  of  hazardous  wind  shear. 


At  Montrears  Dorval  Airport,  Raytheon  radar  display  screens  are  used  for  landings  and  takeoffs. 
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RLD      OF      RAYTHEON 


rway's  modernized  air  traffic  control  system  will  include 
lars  from  Cossor,  such  as  this  system  in  Geneva. 


Support  services  for  the  U.S.  National  Airspace  System. 


Norway,  Trinidat^Tobago  or  over  the  busy  skies  of  Germany,  Raytheon  air  traffic  control  systems  are  helping  keep  the 

ies  safer  than  ever  before. 

e  world  of  Raytheon  is  full  of  surprises.  If  s  quality  appliances  from  Amana,  Speed  Queen,  Caloric  and  Modem  Maid. 

;  Beech  Aircraft  It's  construction,  energy  and  environmental  services  from  Badger,  United  Engineers  &  Constructors  and 

darapkis,  Inc.  And  if s  the  worki's  most  reliable  defense  systems,  including  Patriot 

r  more  information,  write:  Raytheon  Company,  141  Spring  Street,  Lexington,  MA  02173. 
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Chemical  exports  increased, 

but  a  weak  economy  and  overcapacity 

hurt  prices  and  profits. 

The  group  should  do  better  this  year. 


By  Randall  Lane 

Now  paying  for  the  good  years  it  had  in  the 
1980s,  the  chemical  industry  is  in  somewhat  of 
a  bind.  Past  profits  were  poured  into  expansion, 
and  that  spawned  the  current  overcapacity  in 
most  commodity  petrochemicals — notably  ethylene,  sty- 
rene  and  polystyrene.  Couple  that  with  lagging  demand 
thanks  to  the  slow  economy,  and  it's  hardly  surprising  that 
industry  earnings  slumped  an  estimated  15%  in  the 
past  year. 

Particularly  hard  hit  have  been  the  commodity  produc- 
ers, including  Dow  Chemical  and  Union  Carbide,  which 
specialize  in  building-block  petrochemicals.  These  com- 
panies flourished  a  few  years  ago,  when  organic  chemicals 
were  in  short  supply. 


But  no  matter  how  well  the  economy  performs  this  year, 
the  Dow  Chemicals  and  Union  Carbides  are  still  likely  tc 
feel  the  pinch  from  excess  supply.  More  diversified  chemi- 
cal companies,  such  as  Goodrich,  Air  Products  &  Chemi 
cals  and  Monsanto  (see  box,  opposite),  are  likely  to  perform 
a  litde  better. 

Specialty  chemical  firms  have  benefited  fi-om  lower 
feedstock  prices  and  turned  in  stronger  performances. 
Betz  Laboratories,  Great  Lakes  and  Cabot  all  reported 
strong  earnings  last  year. 

Another  bright  spot  this  past  year  was  chemical  exports, 
which  jumped  more  than  10%  and  raised  the  U.S.  chemical 
trade  surplus  to  nearly  $20  billion.  But  several  Asian 
facilities  are  scheduled  to  start  operations  in  the  next  few 


Chemicals 

Net 

Profit 
margin  ^ 

Profitability 

Growth 

Sales 

income 

Return  on  equity 

Sales 

Earnings  per  share 

1 
I 

Return  on 

capital 

r 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest      1 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Diversified 

Union  Carbide 

28.1            1.9 

3.3 

40.2 

NM 

-4.2 

-13.2* 

-85.2 

7,234 

56 

0.8 

Dow  Chemical 

27.2           13.6 

10.8 

33.8 

13.1 

2.7 

23.6 

-15.2 

19,391 

1,308 

6.8 

Valspar 

23.1           19.2 

14.9 

24.7 

11.6 

7.1 

19.2 

-2.6 

610 

25 

4.1 

A  Schulman 

20.8           19.4 

18.1 

3.6 

13.4 

8.5 

22.5 

19.9 

736 

42 

5.8 

Imperial  Chemical  Inds 

17.4             7.5 

5.6 

21.5 

10.3 

-4.7 

10.9 

-46.4 

22,576 

775 

3.4 

Rohm  &  Haas 

17.1           12.0 

8.1 

28.2 

7.4 

0.5 

9.6 

-11.1 

2,782 

170 

6.1 

Univar 

15.7             0.7 

1.6 

43.2 

22.1 

1.9 

27.1 

-95.3 

1,417 

1 

0.1 

Rhone-Poulenc 

15.2             0.5 

3.5 

38.3 

15.2 

13.1 

NM 

-93.0 

15,096 

165 

1.1 

El  du  Pont  de  Nemours 

15.1           13.0 

8.9 

24.3 

7.1 

6.0 

17.7 

-8.5 

39,656 

2,111 

5.3 

Monsanto 

15.1             6.4 

5.3 

27.4 

6.5 

1.6 

15.3* 

-55.4 

8,940 

261 

2.9 
def 

Olin 

14.1             def 

0.5 

34.8 

9.9 

-9.1 

9.9* 

P-D 

2.321 

-15 

BF  Goodrich 

12.7             2.5 

2.9 

21.5 

-4.0 

0.4 

74.5* 

-77.5 

2,440 

40 

1.7 

Quantum  Chemical 

12.3             NE 

1.4 

92.2 

8.4 

5.6 

NM 

P-D 

2.623 

-96 

def 

Hercules 

8.9             3.3 

3.0 

21.7 

4.7 

-3.6 

NM 

D-P 

3,040 

63 

2.1 

First  Mississippi 

6.8            3.3 

3.8 

32.6 

17.0 

2.2 

-36.0* 

-17.9 

541 

6 

1.2 

FMC 
Medians 

Specialized 

NE        109.1 
15.2            4.8 

17.7 
4.6 

76.1 
30.4 

3.2 

8.6 

27.7 

5.4 
-32.2 

3.872 

170 

4.4 
2.5 

9.1 

2.1 

13.1 

2.911 

60 

Vigoro 

61.5           44.4 

13.9 

43.1 

15.9 

4.7 

31.5 

44.5 

581 

28 

4.8 

Sterling  Chemicals 

59.9*         34.0 

19.2 

31.9 

NM 

7.3 

-20.3* 

-37.4 

543 

37 

6.8 

Georgia  Gulf 

59.8             NE 

36.3 

225.0 

13.4 

-6.5 

38.5 

-54.7 

885 

68 

7.7 

Freeport-McMoRan 

43.8           14.3 

8.4 

54.4 

17.7 

-4.2 

37.7 

-76.2 

1,598 

106 

6.6 

Wellman 

34.1           11.1 

9.2 

40.3 

42.6* 

2.5 

39.5* 

-34.1 

811 

44 

5.4 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit 

D-Z;  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not 

available. 

NE:  Nega 

tive  equity. 

NV   Not 

meaningful.     *  Four-year  averag 

je.    tThree-year  average.     For  further  explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotus  CD  Investment. 
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Do  the 

right 

thing 


Monsanto's 

Richard  Mahoney 

Intelligent 

diversification 

has  yielded 

a  better  company. 


'Monsanto  Chairman 
Richard  Mahoney  chooses 
his  markets  carefully:  The 
company  will  compete  only 
where  its  product  is  the 
leader,  or  a  close  second.  A 
division  that's  not  up  to 
snuff  is  sold  and  resources 
are  focused  elsewhere. 

Tough  standards.  But 
they  have  served  St.  Louis- 
based  Monsanto  well 
over  the  years.  Between 
1986  and  1990, 18  units 
were  sold,  one  was  merged 
and  another  shut  down, 
while  three  new  businesses 
were  added.  During  that 
same  period  sales  went  up 
31%,  to  $9  billion,  and 
earnings  grew  26%,  to  $546 
million.  (Latest  12- 
month  profits  are  only 
$261  million  because  of  a 


restructuring  charge  main- 
ly in  the  company's 
chemical  operations,  in 
which  2,500  employees 
were  laid  off.  Several  small 
plants  will  close.) 

William  Young,  a 
chemicals  analyst  with 
Donaldson,  Lufkin  & 
Jenrette,  estimates  that 
Monsanto  will  have  sales 
of  $8.9  billion  and  earn  $5 
per  share  in  1991,  and  $6 
a  share  in  1992. 

Says  Mahoney,  "Effi- 
ciency isn't  doing  with  less. 
Efficiency  is  doing  smart- 
er. Picking  the  right  things 
to  do  and  then  doing 
them  very  well." 

Mahoney  has  been 
picking  the  right  things 
since  the  early  1980s, 
when  Monsanto  decided  to 


change  course.  It  sold  its 
petrochemical  unit,  one  of 
its  key  assets,  to  Du  Pont 
in  1981.  Paper,  chemical 
and  polystyrene  divisions 
soon  followed.  In  came 
higher- margin  businesses 
such  as  Searle,  the  pharma- 
ceutical maker.  The  com- 
pany also  acquired  a  line  of 
agricultural  products. 

Three  of  Monsanto's 
top-selling  products — Nu- 
traSweet  artificial  sweet- 
ener, Roundup  herbicide 
and  hypertension  drug 
Calan — gained  market 
dominance  through  pat- 
ent protection. 

Isn't  that  tempting  to 
take  advantage  of?  "You 
dare  not  violate  the  cus- 
tomer's confidence,"  says 
Mahoney.  Long-term 


sales  after  patents  expire  de- 
pend on  consumer  loyal- 
ty, so  there's  no  room  for 
overly  aggressive  pricing, 
he  adds.  Instead,  Mon- 
santo keeps  on  trying  to 
reduce  manufacturing  costs 
and  other  expenses.  This 
way,  when  others  join  the 
market,  Monsanto  is  al- 
ready well  positioned  as  a 
low-cost  provider. 

That  strategy  will  be 
tested  in  the  next  few  years. 
Calan  is  already  off  patent 
and  NutraSweet  and 
Roundup  will  lose  their 
monopolies  over  the  next 
two  years.  But  Mahoney 
has  several  new  products — 
including  an  insomnia 
treatment  drug  and  a  crab- 
grass  killer — already  in 
the  pipeline.         -R.L.  HH 
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years— ^suggesting  that  the  U.S.  trade  surplus  may  have 
peaked. 

Despite  the  industry's  woes,  chemical  company  stocks 
outpaced  the  market  for  most  of  the  year,  beating  the  S&P 
500  by  about  three  percentage  points  through  October. 
Why?  John  Garcia,  a  chemicals  analyst  at  Wertheim 
Schroder,  notes  that  the  sector  is  heavily  dependent  on 
automobiles  and  housing  starts;  investors  were  betting 


that  the  economy  would  perk  up.  But  the  group  stumbled 
in  November  as  wavering  confidence  about  the  recovery 
set  in. 

Still,  producers  remain  optimistic  about  this  year.  A 
survey  by  the  Chemical  Manufacturers  Association 
showed  expected  sales  growth  of  5%,  with  earnings  up  as 
much  as  15%  industrywide.  Assuming,  of  course,  there  is  a 
mcaningfiil  economic  recovery.  Hi 


Chemicals 

Net 

Proftt 

Profitability 

Growtli 

Sales 

income 

margin 

Return  on 

equity 

Return  on 
capital 

Sales 

Earnings 

per  share 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Valhi 

30.9 

11.9 

6.4 

44.9 

35.8 

-40.0 

38.4 

-50.8 

1,011 

36 

3.5 

Sigma-Aldrich 

26.0 

20.5 

17.6 

12.9 

20.0 

15.2 

21.7 

10.5 

566 

75 

13.3 

Loctite 

24.6 

21.9 

20.3 

9.9 

18.0 

5.5 

29.6 

7.8 

563 

70 

12.4 

Naico  Chemical 

24.3 

29.3 

18.1 

26.1 

12.6 

12.0 

15.8 

8.8 

1,310 

136 

10.4 

Great  Lakes  Chemical 

24.0 

20.7 

25.3 

8.7 

32.3 

27.1 

40.1 

13.2 

1,275 

154 

12.1 

Ethyl 

23.4 

21.5 

13.9 

37.5 

13.2 

4.4 

22.9 

-1.0 

2,592 

225 

8.7 

Betz  Laboratories 

22.7 

23.3 

21.1 

0.0 

13.7 

13.9 

13.9 

17.5 

652 

73 

11.2 

Lubrizol 

20.9 

16.8 

15.2 

6.4 

9.2 

8.4 

24.3 

-26.4 

1,477 

123 

8.4 

IntI  Flavors  &  Frags 

20.1 

18.6 

18.2 

0.0 

13.4 

8.4 

16.9 

9.8 

1,011 

167 

16.5 

NCH 

19.7 

18.7 

18.3 

4.8 

12.9 

5.1 

25.6 

8.1 

677 

43 

6.3 

Sherwin-Williams 

18.6 

16.3 

13.4 

9.4 

3.4 

12.4 

9.4 

3.2 

2,505 

127 

5.1 

Pall 

18.6 

18.1 

15.8 

9.2 

14.4 

16.4 

11.6 

20.3 

657 

80 

12.2 

RPM 

17.7 

17.2 

11.5 

40.8 

14.8 

5.0 

14.0 

13.7 

496 

31 

6.2 

Chemed 

16.3 

31.0 

24.4 

13.0 

12.5 

-31.5 

-9.6 

155.1 

408 

50 

12.4 

Air  Prods  &  Chems 

16.1 

14.7 

9.6 

29.6 

8.8 

1.3 

10.2 

7.2 

2,931 

249 

8.5 

Morton  International 

14.5 

13.0 

11.1 

17.6 

13.5 

11.1 

7.7 

-3.7 

1,929 

139 

7.2 

Akzo 

13.9* 

8.2 

7.6 

18.0 

9.4 

-8.8 

NM 

-25.1 

9,316 

391 

4.2 

Dexter 

13.7 

3.8 

5.1 

25.6 

7.9 

5.4 

7.8 

-68.0 

932 

13 

1.4 

IMC  Fertilizer  Group 

13.7t 

12.3 

9.1 

45.1 

6.3 

0.3 

NM 

20.1 

1,124 

93 

8.3 

Cabot 

13.6 

23.5 

12.6 

38.3 

3.6 

-11.4 

NM 

112.5 

1,482 

127 

8.6 

MA  Hanna 

13.0 

1.7 

3.4 

52.3 

54.9 

-0.6 

NM 

-80,7 

1,112 

11 

1.0 

HB  Fuller 

12.3 

13.4 

10.9 

26.0 

11.9 

7.3 

4.5 

50.3 

835 

27 

3.2 

Ferro 

12.1 

def 

def 

13.4 

12.4 

-3.6 

17.0 

P-D 

1,073 

-9 

def 

WR  Grace 

11.3 

11.1 

8.2 

49.4 

9.1 

6.0 

8.0t 

-0.4 

6,918 

212 

3.1 

Witco 

10.7 

10.5 

8.4 

25.0 

3.4 

3.5 

NM 

108.0 

1,654 

65 

3.9 

Grow  Group 

def 

def 

def 

59.7 

NM 

0.9 

NM 

D-D 

418 

-12 

def 

Inspiration  Resource 

def 

def 

def 

42.9 

5.5 

-23.8 

NM 

P-D 

1,063 

-269 

def 

IntI  Specialty  Prods 

NA 

39.9 

12.6 

76.5 

13.4* 

4.6 

NA 

NA 

528 

62 

11.7 

Lyondell  Petrochem 

NA 

500.0+ 

41.0 

77.0 

12.8 

9.1 

NA 

-21.2 

6.364 

274 

4.3 

NL  Industries 

NA 

def 

3.1 

82.4 

10.4 

-5.1 

44.3 

P-D 

872 

-7 

def 

Rexene 

NA 

NE 

2.7 

122.4 

8.2 

-7.0 

NA 

D-D 

477 

-34 

def 

Medians 

18.6 

15.5 

12.1 

30.8 

12.7 

4.6 

13.9 

-0.4 

1.011 

69 

6.5 
4.9 
2.9 

Industry  medians 
All-industry  medians 

16.7 

13.0 

9.4 
7.6 

30.8 

12.2 

4.0 
3.7 

13.9 

-11.1 

1.200 
1.436 

67 
40 

13.2 

9.9 

32.4 

11.3 

4.5 

-5.9 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Pr 

ofit  to  deficit. 

D-Z:  D( 

sficit  tozero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

tive  equity. 

NM;  Not 

mean  i  nef  u  1 .     *  Four-year  averap 

'e.     tThree-\ 

^ear  average 

;.     For  further  explana 

tion,  see  page 

;95. 

Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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Computers  are  becoming  little  more  than  commodities.  Who  will 
survive?  Companies  with  the  best  software,  support— and  prices. 


By  Julie  Pitta 

Big  computer  makers  found  out  last  year  that 
customers  were  no  longer  willing  to  pay  a  premi- 
um for  proprietary  products  that  offered  little,  if 
any,  advantage  over  other  computers  on  the 
market.  These  manufacturers  slashed  costs — but  not  fast 
enough — to  adjust  to  shrinking  profit  margins. 

IBM  said  another  20,000  jobs  would  go  in  1992, 
doubling  the  number  of  positions  eliminated  last  year.  Its 
chairman,  John  Akers,  began  reorganizing  the  company 
into  a  group  of  smaller— and,  it  is  hoped,  more  agile — 
business  units.  IBM  was  not  alone  in  cutting  workers. 
Digital  Equipment  has  reduced  its  work  force  by  about 


1 1,000  employees  since  September  1989;  Apple  eliminat 
ed  1,000  jobs  in  1991;  and  Compaq  flirloughed  1,700  ' 
people.  Compaq  posted  a  $70  million  loss  for  the  third  j 
quarter — its  first  ever — forcing  the  resignation  of  Joseph 
(Rod)  Canion,  its  cofounder  and  chief  executive. 

Meanwhile,  more  nimble  firms  like  Sun  Microsystems 
Inc.,  AST  Research  and  Dell  Computer  flourished  in  a 
price-sensitive  marketplace.  Dell  had  an  early  jump  as  a 
direct  marketer  of  iBM/DOS-compatible  PCs.  Dell  posted 
profits  of  $44  miUion  on  sales  of  $772  million  over  the  last 
12  months.  But  Zeos  International,  private  Compuadd,  [" 
Gateway  2000  and  other  aggressive  firms  are  in  pursuit  " 


A  superstar 
that  almost  died 
in  infancy 

"Simplicity"  is  the  key 
ingredient  for  efficiency.  So 
says  Raymond  Noorda, 
68,  chairman  and  chief  ex- 
ecutive of  Provo,  Utah- 
based  Novell  Inc.  When 
Noorda  arrived  in  1983, 
Novell  engineers  had  been 
struggling  to  develop  a 
hardware  and  software  sys- 
tem for  interlinking  per- 
sonal computers.  But  the 
plan  was  far  too  ambi- 
tious: Nearly  all  Novell's 
venture  money  was  spent 
to  design  the  computer  sys- 
tem, leaving  litde  fiind- 
ing  for  marketing.  The  tiny 
outfit  almost  went  under. 

That's  where  Noorda 
came  in.  A  turnaround  vet- 
eran who  had  previously 
put  in  stints  at  other  elec- 
tronics firms,  Noorda 
moved  quickly.  He  started 
by  getting  rid  of  Novell's 
custom-made  PCs  and  opt- 
ed instead  to  resell  Kore- 
an-made clones. 

More  important, 
Noorda  presciendy  decided 
to  phase  Novell  com- 


pletely out  of  hardware:  "It 
was  quite  clear  to  me  that 
once  [pc  manufacturers] 
standardized,  they  would 
drive  each  other  crazy  try- 
ing to  bring  down  costs." 

Novell's  engineers  had 
created  a  promising  soft- 
ware program  to  link  PCs 
into  local -area  networks. 
But  computer  resellers 
were  reluctant  to  sell  No- 
vell's soft^vare  without 
matching  hardware.  "We 
had  to  convince  them 
that  it  was  better  for  them 
to  buy  [hardware]  from 
the  source  because  they 
would  get  a  better  price. 
It  was  a  five-year  process," 
Noorda  explains. 

Noorda's  patience  paid 
off.  Novell's  software  and 
hardware  revenues  were 
almost  evenly  split  four 
years  ago.  Now  sofiiware 
accounts  for  90%  of  No- 
vell's revenues.  The  com- 
pany is  unquestionably  the 
industry  leader  in  com- 
puter networking  software. 
Over  the  last  12  months 
its  Netware  racked  up  $530 
million  in  sales. 

Wliat  about  the  com- 
petition? IBM  and  Micro- 
soft, together  with  3Com 


Raymond  Noorda,  Novell  chairman  and  chief  executive 
His  future  was  in  software,  not  hardware. 


Corp.,  spent  millions  devel- 
oping a  competing  prod- 
uct called  LAN  Manager, 
but  it  hasn't  been  a 
booming  success. 

By  getting  out  of  hard- 
ware, Noorda  left  Novell 
with  only  tuo  big  fixed 
costs:  programmers  and 
their  computers.  Once  a 
new  software  package  is 
created,  thousands  of 


copies  of  the  program  can 
be  duplicated  with  only  a 
nominal  cost  per  package. 

Shareholders  who 
bought  into  Novell  in 
1985,  when  venture  capi- 
tal firm  Safeguard  Scienti- 
fics  took  it  public,  are 
eternally  gratcftil:  A 
$10,000  hiitidl  invest- 
ment is  now  worth 
$750,000.  -J.P.  ■ 
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Profitability 

Qrowth 

Sales 

Net 
income 

rlUlll 

margin 

communications 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

M^Jor  systems 

Compaq  Computer 

41.1 

10.3 

9.6 

3.4 

53.2 

0.4 

63.7 

-50.9 

3,399 

199 

5.9 

Dell  Computer 

32.5* 

33.2 

38.4 

6.8 

75.0 

57.9 

57.9 

92.0 

772 

44 

5.7 

Apple  Computer 

32.2 

20.6 

15.9 

0.0 

27.4 

13.5 

20.3 

-31.6 

6,309 

310 

4.9 

Stratus  Computer 

23.0 

18.6 

19.0 

3.2 

38.8 

14.5 

32.8 

27.0 

439 

46 

10.4 

Cray  Research 

21.7 

13.3 

12.5 

13.8 

14.3 

-9.0 

4.8 

-30.1 

801 

87 

10.8 

AST  Research 

21.0 

29.1 

24.4 

8.2 

32.6 

34.9 

20.0 

35.7 

749 

70 

9.3 

Amdahl 

18.5 

6.1 

5.5 

3.3 

22.5 

-8.6 

46.8 

-49.0 

1,957 

85 

4.3 

Sun  Microsystems 

18.4 

16.5 

15.0 

22.5 

70.8 

26.7 

43.3 

32.9 

3,299 

191 

5.8 

Hewlett-Packard 

14.3 

11.6 

11.3 

2.4 

16.1 

9.5 

7.9 

-1.3 

14,494 

755 

5.2 

Silicon  Graphics 

14.3 

8.3 

8.6 

5.3 

68.3 

30.4 

65.5 

-28.8 

586 

33 

5.6 

IBM 

13.7 

7.6 

6.4 

23.4 

6.8 

-1.0 

NM 

-21.0 

65,771 

3,279 

5.0 

Intergraph 

12.9 

10.6 

10.5 

2.9 

14.4 

20.6 

2.4 

14.3 

1,187 

74 

6.2 

Tandem  Computers 

9.3 

2.8 

2.8 

6.5 

20.7 

3.0 

-9.7 

-70.8 

1,922 

35 

1.8 

Everex  Systems 

7.1 

def 

def 

7.7 

44.7 

-2.6 

NM 

P-D 

425 

-48 

def 

Tandon 

6.7 

def 

def 

7.6 

12.2 

16.2 

NM 

P-D 

463 

-19 

def 

SCI  Systems 

6.6 

0.8 

3.3 

54.2 

21.8 

-^.5 

-30.8 

-90.3 

1,079 

2 

0.2 

Itel 

6.3 

def 

6.3 

77.4 

54.6 

-15.8 

NM 

P-D 

1,728 

29 

1.7 

Harris  Corp 

6.2 

1.5 

2.9 

34.4 

8.3 

-1.4 

-13.5 

-87.3 

3,007 

15 

0.5 

Digital  Equipment 

4.5 

def 

def 

1.9 

12.4 

9.3 

NM 

D-D 

14,111 

-615 

def 

Raychem 

0.2 

def 

def 

24.9 

8.1 

8.3 

NM 

D-D 

1,261 

-19 

def 

Teradyne 

def 

3.1 

4.0 

9.5 

9.3 

10.7 

NM 

D-P 

499 

9 

1.8 

Data  General 

def 

19.8 

19.9 

25.0 

-0.9 

1.0 

NM 

D-P 

1,229 

86 

7.0 

Unisys 

def 

def 

def 

59.0 

13.5 

-9.6 

NM 

D-D 

9,168 

-1,562 

def 

Control  Data 

def 

def 

def 

28.1 

-11.3 

-13.1 

NM 

D-D 

1,552 

-17 

def 

Wang  Laboratories 

def 

def 

def 

82.9 

-4.5 

-19.0 

NM 

D-D 

1,988 

-398 

def 

Datapoint 

def 

NE 

7.9 

50.7 

-4.3 

-0.7 

NM 

D-D 

265 

5 

2.0 

Medians 

8.2 

4.6 

6.3 

8.8 

15.3 

2.0 

-22.2 

-50.0 

1,407 

34 

3.2 

Peripherals  &  equipment 

Conner  Peripherals 

47.8* 

20.6 

19.5 

33.8 

132.0t 

39.8 

80.8t 

7.9 

1,600 

127 

7.9 

Tech  Data 

26.9 

19.0 

16.8 

20.2 

65.2 

35.2 

25.7 

292.5 

569 

10 

1.8 

Quantum 

26.9 

21.8 

24.1 

0.0 

48.8 

70.9 

NM 

-3.9 

1,019 

58 

5.7 

,  Merisel 

22.0 

4.7 

4.8 

53.2 

42.0 

44.1 

NM 

-21.4 

1,475 

6 

0.4 

Intel 

20.7 

21.2 

20.0 
13.8 

7.4 

27.1 

22.5 

26.2t 
21.6 

25.3 

4,619 

794 

17.2 

AMP 

19.6 

14.7 

2.7 

13.2 

4.6 

-8.8 

3,082 

263 

8.5 

Micron  Technology 

18.7 

1.0 

1.9 

11.6 

54.0 

27.6 

NM 

0.0 

425 

5 

1.2 

Vishay  Intertech 

18.5 

13.3 

9.9 

38.1 

65.4 

2.2 

21.0 

-3.0 

450 

24 

5.4 

Thomas  &  Betts 

17.0 

14.3 

12.9 

14.7 

14.3 

-3.3 

6.9 

5.0 

573 

50 

8.7 

Seagate  Technology 

15.8 
15.8 

0.1 
10.9 

2.3 

32.2 

39.5 

0.1 

NM 

-99.4 

2,667 

1 

0.0 

Marshall  Industries 

9.8 

17.9 

20.4 

2.0 

40.5 

-17.6 

574 

16 

2.9 

Molex 

15.0 

12.2 

11.8 

1.8 

18.2 

16.5 

14.2 

-1.9 

724 

62 

8.6 

Applied  Materials 

14.3 

8.4 

8.5 

28.1 

37.4 

12.6 

NM 

-24.0 

639 

26 

4.1 

Motorola 

13.2 

10.2 

9.0 

14.6 

15.8 

6.0 

41.9 

-17.3 

11,236 

437 

3.9 

Dynatech 

13.2 
12.4 

8.3 
16.0 

7.1 
15.1 

34.1 
21.4 

13.0 
11.5 

1.4 
10.4 

-6.4 

-18.5 

477 

12 

2.6 

Storage  Technology 

-13.7* 

26.5 

1,216 

89 

7.4 

Texas  Instruments 

10.5 

def 

def 

28.8 

7.0 

4.0 

NM 

P-D 

6,791 

-380 

def 

Wyle  Laboratories 

9.5 

9.3 

8.1 

27.8 

11.3 

0.7 

27.3* 

-18.7 

445 

10 

2.3 

Avnet 

7.5 

7.0 

6.5 

19.9 

4.3 

-2.1 

23.7 

-4.3 

1,715 

55 

3.2 

Varian  Associates 

7.1 

14.2 

12.1 
def 

13.3 

9.2 

8.9 
-13.1 

NM 
NM 

D-P 
P-D 

1,378 
379 

58 

4.2 

3Com 

6.4 

def 

0.1 

35.4 

-31 

def 

Analog  Devices 

5.2 

def 

def 

6.8 

9.3 

18.9 

NM 

P-D 

544 

-13 

def 

Bell  Industries 

4.8 

def 

1.2 

35.9 

5.0 

-0.3 

NM 

P-D 

397 

-1 

def 

Maxtor 

0.5 

def 

def 

48.9 

53.4 

48.6 

NM 

P-D 

969 

-74 

def 

Tektronix 

0.1 
def 

12.0 
def 

10.1 

16.0 

NM 
16.2 

-5.6 

NM 

D-P 

1,317 

49 
3 

3.7 
0.3 

Arrow  Electronics 

5.8 

53.8 

-4.2 

NM 

P-D 

933 

Applied  Magnetics 

def 

def 

def 

22.5 

25.9 

23.6 

NM 

D-D 

455 

-18 

def 

LSI  Logic 

def 

def 

def 

29.2 

37.7 

17.7 

NM 

P-D 

718 

-38 

def 

M/A-Com 

def 

28.5 

19.4 

40.9 

-6.8 

2.0 

NM 

D-P 

382 

31 

8.1 

Western  Digital 

def 

def 

def 

58.6 

29.7 

-15.6 

NM 

P-D 

930 

-174 

def 

D-D:  Deficit  to  deficit.     D-P:  Def 

cit  to  profit. 

P-D:  Pr 

ofit  to  deficit. 

D-Z:D< 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Nol 

available. 

NE:  Nega 

five  equity. 

NM:  Not 

meaningful.     *Four-year  average. 

tlhree-year  average 

For  further  explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Data 

Base  Servici 

'  via  Lotui 

•  CD  Investment. 
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and  are  selling  even  cheaper  clone  computers. 

The  recent  U.S. -Japan  chip  agreement — in  which  the 
Japanese  allow  U.S.  firms  to  sell  more  chips  in  Japan  in 
return  for  the  U.S.'  dropping  tariffs  on  some  Japanese 
electronics — ^was  supposed  to  have  helped  the  sagging 
fortunes  of  U.S.  chipmakers.  So  far  it  hasn't. 

Intel  Corp. — which  once  had  a  hammerlock  on  the  IBM- 
DOS-compatible  microprocessor  market — was  among  the 
few  U.S.  chip  companies  to  have  a  strong  year  in  1991. 
Intel  posted  profits  of  $794  million  on  revenues  of  $4.6 
billion  over  the  last  12  months.  But  even  once -invincible 
Intel  is  facing  a  growing  challenge  from  microprocessors 


made  by  Advanced  Micro  Devices,  Chips  &  Technologies 
and  Cyrix. 

Sofiiware  companies  generally  fared  better  than  hard- 
ware companies.  Microsoft,  which  still  dominates  the  fast- 
growing  PC  software  market,  was  hiring  new  program- 
mers. But  Lotus  Development,  facing  declining  profits, 
announced  late  last  year  that  it  will  fire  300  to  400  workers. 

Cellular  telecommunications  became  particularly  hot  in 
1991 ,  with  regional  Bell  operating  companies  staking  out 
territories.  Southwestern  Bell,  which  bought  cellular 
properties  in  Chicago,  Boston  and  Washington  a  few  years 
ago  (before  prices  escalated),  had  a  head  start.  ^ 
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ProfH 
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communications 
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Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 
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latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Advanced  Micro 

def 

def 

def 

17.7 

7.1 

4.4 

NM 

D-D 

1,126 

-4 

def 

Atari 

def 

22.3 

16.6 

26.6 

21.2 

-27.1 

NM 

333.3 

314 

23 

7.2 

Natl  Semiconductor 

def 

def 

def 

3.6 

NM 

-2.9 

NM 

D-D 

1,670 

-154 

def 

Sprague  Technologies 

def 

def 

def 

13.8 

-7.9 

-9.3 

NM 

D-D 

289 

-45 

def 

Medians 

10.0 

8.3 

7.6 

20.8 

17.2 

4.2 

NM 

-18.1 

827 

11 

2.4 

Software 

Microsoft 

45.8 

41.8 

45.8 

0.0 

54.2 

55.9 

55.3 

57.6 

2,055 

519 

25.3 

Novell 

38.8 

35.0 

36.6 

0.3 

71.3 

26.8 

61.6 

77.6 

593 

144 

24.4 

Computer  Associates 

27.0 

14.5 

13.1 

2.0 

40.2 

6.9 

33.5 

-4.4 

1,364 

160 

11.8 

Lotus  Development 

26.2 

1.5 

3.8 

28.1 

24.8 

18.2 

NM 

-94.4 

766 

6 

0.8 

Oracle  Systems 

26.0 

5.9 

4.9 

4.0 

82.9 

9.6 

NM 

-54.5 

1,058 

19 

1.8 

MAI  Systems 

def 

def 

def 

79.3 

10.9 

-44.6 

NM 

P-D 

362 

-118 

def 

Medians 

26.6 

10.2 

9.0 

3.0 

47.2 

13.9 

NM 

-29.5 

912 

82 

6.8 

Telecommunications 

MCI  Communications 

24.9 

25.5 

11.9 

52.1 

24.1 

12.0 

59.7t 

74.1 

8,274 

534 

6.5 

Centel 

19.9 

14.0 

7.9 

44.9 

-4.0 

-0.3 

NM 

-45.8 

1,166 

151 

13.0 

Alltel 

17.7 

19.1 

10.9 

41.4 

19.8 

8.7 

14.0 

8.0 

1,694 

196 

11.6 

Cincinnati  Bell 

16.9 

7.8 

5.9 

35.3 

18.1 

14.9 

15.1 

-44.3 

1,099 

52 

4.7 

United  Telecom 

16.7 

14.3 

8.0 

48.2 

26.7 

6.6 

NM 

-1.0 

8.732 

340 

3.9 

GTE 

16.2 

14.3 

7.2 

43.9 

3.7 

13.3 

7.5* 

-19.6 

20,693 

1,478 

7.1 

Corning 

16.2 

15.4 

12.6 

23.1 

10.8 

15.4 

19.1 

4.2 

3.206 

298 

9.3 

Ameritech 

15.7 

15.0 

9.1 

27.5 

3.3 

1.9 

5.3 

-2.7 

10,770 

1,253 

11.6 

Northern  Telecom 

14.1 

14.7 

13.1 

23.9 

10.2 

16.2 

5.8 

13.4 

7,757 

495 

6.4 

US  West 

14.1 

12.2 

7.3 

34.1 

5.2 

3.5 

6.0 

-5.2 

10.206 

1,180 

11.6 

Pacific  Telesis 

14.0 

13.3 

7.9 

30.3 

2.6 

1.2 

4.2 

-7.3 

9,870 

1,053 

10.7 

Bell  Atlantic 

13.8 

14.0 

7.9 

33.8 

5.6 

1.7 

2.6 

20.0 

12,286 

1,327 

10.8 

So  New  Eng  Telecom 

13.7 

10.5 

6.5 

32.1 

4.7 

-0.4 

4.9 

-6.7 

1,629 

128 

7.9 

BellSouth 

13.7 

10.9 

7.4 

27.7 

6.5 

0.6 

1.6 

-15.5 

14,401 

1,480 

10.3 

American  Tel  &  Tel 

13.1 

4.1 

3.7 

29.4 

1.6 

16.5 

34.0 

-78.2 

42,670 

585 

1.4 

Southwestern  Bell 

12.9 

12.3 

7.6 

28.1 

3.1 

3.0 

2.0 

-1.6 

9,256 

1,108 

12.0 

Rochester  Telephone 

12.8 

14.7 

9.2 

37.2 

9.2 

12.9 

NM 

31.8 

€64 

70 

10.5 

Nynex 

11.4 

9.5 

6.4 

34.4 

5.5 

-0.7 

-4.8 

7.1 

13,427 

913 

6.8 

Scientific -Atlanta 

10.6 

def 

def 

0.7 

2.8 

-17.5 

NM 

P-D 

493 

-2 

def 

DSC  Communications 

8.7 

def 

def 

46.9 

12.4 

1.8 

21.2* 

P-D 

503 

-101 

def 

Comsat 

4.1 

def 

def 

40.5 

NM 

13.2 

NM 

P-D 

498 

-9 

def 

McCaw  Cellular 

def 

def 

0.6 

63.9 

89.1 

44.4 

NM 

P-D 

1.286 

-375 

def 

Medians 

13.9 

12.8 

7.5 

34.2 

5.5 

5.0 

4.6 

-6.0 

8,016 

418 

7.5 

Industry  medians 

13.2 

9.4 

7.4 

25.0 

14.3 

4.5 

-13.6 

-19.1 

1.223 

40 

4.0 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit 

P-D:  Pr 

of  it  to  deficit. 

D-Z:  D( 

jficittozero. 

def:  Defi 

cit.     NA:  No 

t  available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

le.     tlhree-year  average 

;.     For  further  expiana 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Sen/ice  via  Lotu. 
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Even  today  ^ 

there  are  banks 

that  can  talk  about 

financial  strengfhr 

Total  Risk-Weighted  Capital  Ratios  (Latest  Available  Data)  ^ 


24.27% 


'"•1*  i  >'•* 


10.40% 

j^^^^ 

10.30% 

^jg|MHHaHa|^' 

8.60% 

8.25% 

1 

■ 

■ 

-1 

17 

YM3Sk4a^'*^ 


Regulatory 


Minimum* 


Republic 

New  York 

Corp 


JP  Morgan 
&Co 


Barclays 
Bank  PLC 


Union  Bank 
of  Switzerland 


Banque 
Nationale 
de  Paris 


Deutsche 
Bank  A.G. 


Source:  Merrill  Lynch  1991  Global  Bank  Survey  'Regulatory  minimum  effective  1992 

Source:  Salomon  Brothers  Stock  Research- Bank  Stock  Weekly  9/30/91 


^'Republic  has,  by  far, 
the  best  long-term  growth 
record  of  any  company 
we  cover  ana  maintains 
one  of  the  industry's  most 
conservative  balance 
sheets." 

—  Oppenheimer  &  Co.^  10/21/91 

Praise  from  the  experts  is  rare  in  today's 
uncertain  times.  But  professionals 
everywhere  are  recognizing  the  fact 
that  Republic  offers  the  best  combina- 
tion of  safety  and  growth.  Bear  Stearns 
said:  "its  operating  philosophy  based 
upon  depositor  safety  and  high  pro- 
ductivity has  resulted  in  record 
earnings  during  a  period  when  most 
banks  are  struggling." 

The  customer  is  always  safe. 

Our  customers  also  offer  praise  for 
our  banking  methods.  They've  come 


to  know  that  Republic's  number  one 
priority  is  the  protection  of  our  deposi- 
tors' funds.  And  their  confidence  in 
us  has  increased  our  overall  strength. 
Or  as  Merrill  Lynch  put  it:  "Republic's 
risk-averse  company  philosophy  is 
now  paying  off  in  terms  of  higher 
sustainable  return  on  equity." 

Our  tradition  is  our  future. 

Republic's  risk-averse  banking 
philosophy  has  evolved  from  a  long 
tradition  of  conservative  banking 
methods  that  placed  the  safety  of 
our  customers'  resources  before  all 
other  banking  considerations. 
Republic  maintains  an  outstanding 
capital  base,  high  liquidity,  and 
superior  asset  quality.  It  all  adds  up 
to  strength,  and  that  strength  is 
reflected  in  the  growing  number  of 
loyal  clients. 


Test  our  strength. 

Get  more  information  on  what  we 
can  do  for  you  by  writing  for 
our  latest  Quarterly  Report  to: 
Information  Center,  Republic 
National  Bank  of  New  York,  Fifth 
Avenue  at  40th  Street,  New  York, 
NY  10018.  Or  call  (212)  221-6056. 
Outside  New  York  City 
(800)  522-5214 


REPUBLIC 

NAnONAL  BANK 

OF  NEW  YORK 


ASAFRABANK 


BEVERLY  HIIXS  •  CAYMAN  ISLANDS  •  LOS  ANGELES  •  MEXICO  CITY  •  MIAMI  •  MONTREAL  •  NASSAU  •  NEW  YORK  •  BUENOS  AIRES  •  CARACAS  •  MONTE  VIDEO  •  PUNTA  DEL  ESTE  •  RIO  DE  JANEIRO 
SANTIAGO  •  BQRUT  •  GENEVA  •  GIBRALTAR  •  GUERNSEY  •  LONDON  •  LUGANO  •  LUXEMBOURG  •  MILAN  •  MONTE  CARLO  •  PARIS  •  ZURICH  •  HONG  KONG  •  SINGAPORE  •  TAIPEI  •  TOKYO 


There  could  be  a  construction  industry 
turnaround  in  1992,  Look  for  single-family 
housing  to  lead  the  way,  with  little  improvement 
expected  elsewhere. 


By  Claire  Poole 

^k  fter  six  consecutive  down  quarters,  newly  started 

/^  construction  contracts  began  inching  their  way 

r^^  back  up  to  their  mid- 1990  values  in  the  second 

^L  JB^  quarter  of  1991.  Despite  that  improvement, 

total  contracts  were  down  an  estimated  6%  last  year,  to 

$228  billion. 

What  about  1992?  George  Christie,  chief  economist  of 
McGraw-Hill's  Construction  Information  Group,  esti- 
mates that  contracts  will  rise  10%  this  year,  to  $251.5 
billion,  and  another  10%  in  1993.  How?  Through  hous- 
ing. He  explains:  "Commercial  building  is  about  as  bad  as 
it  is  going  to  get,  and  it  won't  improve  much  in  the  near 
future.  Publicly  financed  construction  is  as  good  as  it  can 
get  until  new  programs  are  legislated.  This  means  that  the 


oudook  for  total  construction  comes  down  to  how  much 
the  housing  market  can  deliver." 

So  far,  housing  hasn't  delivered  much.  Despite  a  slight 
recovery  at  midyear,  the  balance  of  1991  was  disappoint- 
ing, with  single-family  starts  expected  to  fall  to  less  than  1 
million  units — the  worst  fiill  year  since  1982.  The  West  has 
been  the  hardest  hit,  followed  by  the  Midwest  and  the 
Northeast.  But  housing  starts  actually  rose  in  the  South. 

This  year  looks  better.  Single-family  starts  should  grow 
20%  in  1992,  not  quite  as  good  as  the  typical  30%  to  40%  in 
the  first  year  of  a  recovery.  What's  happening  this  time 
around?  Most  baby  boomers  have  already  bought  their 
first  house;  those  who  would  like  to  buy  and  might 
otherwise  be  lured  by  low  mortgage  rates  are  ner\'ous 


Construction 

Net 

Profit 

Promabiiity 

Growth 

Sales 

income 

margin 

Return  on  equity 

Return  on 
capital 

Sales 

Earnings 

per  share 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Commercial  builders 

"''    Jacobs  Engineering 

22.4          23.3 

24.3 

0.0 

37.4 

17.5 

71.0 

34.4 

1,036 

20 

2.0 

Apogee  Enterprises 

17.5          13.5 

11.8 

19.7 

22.0 

-1.1 

15.6 

-8.4 

596 

15 

2.5 

Granite  Construction 

16.5*         13.7 

13.4 

4.7 

10.7 

1.7 

13.6 

-1.7 

573 

20 

3.5 

Blount 

13.5            def 

1.9 

41.1 

-12.3 

-6.7 

80.3 

P-D 

620 

-3 

def 

Fluor 

13.4          17.8 

15.7 

6.4 

12.3 

-1.4 

95.5t 

14.4 

7.044 

156 

2.2 

Butler  Manufacturing 

11.8            def 

0.3 

57.1 

2.0 

-18.2 

13.6 

P-D 

470 

-4 

def 

Foster  Wheeler 

6.5             8.1 

6.4 

36.8 

3.9 

33.1 

NM 

13.5 

1,955 

42 

2.1 

CBI  Industries 

6.3             8.5 

7.6 

15.6 

7.8 

3.2 

57.1* 

-5.9 

1,606 

56 

3.5 

Perini 

3.7             def 

def 

29.4 

4.6 

-3.9 

NM 

P-D 

975 

-A 

def 

Morrison  Knudsen 

def          13.4 

9.2 

32.4 

-3.2 

6.9 

NM 

8.3 

1,867 

39 

2.1 

Turner  Corp 

def            def 

1.7 

41.7 

9.8 

-17.7 

NM 

P-D 

2,762 

-4 

def 

Guy  F  Atkinson 

def            def 

def 

3.4 

-1.4 

-18.3 

NM 

D-D 

718 

-22 

def 

Medians 

9.1            8.3 

7.0 

24.6 

6.2 

-1.2 

13.6 

-7.1 

1.006 

18 

2.0 

Residential  builders 

Kaufman  &  Broad  Home 

23.3*          6.2 

7.3 

40.0 

30.5 

-15.9 

13.0 

-74.3 

1.278 

16 

1.3 

Ryland  Group 

21.3            3.8 

6.2 

92.2 

15.0 

-12.3 

7.7 

-72.6 

1,206 

12 

1.0 

PHM 

12.7            7.7 

5.1 

40.4 

NM 

6.0 

17.9 

-25.9 

1,172 

25 

2.2 

Centex 

11.3            5.6 

5.4 

29.1 

11.7 

-3.6 

7.1 

-55.1 

2,172 

28 

1.3 

Lennar 

10.1            6.9 

4.0 

28.1 

10.4 

-18.7 

6.9 

-1.1 

322 

19 

5.9 

Skyline 

7.2            2.9 

2.9 

0.0 

2.4 

-15.9 

-10.0 

-51.2 

313 

5 

1.4 

MDC  Holdings 

def           def 

4.2 

63.0 

5.6 

-25.3 

NM 

D-D 

420 

-15 

def 

US  Home 

def            def 

def 

65.9 

-6.4 

-23.7 

NM 

D-D 

502 

-97 

def 

Medians 

10.7             4.7 

4.7 

40.2 

8.0 

-15.9 

7.0 

-63.8 

837 

14 

1.3 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Pr 

ofit  to  deficit. 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averaj 

je.     tThree-year  average 

J.     Forfurthe 

'  explana 

tion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  LotJ. 

>  CD  lr)vestment. 

116 


Forbes  ■  Januarv  6,  1992 


fTaster, 

better, 

cheaper" 

One  of  the  most  tightly 
run  construction  compa- 
nies in  the  U.S.,  Pasade- 
na, Calif. -based  Jacobs  En- 
gineering Group  Inc. 
earned  $20.4  million  on 
sales  of  $1  billion  in  fiscal 
1991(endedSept.  30)— a 
2%  net  margin,  average 
for  the  industry.  Its  return 
on  equity?  A  staggering 
23%,  the  best  in  the  indus- 
try. And  there's  no  long- 
term  debt.  For  the  last  two 
years  Business  Round- 
table  has  given  Jacobs  sub- 
sidiaries safety  awards. 

But  that's  a  far  cry  fi-om 
the  early  1980s,  when  Ja- 


cobs— ^which  designs  and 
builds  refineries  and  other 
industrial  facilities — ^was 
just  another  oilfield-depen- 
dent outfit  awash  in  red 
ink  as  petroleum  prices 
tanked.  Stung  by  an  $8.9 
million  net  loss  in  1984, 
founder  Joseph  Jacobs 
became  increasingly  in- 
censed about  rising  over- 
head and  a  "fat  and  happy" 
management.  So  he  came 
roaring  back  firom  retire- 
ment (and  his  second 
open-heart  operation)  at 
age  68,  wielcUng  a  knife. 
With  the  help  of  Noel  Wat- 
son, then  an  executive 
vice  president,  Jacobs  let  go 
half  the  staff  of  2,200  (in- 
cluding 14  vice  presidents) 
and  cut  overhead  by  a 
third.  By  1985  the  compa- 
ny was  back  in  the  black, 
earning  $2  million.  Says  Ja- 


cobs: "We  came  out  of  it 
determined  that  we'd  never 
go  through  this  again." 

Toward  that  end,  in 
1988  Watson  embarked  on 
a  "faster,  better,  cheap- 
er" quality-improvement 
program.  Watson's  goal: 
Have  everyone  from  tele- 
phone operator  to  engi- 
neer "do  the  job  right  the 
first  time."  The  program 
established  minimum  ac- 
ceptable procedures  and 
standards  for  every  job, 
spht  the  employees  into 
80  teams  and  set  up  a  per- 
formance rating  system. 
Result.^  Costiy  reworking  of 
drawings  and  welding  has 
been  reduced  by  80%.  And 
Jacobs  keeps  better  tabs 
on  client  feedback  by  send- 
ing out  surveys  every 
quarter  throughout  a  job, 
not  just  at  completion. 


Noel  Watson  (left) 
and  Joseph  Jacobs 
Cut  staff  in  iialf . 


Jacobs  has  become  less 
dependent  on  refinery 
work  by  diversifying  into 
complex  environmental 
and  hazardous  waste 
projects.  Nonrefinery  proj- 
ects now  make  up  80%  of 
the  company's  revenues. 

So  with  things  in  good 
shape,  is  Jacobs,  at  75, 
winding  down.>  Not 
much.  He  has  turned  over 
the  operating  reins  to 
heir-apparent  Watson,  who 
is  now  president,  but 
doesn't  plan  to  retire.  He's 
thinking  up  new  ways  for 
the  company  to  expand — 
but  cautiously.  "We  have 
to  balance  acquisitiveness," 
he  says,  "with  our  capaci- 
ty to  handle  it."  -c.P.  mm 
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about  the  economy  and  their  jobs.  Still,  southern  central 
states  like  Texas,  Oklahoma  and  Arkansas  are  expected  to 
show  a  gain  of  33%.  That  bodes  well  for  regional  players 
Centex,  Ryland  and  Lennar,  which  recendy  began  build- 
ing homes  in  the  Dallas  area.  The  West  will  be  the  weakest, 
unfortunate  news  for  Kaufman  &  Broad  Home  and 
Standard  Pacific. 

Litde  improvement  is  expected  for  the  rest  of  the 
construction  industry.  The  glut  of  office  space  haunts  the 
commercial  sector.  Cushman  &  Wakefield  reported  18.5% 
vacancy  rates  in  central  business  districts  in  the  third 
quarter  of  last  year — the  third  consecutive  flat  quarter. 
Expect  a  5%  drop  in  office  building  in  1992,  a  4%  drop  in 
retail  building  and  a  flat  year  for  the  hotel  and  motel  sector. 


Public  works  contracts,  aft:er  five  fairly  solid  years,  may 
show  a  4%  gain  in  1992  if  Congress  approves  the  highway 
and  transit  bill.  That  would  be  good  news  to  companies 
like  Morrison  Knudsen,  which  has  a  strong  transportation 
division.  The  Boise-based  engineering  and  construction 
firm  recendy  snared  a  plum:  Texas'  $5.7  billion  high- 
speed-rail contract.  Institutional  building,  including 
schools,  hospitals  and  prisons,  will  be  all  but  flat  again — 
the  fifiJi  year  in  a  row. 

The  building  materials  sector  has  suffered  with  the 
rest  of  the  construction  industry.  But  with  housing  starts 
expected  to  pick  up  in  1992,  materials  should  follow. 
The  worst  may  be  over  for  the  entire  construction 
industry.  ^ 


Construction 

Net 
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Profitability 

Growth 

Sales 

income 

margin 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Cement  &  gypsum 

Vulcan  Materials 

20.7           10.9 

9.4 

10.0 

3.3 

-6.3 

15.2 

-36.8 

1,024 

74 

7.2 

Florida  Rock  Inds 

16.8             1.4 

2.5 

17.3 

11.1 

-22.2 

-4.1 

-87.8 

314 

2 

0.8 

CalMat 

15.9             5.3 

4.1 

9.0 

NM 

-18.1 

15.9 

-76.2 

385 

17 

4.4 

Southdown 

12.6             def 

0.5 

31.8 

15.2 

-9.8 

^2.6t 

P-D 

512 

-18 

def 

Lafarge 

11.7             def 

def 

37.6 

12.2 

1.2 

31.6 

P-D 

1,621 

-26 

def 

USG 

10.4             NE 

def 

295.0 

-6.3 

-12.0 

NM 

P-D 

1,748 

-206 

def 

Ameron 

9.6             5.4 

4.3 

39.5 

8.9 

5.9 

3.8 

-40.7 

468 

8 

1.6 

Holnam 

3.8            def 

1.0 

46.1 

16.5 

-7.9 

NM 

D-D 

991 

-35 

def 

Dravo 

def            def 

def 

26.8 

-20.8 

0.3 

NM 

P-D 

294 

-16 

def 

Medians 

11.7            def 

1.0 

31.8 

8.9 

-7.9 

-4.1 

P-D 

512 

-16 

-1.6 

Other  materials 

Waxman  Inds 

22.3            3.8 

7.3 

85.3 

38.9 

-12.9 

NM 

-76.2 

386 

1 

0.4 

Masco 

13.8            2.2 

3.5 

41.1 

24.3 

-3.8 

^.9 

-76.9 

3,102 

38 

1.2 

Ply  Gem  Industries 

9.1             0.8 

3.8 

54.3 

27.7 

-1.4 

NM 

-86.4 

548 

1 

0.1 

Hughes  Supply 

7.2             def 

0.3 

46.5 

12.2 

-14.8 

-13.5 

P-D 

478 

-4 

def 

Morgan  Products 
Noland 

6.0            def 
5.4            def 

def 
1.7 

38.7 
29.1 

4.9 
2.4 

-15.1 
-12.0 

NM 

D-D 

358 

-9 
0 

def 
def 

-9.7 

P-D 

389 

Nortek 

def            def 

def 

55.8 

10.6 

-12.5 

NM 

D-D 

935 

-62 

def 

Robertson-Ceco 

def            def 

def 

48.5 

NM 

51.0 

NM 

D-D 

797 

-48 

def 

MLX 

def            def 

def 

98.5 

43.6 

-14.3 

NM 

D-0 

396 

-29 

def 

Owens-Corning 

NE             NE 

10.6 

136.4 

-2.6 

-10.0 

NM 

P-D 

2,893 

-13 

def 

Eljer  Industries 

NA            def 

def 

56.7 

8.6 

-8.2 

NA 

P-D 

410 

-31 

def 

Manville 
Medians 

NA            2.5 
5.7            def 

4.7 

48.1 

3.7 
9.6 

-5,1 
-11.0 

NM 
NM 

-83.0 
P-D 

2,110 
513 

39 
-7 

1.9 
-0.6 

1.0 

51.4 

Industry  medians 

9.6            0.8 

3.5 

39.5 

8.6 

-8.2 

-11.7 

-87.8 

718 

1 

0.1 

All-industry  medians 

13.2             9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1.436 

40 

2.9 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit,     P-D;  Profit  to  deficit 

D-Z:  D( 

;f  icit  to  zero. 

def:  Defi 

cit.     NA:  No 

available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

je.     tThree-year  average.     For  further  explana 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotu. 
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Schwab  wrote  the  book  on  how 
to  find  a  Financial  Advisor. 


I 


As  your  capital  multiplies,  so  does 
the  time  and  skill  it  takes  to  invest. 

If  you're  like  many  investors,  you 
might  prefer  professional  guidance. 
At  Schwab,  we  recommend  getting 
objective  advice  that's  free  of  sales 
pressure.  So  we  wrote  this  book  to 
help  you  find  an  expert— one  who's 
concerned  with  your  best  interests. 

The  Charles  Schwab  Guide  to 
Selecting  a  Financial  Advisor  gives 
you  the  information  you  need  to  single 
out  which  advisor  feels  right  to  you. 

Here  are  the  key  questions  to  ask. 
Plus  a  few  tips  to  help  you  assess 
whether  their  style  and  strategies 
are  compatible  with  your  financial 

goals. 

This  guide  also  includes  a  directory 
with  addresses,  phone  numbers  and 
stated  investment  philosophies  of  over 
330  advisors. 

If  you'd  appreciate  help  managing 
your  money,  call  now  for  your  free  copy 
of  the  new,  expanded  edition  of  The 
Charles  Schwab  Guide  to  Selecting 
a  Financial  Advisor. 

*Charles  Schwab  &  Co.,  Inc.  does  not  endorse  or 
recommend  any  particular  advisor.  None  of  these  Financial 
Advisors  are  employed  by  Charles  Schwab  &  Co.,  Inc. 

Call  now,  toll-free: 

800-442-5111  ext  310 


CharlesSchwab 


Member  SIPC/New  York  Stock  Exchange,  Inc.       ®  1992  Charles  Schwab  &  Co.,  Inc.       All  Rights  Reserved 


Detroit's  crisis:  too  many  competitors, 
too  much  capacity,  too  few  buyers. 


By  Jerry  Flint 

These  are,  indeed,  the  times  tiiat  try  men's  souls. 
Detroit's  new  cars  are  better — better  looking, 
better  driving,  better  quality — and  they  under- 
price  the  foreign  competition.  Detroit  also 
slashed  bUlions  of  dollars  out  of  its  cost  structure.  All  that, 
in  a  normal  world,  would  be  the  basis  of  prosperity.  It's 
not.  In  the  past  12  months  General  Motors,  Ford  and 
Chrysler  had  $7  billion  in  net  losses  and  even  greater  auto 
operating  losses  in  North  America. 

Why?  There's  simply  too  much  competition — two  doz- 


en carmakers  operating  in  the  wide-open  American  mar- 
ket— and  too  few  buyers.  Competition  alone  would  make 
it  a  struggle  in  a  good  market.  In  this  market  it's  life- 
threatening.  Detroit's  big  three  sold  5  million  cars  in 
1991.  Back  in  1955 — 36  years  ago — they  sold  7  million. 
Don't  the  foreign  manufacturers  suffer  equally?  They 
suffer,  but  not  equally.  In  their  new  plants  built  in  the  hill 
country,  costs  are  lower  and  productivity  higher.  Those 
younger,  nonunion  workers  aren't  just  working  smarter, 
they're  working  harder.  "If  a  job  is  given  57  seconds  at 


Consumer 

Net 

Profit 

^^^^■■^^^■■■■^^B 

Profitability 

Growth 

Sales 

income 

margin 

durables 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%              % 

% 

% 

% 

% 

% 

% 

$mll 

$mil 

% 

Automobiles  &  trucks 

Ford  Motor 

18.0            def 

0.5 

66.9 

11.3 

-7.3 

NM 

P-D 

90,495 

-2,301 

def 

Paccar 

16.4            2.6 

4.2 

35.3 

12.7 

-17.1 

13.8 

-82.9 

2,416 

26 

1.1 

Volvo 

13.3            def 

def 

12.3 

5.2 

-13.6 

NM 

P-D 

12.949 

-175 

def 

Chrysler 

10.2            def 

1.8 

59.6 

7.7 

^.0 

-26.6 

D-D 

28,742 

-604 

def 

Honda  Motor 

9.5            7.2 

5.9 

26.9 

12.2 

17.1 

-6.2 

-10.0 

31,061 

528 

1.7 

Navistar  IntI 

7.2            def 

def 

53.3 

1.6 

-7.2 

NM 

D-D 

3,614 

-105 

def 

General  Motors 

6.2            def 

def 

56.2 

3.3 

-5.4 

NM 

D-D 

119,327 

-4,141 

def 

Nissan  Motor 

4.5            2.9 

3.3 

39.5 

9.4 

18.4 

24.6 

-51.7 

42,304 

346 

0.8 

Medians 

9.9            def 

1.2 

46.4 

8.6 

-6.3 

NM 

P-D 

29.902 

-140 

-1.7 

Automotive  parts 

Bandag 

42.5          32.5 

29.2 

2.2 

12.4 

2.6 

18.5 

3.4 

584 

77 

13.2 

Danaher 

28.4            4.3 

5.2 

40.2 

21.7 

7.1 

49.2 

-80.7 

840 

14 

1.7 

TBC 

25.0          22.3 

22.3 

0.0 

5.6 

-2.9 

52.8 

8.6 

491 

17 

3.5 

Genuine  Parts 

21.9           19.7 

18.9 

1.6 

8.4 

2.9 

13.8 

0.8 

3,385 

204 

6.0 

Snap-on  Tools 

20.7           11.5 
20.2             9.8 

11.3 
7.5 

1.0 
23.9 

9.7 
6.8 

-4.3 
-3.3 

12.9 
15.3 

-31.4 
-41.6 

888 
5,748 

74 

8.3 

PPG  Industries 

271 

4.7 

Cooper  Tire  &  Rubl)er 

19.8           19.8 

15.4 

13.5 

12.2 

7.7 

30.4 

12.0 

960 

73 

7.6 

Eaton 

17.2             6.0 

5.3 

34.6 

NM 

-6.9 

8.5 

-58.3 

3,391 

77 

2.3 

TRW 

16.2             6.9 

5.5 

32.9 

6.6 

-2.1 

NM 

-42.4 

7,857 

133 

1.7 

Modine  Manufacturing 
Allied-Signal 

16.2           14.7 
14.9             def 

11.3 
def 

27.1 
37.7 

8.7 

12.1 

8.7 

10.9 

508 

30 

6.0 

4.7 

-2.3 

NM 

P-D 

11,970 

-281 

def 

SPX 

13.3            def 

def 

34.3 

NM 

-3.9 

NM 

P-D 

669 

-18 

def 

Barnes  Group 

12.6           11.2 

9.0 

33.3 

5.0 

-0.9 

5.1 

41.8 

537 

16 

3.1 

Dana 

12.1             1.5 

4.5 

49.3 

8.4 

-9.8 

NM 

-83.2 

4,694 

16 

0.3 

Varity 

11.8            def 

2.2 

57.4 

21.9 

-9.3 

NM 

P-D 

3,150 

-44 

def 

Goodyear 

11.4             def 

3.4 

52.9 

4.2 

-2.3 

NM 

D-D 

10,937 

-13 

def 

Carlisle  Cos 

11.4            def 

def 

24.8 

5.4 

2.3 

5.0 

P-D 

615 

-8 

def 

Johnson  Controls 

9.4            7.8 

7.0 

19.7 

13.6 

1.2 

NM 

2.8 

4,559 

95 

2.1 

Masco  Industries 

9.1             def 

2.2 

77.5 

23.9 

-8.1 

NM 

0.0 

1.447 

^5 

def 

Standard  Motor  Prods 

7.8            5.3 

5.9 

26.4 

15.4 
13.3 

6.0 

-8.5 

17.5 
-11.8 

530 
1,686 

9 
42 

1.7 
2.5 

Echlin 

7.5            6.3 

5.8 

26.8 

5.3 

-6.6 

Federal-Mogul 

7.1            def 

1.4 

50.1 

5.0 

14.2 

NM 

P-D 

1,249 

-3 

def 

Arvin  Industries 

6.2            4.3 

5.4 

38.5 

14.9 

0.2 

-17.8 

-12.0 

1,670 

26 

1.5 

AO  Smith 

6.0            2.5 

4.3 

36.1 

1.3 

-8,5 

NM 

-11.1 

864 

9 

1.1 

Douglas  &  Lomason 

2.4             7.8 

5.8 

50.5 

10.6 

-13.5 

NM 

20.4 

369 

4 

1.0 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit. 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA;  No 

available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *Four-year  averag 

je.     tThree-year  average.     For  furthe 

r  explana 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotu. 
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Toyota,  it  takes  57  seconds  to  do.  In  Detroit,  if  they  give 
you  57  seconds,  it  really  takes  only  47,  48,  49  seconds  to 
do,"  says  a  manager  at  Toyota's  Kentucky  car  plant — an 
ex-Detroit  manager.  In  other  words,  Toyota's  employees 
work  at  least  15%  faster  than  Detroit's. 

The  transplants'  younger  workers  also  mean  lower 
medical  and  pension  costs.  But  in  this  changing  world 


economy,  Forbes  sees  some  of  these  "foreign"  companies 
really  as  American  manufacturers,  and  lists  them  in  our 
tables.  And  why  not?  They  assembled  1.4  million  vehicles 
in  the  U.S.  last  year,  have  set  up  design  studios  in  southern 
California,  engineering  shops  outside  Detroit  and  test 
tracks  in  Ohio  and  Arizona.  Yes,  sometimes  it  is  a  paradox. 
We  call  them  foreigners  at  the  same  time  that  we  call  them 


Honda:  the 
most  efficient 
"American" 
carmaker 

Is  IT  FAIR  to  call  a  Tokyo- 
based  company  American.^ 
Well,  14,300  Americans 
work  here  for  Honda,  and 
half  of  Honda's  annual 
$35  billion  in  sales  comes 
from  the  U.S.  Only  a 
third  comes  from  Japan.  In 
Ohio,  Honda  assembles 
450,000  cars  a  year. 

When  it  comes  to  effi- 
ciency, few,  if  any,  rivals 
match  Honda.  But  effi- 
ciency is  more  than 
450,000  cars  divided  by 
10,000  workers.  Efficiency 
means  understanding 
what  the  customer  wants, 
getting  the  most  out  of 
employees  and  making 
great  product.  Honda's 
Accord  is  America's  best- 
selling  car.  Honda  is  al- 
ways in  the  top  ranks  of 
consumer  satisfaction 
surveys.  The  old  Packard 
slogan,  "Ask  the  man 
who  owns  one,"  could  jus- 
tifiably be  taken  up  by 
Honda. 

Honda  executives  get 
to  the  top  because  they've 
done  something.  Tadashi 
Kume,  the  former  presi- 
dent, led  the  team  that 
developed  Honda's  famous 
cvcc  engine  and  the 
original  Accord.  Nobuhiko 
Kawamoto,  today's  presi- 
dent, was  on  that  cvcc 
team  and  led  the  design 
group  that  built  Honda's 
world  championship  For- 
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Honda's  Nobuhiko  Kawamoto 
Give  me  the  Three  Joys. 


mula  1  racers. 

Detroit,  too,  has  been 
led  by  engineers,  designers 
and  tinkerers  like  Henry 
Ford,  gm's  Ed  Cole  and 
Lee  lacocca.  For  a  couple 
of  decades,  though,  De- 
troit's managers  seemed 
to  rise  because  they  got 
their  M.B.A.s,  kept  their 
noses  clean  and  didn't  take 
a  chance.  Fortunately, 
those  days  seem  over. 

Will  Honda  falter  in 
the  1990s  as  agile  competi- 
tors give  it  the  Japanese 
treatment — imitating  and 
underpricing?  Profits, 
$541  million  last  fiscal  year 


(Mar.  31),  are  below  their 
mid-1980s  peak.  Even 
more  important,  the  pool 
of  cheap  money  in  Japan 
that  fiieled  Honda's 
enormous  technological 
charge  is  now  dry. 

But  then  there's  "the 
Honda  way,"  a  seeming 
blend  of  Japanese  and 
American  cultures — Japa- 
nese-type talk,  American- 
type  action — that  provides 
Honda's  road  map.  Presi- 
dent Kawamoto  tdks  about 
the  company's  core  phi- 
losophy, the  Three  Joys. 
"The  joy  to  buy  our 
products,  sell  our  products 
and  produce  our  prod- 
ucts." Is  this  just  Japanese 
corn?  "Philosophy  with- 


out action  is  worthless,"  says 
Kawamoto.  Take  the  new 
Civic  hatchback— a  $10,000 
automobile  that  the  auto- 
motive press  has  compared 
favorably  with  much  more 
expensive  cars. 

Despite  all  this,  is 
Forbes  premature  to  call 
Honda  the  most  efficient 
American  automaker? 
Maybe  we  are.  But  we 
think  in  terms  of  a  global 
economy.  Germans  con- 
sider Opel  a  German  com- 
pany, not  a  Detroit-run 
GM  subsidiary.  Opel  is  as 
German  as  wurst.  The 
day  could  come  when 
Honda  is  considered  as 
American  as,  well,  baseball 
and  apple  pie.        -JF.  Wk 
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American.  Indeed,  Forbes  considers  Honda  the  most 
efficient  of  the  American  carmakers. 

The  auto  industry'  isn't  alone  in  its  woes.  The  entire 
consumer  durables  group — appliances,  home  furnishings, 
recreation  equipment — is  hurting.  An  exception:  Rubber- 
maid continues  to  report  impressive  sales  and  profit  gains 
and  a  20%  return  on  equit>'.  What  does  it  sell?  Plastic: 
plastic  trash  cans,  plastic  toys,  plastic  lunchboxes. 

But  most  consumer  durables  manufacturers,  like  the  car 


companies,  await  the  upturn.  The  projected  recover}'  is 
now  pushed  forward  to  spring  1992.  If  it  doesn't  come, 
something  will  have  to  give.  Capacity'  will  be  cut  again, 
particularly  at  GM.  Chrysler's  chances  for  survival  will 
narrow.  A  worried  Washington  will  look  harder  at  imports. 
When  the  recover;^  does  come,  the  payoff  resulting  from 
improved  product  and  cost-cutting  will  show  immediately 
in  profits.  To  borrow  again  from  Tom  Paine,  the  harder 
the  conflict,  the  more  glorious  the  triumph.  ^ 


Consumer 

' 

Net 

Profit 

Profitability 

Growth 

Sales 

income 

margin 

durables 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Standard  Products 

1.6 

def 

def 

50.2 

7.9 

2.0 

NM 

P-D 

605 

-43 

def 

Allen  Group 

0.2 

def 

1.4 

37.6 

-3.2 

-25.8 

NM 

P-D 

271 

-3 

def 

Cummins  Engine 

def 

def 

def 

31.9 

11.6 

0.6 

NM 

D-D 

3,439 

-188 

def 

Fruehauf  Trailer 

NA 

0.8 

2.9 

87.6 

-10.8* 

-21.9 

NA 

NA 

511 

1 

0.1 

Medians 

12.0 

4.3 

5.3 

34.3 

8.4 

-2.1 

NM 

-36.5 

960 

14 

1.5 

Appliances 

Maytag 

21.4 

6.7 

6.2 

40.9 

13.9 

-5.1 

-6.2 

-42.9 

2,970 

71 

2.4 

Toro 

14.3 

5.5 

6.2 

46.1 

11.9 

-6.0 

-6.4 

-8.3 

699 

9 

1.3 

Whirlpool 

9.9 

5.3 

5.6 

37.3 

14.1 

1.6 

-13.3 

-56.9 

6.683 

76 

1.1 

Pittway 

9.4 

5.5 

5.3 

12.2 

10.9 

4.9 

-6.5 

-21.7 

972 

22 

2.2 

Sony 

8.1 

7.7 

7.1 

30.9 

31.1 

27.9 

12.4 

15.0 

26,324 

830 

3.2 

Black  &  Decker 

7.9 

3.0 

6.4 

71.8 

22.2 

9.8 

NM 

-67.4 

4,622 

28 

0.6 

Harman  International 

6.7 

def 

def 

61.6 

20.2 

3.7 

NM 

P-D 

591 

-22 

def 

Philips  Electronics 

def 

def 

def 

51.5 

7.6 

-1.2 

NM 

P-D 

31,457 

-2,845 

def 

Emerson  Radio 

def 

def 

def 

82.8 

6.1 

-1.4 

NM 

D-D 

801 

-83 

def 

Zenith  Electronics 

def 

def 

def 

33.1 

NM 

-11.9 

NM 

D-D 

1,300 

-78 

def 

Medians 

8.0 

4.2 

5.5 

43.5 

12.9 

0.2 

NM 

-62.2 

2,135 

16 

0.9 

Home  furnishings 

Rubbermaid 

22.6 

20.4 

19.0 

3.3 

18.3 

12.1 

17.9 

12.0 

1,639 

157 

9.6 

Newell  Co 

20.4 

20.7 

18.3 

12.5 

29.3 

0.1 

29.8 

2.4 

1,080 

107 

9.9 

Armstrong  World  Inds 

15.8 

4.7 

5.3 

18.2 

8.9 

-3.2 

9.1 

-68.6 

2,467 

65 

2.6 

Leggett  &  Piatt 

15.7 

7.5 

6.1 

34.8 

18.4 

1.1 

NM 

-50.4 

1,085 

23 

2.1 

LADD  Furniture 

15.4 

def 

def 

48.4 

15.2 

-16.7 

NM 

P-D 

440 

-9 

def 

Kimball  International 

14.8 

10.4 

9.6 

1.4 

7.7 

-9.0 

5.4 

-29.9 

549 

30 

5.4 

La-Z-Boy  Chair 

13.9 

11.3 

9.6 

20.7 

12.2 

1.2 

2.1 

-0.7 

613 

26 

4.2 

Oneida 

12.0 

6.4 

5.7 

37.3 

12.4 

4.4 

-19.0t 

-29.5 

431 

7 

1.6 

Premark  IntI 

10.6* 

10.7 

8.5 

34.5 

9.3 

5.2 

-10.9t 

104.7 

2,795 

83 

3.0 

Springs  Industries 

6.9 

4.6 

5.0 

33.1 

11.8 

-0.7 

NM 

500.0+ 

1,870 

26 

1.4 

Bassett  Furniture  Ind 

5.7 

6.4 

6.2 

0.0 

1.6 

-11.7 

-20.2 

88.8 

396 

15 

3.9 

Interco 

3.0 

NE 

3.6 

238.4 

-12.5 

-4.4 

NM 

D-D 

1,419 

-129 

def 

Fieldcrest  Cannon 

def 

def 

0.2 

60.5 

13.4 

-5.8 

NM 

D-D 

1,207 

-25 

def 

Medians 

13.9 

6.4 

6.1 

33.1 

12.2 

-0.7 

-19.0 

-29.5 

1.085 

26 

2.6 

Recreation  equipment 

Harley-Davidson 

35.6 

16.1 

14.7 

17.8 

27.7 

2.6 

49.4 

-30.1 

896 

33 

3.7 

Huffy 

14.6 

15.8 

10.7 

40.4 

14.1 

28.2 

27.3 

-6.4 

639 

17 

2.7 

Fleetwood  Enterprises 

13.1 

7.8 

8.0 

0.0 

4.3 

-4.3 

NM 

-22.1 

1.452 

34 

2.4 

Brunswick 

10.0 

def 

def 

16.6 

11.9 

-18.6 

NM 

P-D 

2,099 

-27 

def 

Outboard  Marine 

def 

def 

def 

20.6 

NM 

-14.1 

NM 

D-D 

984 

-86 

def 

Coachmen  Industries 

def 

def 

def 

12.7 

^.3 

-20.5 

NM 

D-D 

227 

-15 

def 

Winnebago  Industries 

def 

def 

def 

4.2 

S.6 

-33.6 

NM 

D-D 

223 

-29 

def 

Medians 

10.0 

def 

def 

16.6 

4.3 

-14.1 

NM 

P-D 

896 

-15 

-1.3 

Industry  medians 

11.0 

4.3 

5.3 

34.5 

9.4 

-2.3 

NM 

-51.1 

1.300 

15 

1.1 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1.436 

40 

2.9 

D-D:  Deficit  to  deficit.      D-P;  D 

eficit  to  profi 

t.     P-D:  Pr 

ofit  to  deficit 

D-Z:D 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

je.     tThree-year  average 

;.     For  further  explana 

tion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotu. 
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You  know  where  you  stand.  Your  finances  are  under  control. 
With  no  revolving  credit  on  bankcards.  No  more  interest  charge  "surprises." 

You  take  a  different  view  You're  happy 


The  Card. 
The  American  Express'  Card. 


How  do  you  plan  to  ked 


that's  moving  so  fast? 


K  you  are  responsible  for  guiding  a  major 
corporation  through  the  1990s,  it  must  seem 
that  new  concerns  are  being  added  to  your 
management  agenda  almost  daily 

The  established  concepts  of  what  a  corpo- 
ration is  and  what  it  stands  for,  how  it  views  its 
product  mix,  where  and  how  it  produces  what 
it  sells,  where  it  sees  its  market  opportunities, 
who  it  views  as  partners  and  competitors,  how 
it  finances  its  present  and  future  growth,  how 
best  it  can  work  within  governmental  regu- 
lations and  policies-aD  these  once-familiar 
parameters  are  changing  with  astonishing,  if 
not  alarming,  speed. 

All  this  must  seem  especially  true  if  your 
interests  are  international  in  scope. 

Dates  such  as  1992  and  1997  foreteU  of 
major  changes  in  long-establisbed  routines 
of  managing  the  forces  of  economics,  pro- 
tectivism,  finance  and  politics. 

The  words  "Pacific  Rim"  connote  more 
and  increasingly  vigorous  competition. 

And  the  echoes  of  political  upheavals  in 
every  comer  of  the  globe  are  certain  to  con- 
tinue reverberating  through  it  well  into  the 
next  century 

The  constant  in  assessing  and  managing 
these  challenges,  of  course,  is  your  personal 
involvement.  Input  from  others  is  vital;  but 
in  the  end,  your  decisions  will  be  made  on 
the  basis  of  what  you  yourself  see  and  hear 
and  understand. 


To  do  that,  you  have  to  be  there,  whether 
it  is  at  home  or  abroad,  and  for  as  long  and 
as  often  as  it  takes. 

This  is  where  the  Gulf  stream  IV  can 
become  one  of  your  most  productive  manage- 
ment tools;  and  the  broader  your  interests  are, 
the  more  productive  it  can  become. 


the* 
1 

and 
and 
eq^ 
lim 


head  in  a  world 


\bu  see,  wherever  your  business  takes  you, 
the  Gulf  stream  IV  can  take  you  there. 

This  amazing  business  jet  can  fly  you 
and  8, 10, 12  or  more  of  your  key  executives 
and  staff  nearly  5,000  statute  rmles  non-stop, 
equalling  or  exceeding  commercial  airline 
timetables.The  Gulfstream  IV gives  you 


global  access  with  uncompromised  timeliness, 
convenience  and  security. 

It  can  also  fly  shorter  trips  efficiently  and 
cost-effectively.  \bu  can  go  to  places  where 
airline  service  is  either  exhausting  or  extinct, 
often  visiting  several  locations  in  a  single  day, 
optimizing  your  time  and  energies. 

However  you  choose  to  use  the  Gulfstream 
ly  it  brings  unequalled  levels  of  performance, 
cabin  comfort  and  convenience,  engine  relia- 
bility, systems  dependability  and  technological 
advancement  to  every  trip  it  flies. 

We  have  a  videotape  presentation,  "77?^ 
Gulfstream IV: an  overview" that  can  help 
bring  the  many  capabilities  of  this  remarkable 
airplane  into  sharper  focus  for  you. 

Robert  H.  Cooper,  Senior  Vice  President, 
Gulfstream  Marketing,  can  see  that  you  get  a 
copy  to  view  at  your  leisure.  We  only  ask  that 
you  send  your  request  on  your  company  let- 
terhead, addressing  it  to  him  at  Gulfstream 
Aerospace  Corporation,  PO.  Box  2206,  Mail 
Station  B-04,  Savannah,Georgia  31402  U.S.A. 

We  think  you  will  be  pleased 
that  you  added  it  to  your  agenda.      ^^ 

Gulfstream 
/lerospace 


The  Gulfstream  IV 

Uncommonly  versatile, 
uncommonly  productive. 


©Gulfstream  Aerospace  Corporation 


CONSUMER  NONDURABLES 


Americans  weren't  buying  new  houses,  automobiles 
or  washing  machines,  but  they  did  shop  for  bargains 
in  clotliing  and  other  home  products. 


By  Amy  Feldman 

WJT  hile  many  1991  household  budgets  didn't 
have  the  hinds  for  a  new  automobile,  that 
didn't  stop  people  from  treating  themselves  to 
things  like  fancy  razors.  "Consumers  will  con- 
tinue to  pay  a  premium  for  certain  personal  products," 
says  Merrill  Lynch  analyst  Deepak  Raj.  Gillette  Co.,  for 
example,  garnered  some  15%  of  the  U.S.  market  for  its 
Sensor  razors  and  blades,  compared  with  9%  the  prior  year, 
despite  charging  a  25%  premium  over  its  older  Atra  model. 
Tambrands  Inc.  was  able  to  raise  prices  14%  on  its  Tampax 
tampons  in  1991  without  losing  brand  loyalty  or  its 
estimated  55%  market  share;  rival  Playtex,  which  histori- 
cally sells  at  a  25%-plus  premium  to  Tampax,  should  return 


to  that  level  with  an  increase  of  its  own  in  early  1992. 

The  picture  is  different  for  companies  that  produce 
commodity  goods  like  toilet  paper,  garbage  bags  or 
detergents.  They're  losing  once  loyal  customers  to  the 
lower-priced  products  of  private -label  manufacturers.  Pa- 
per producers  like  James  River  Corp.,  maker  of  Northern 
bathroom  tissue  and  Brawny  paper  towels,  cut  prices  this 
year;  that  company  earned  a  mere  $71  million  on  revenues 
of  $3.5  billion  in  the  nine  months  to  Sept.  29, 1991.  Both 
Kimberly-Clark  Corp.  and  Procter  &  Gamble  Co.  lost 
market  share  in  the  diaper  business  earlier  in  the  year  and 
have  been  heavily  promoting  their  new  diapers. 

The  apparel  downturn  began  in  mid- 1989  and  bot- 


Consumer 

Net 

ProfH 

Profitability 

Growth 

Sales 

income 

margin 

nondurables 

Return  on  equity 

Return  on 
capital 

Sales 

Earnings 

per  share 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%              % 

% 

% 

% 

% 

%■ 

% 

$mil 

$mil 

% 

Personal  products 

First  Brands 

37.7*         20.5 

12.5 

55.5 

6.7* 

-8.3 

NM 

-9.0 

1,008 

44 

4.3 

Gillette 

33.5          43.9 

22.5 

37.6 

12.1 

10.3 

19.6 

29.4 

4,584 

420 

9.2 

Stanhome 

28.6          21.4 

22.1 

0.5 

15.2 

8.5 

24.2 

-6.1 

707 

47 

6.6 

Johnson  &  Johnson 

27.7          28.4 

23,2 

17.3 

11.8 

10.9 

23.9 

27.5 

12,093 

1,419 

11.7 

Tambrands 

23.4          37.7 

35.3 

0.9 

7.8 

3.7 

10.4 

318.5 

638 

93 

14.6 

Colgate-Palmolive 

22.6             5.7 

5.7 

29.2 

2.9 

8.5 

29.6 

-68.9 

5,964 

111 

1.9 

Kimberly-Clark 

21.2          21.3 

14.3 

22.5 

9.7 

7.6 

15.5 

11.7 

6,696 

481 

7.2 

Gibson  Greetings 

19.8           14.3 

13.7 

19.7 

10.3 

5.2 

11.8 

-4.4 

530 

38 

7.2 

Procter  &  Gamble 

19.2          19.6 

14.7 

18.7 

11.9 

10.2 

29.8 

8.9 

27,579 

1,754 

6.4 

Avon  Products 

18.4          27.0 

20.0 

45.7 

6.4 

6.8 

NM 

125.3 

3,590 

131 

3.7 

Alberto-Culver 

18.2          13.1 

11.4 

17.3 

15.2 

9.8 

25.4 

-18.5 

874 

30 

3.5 

Carter-Wallace 

16.1          11.8 

11.6 

4.0 

8.9 

12.5 

14.0 

-12.9 

669 

45 

6.8 

Scott  Paper 

15.6            1.7 

3.8 

i^l.l 

12.5 

-2.1 

NM 

-87.2 

5,096 

36 

0.7 

Block  Drug 

15.4          14.1 

13.5 

4.5 

13.0 

16.6 

13.1 

14.9 

544 

56 

10.3 

Clorox 

15.0             7.2 

7.0 

32.4 

8.9 

9.3 

NM 

-60.7 

1,661 

57 

3.5 

Church  &  Dwight 

14.8          21.3 

15.8 

13.5 

12.7 

14.2 

22.3 

64.5 

469 

25 

5.3 

Helene  Curtis  Inds 

10.0             7.4 

6.1 

43.3 

20.3 

24.0 

-24.2 

28.1 

952 

11 

1.1 

James  River  Corp  Va 

8.0            4.6 

5.1 

35.1 

14.2 

-16.2 

-11.3 

169.4 

4,701 

133 

2.8 

Dial 

6.8          11.1 

8.1 

65.3 

3.5 

1.9 

-23.7 

500.0-t- 

3,585 

119 

3.3 

Sen/ice  Corp  IntI 

5.5          15.5 

8.5 

50.8 

10.8 

9.3 

NM 

D-P 

607 

68 

11.3 

Duracell  IntI 

2.7t         11.2 

10.9 

53.5 

12.0 

13.2 

NA 

500.0+ 

1.559 

76 

4.9 

Medians 

18.2           14.3 

12.5 

29.2 

11.8 

9.3 

12.4 

14.9 

1,559 

68 

5.3 

Apparel  &  shoes 

_.     LA  Gear 
-'^  Liz  Claiborne 

61.3            def 

def 

0.0 

136.2 

-17.3 

106.1 

P-D 

727 

-35 

def 

36.7          31.0 

30.1 

0.2 

23.7 

18.8 

25.2 

19.3 

1.945 

222 

11.4 

NIKE 

36.2          32.8 

31.7 

4.5 

26.8 

26.4 

50.1 

12.7 

3,117 

302 

97 

Phillips-Van  Heusen 

32.7           17.5 

13.7 

49.6 

9.6 

15.1 

10.8 

22.0 

890 

28 

3.1 

Reebok  International 

31.9          24.8 

21.2 

29.4 

41.1 

28.7 

20.2 

44.0 

2,637 

224 

85 

D-D:  Deficit  to  deficit.     D-P:  D 

ef icit  to  profit.     P-D:  Profit  to  deficit. 

D-Z:  D« 

jficittozero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

;e.     tThree-year  average.     Forfurthe 

explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotui 

>  CD  Investment. 
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Lean  and 
debt-free 


Few  clothing  compa- 
nies have  escaped  un- 
scathed from  die  retailing 
downturn.  But  $2  billion 
(estimated  1991  sales) 
Liz  Claiborne,  Inc.  has 
weathered  the  storm  bet- 
ter than  most. 

At  the  end  of  the  third 
quarter  the  company  had 
$358  million  in  cash  on 
hand  and  a  0.2%  debt- to- 
capital  ratio  (compared 
with  an  industry  median  of 
31.9%).  Annual  sales 
growth  has  averaged  24% 
during  the  past  five  years, 
earnings  growth  25%. 

Credit  Chairman  Je- 
rome Chazen,  64,  who 
grew  up  in  New  York  City 
during  the  Depression  and 
has  a  deep-seated  aver- 
sion to  debt.  Chazen  runs  a 
lean  shop  as  a  result.  Un- 
like competitors  V.F.  Corp. 
and  Russell  Corp.,  Liz 
Claiborne  contracts  out  all 
of  its  manufacturing  to 
some  300  factories  in  36 
countries.  It  has  only 
6,000  employees  in  the 
U.S.  and  1,200  in  its 
overseas  offices. 

This  gives  Chazen  the 
flexibility  to  shift  produc- 
tion fi-om  Hong  Kong, 
where  wages  have  been  ris- 
ing, to  Indonesia  or  Sri 
Lanka.  One  way  the  com- 
pany keeps  in  touch  with 
its  vast  sprawl  of  manufac- 
turers is  through  a  video 
system  linking  its  New  York 
City  head  office,  its  New 
Jersey  production  head- 
quarters and  its  three  Far 
East  offices. 

Claiborne  executives 
can  view  manufacturers' 
samples  on  the  tube  with- 
out a  long  wait  for  shipping 
or  the  expense  of  air 


Liz  Claiborne  CInairman  Jerome  Chazen 

A  Depression  baby,  he's  always  hated  debt. 


freight.  "Efficiency  is  a  fiin- 
ny  word,"  says  Chazen, 
"but  if  we  do  a  good  job  of 
planning,  we  can  save  an 
enormous  amount  of 
money." 

Chazen,  whose  back- 
ground includes  16  years  as 
a  buyer  and  merchandiser 
of  women's  clothes,  also 
has  a  good  feel  for  what 
the  typical  department 
store  customer  wants. 
Recendy  introduced:  Elisa- 
beth, Liz  Claiborne's  line 
for  larger  women,  sizes  14 
to  22.  Sales  are  expected 
to  reach  $100  million  in 
1991,  up  from  $11  mil- 


lion during  the  1989  intro- 
duction year. 

Other  fast- growing  in- 
troductions include  Liz  & 
Co.  knitwear,  whose  sales 
rose  from  $8  million  in 
1989  to  an  estimated  $80 
million  in  1991. 

Because  of  the  reces- 
sion, Claiborne  deliberately 
held  back  sportswear  pro- 
duction growth  last  year  by 
about  5%  to  avoid  inven- 
tory buildup.  Result:  In 
a  business  where  the  per- 
centage of  clothes  sold  at 
full  price  averages  around 
40%,  Liz  Claiborne's 
was  55%. 


Chazen  expects  that 
new  product  development 
will  slow  in  1992  as  Liz 
Claiborne  works  to  expand 
its  newer  lines  in  accesso- 
ries and  women's  clothes 
and  to  revamp  the  less 
successftil  men's  line  to  ap- 
peal to  a  younger  con- 
sumer. An  attempt  to  rush 
things  or  to  stretch  the  lean 
staff  beyond  its  capacity, 
even  during  an  upturn,  says 
Chazen,  would  be  ineffi- 
cient. Says  Prudential  Secu- 
rities analyst  Deborah 
Bronston,  "Liz  always  errs 
on  the  side  of  being 
conservative."      -A.F.  Hi 
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tomed  out  in  early  1991.  In  1990  inventories  were  being 
worked  down,  but  for  most  clothing  companies  discount- 
ing has  decreased  margins.  The  industry  is  busy  installing 
computer  systems  and  reworking  old  manufacturing  pro- 
cesses. For  example,  V.F.  Corp.,  maker  of  Lee  and  Wran- 
gler jeans,  in  1990  began  switching  from  the  standard 
assembly  line  to  a  modular  manufacturing  system.  The 
new  system  gives  workers  greater  flexibility  and  has  re- 
duced stockpiles  of  unfinished  goods. 

Textilemakers  also  felt  the  pressure  to  become  more 
efficient.  Fieldcrest  Cannon  Inc.,  maker  of  towels  and 
sheets,  laid  off  1,600  workers,  consohdated  the  sluggish 
rug-and-carpet  division  and  closed  its  unprofitable  elec- 
tric-blanket business.   Even  Shaw  Industries  Inc.,  the 


country's  largest  carpetmaker  and  the  industry's  lowest- 
cost  producer,  has  been  hurt  by  lower  demand  for  residen- 
tial carpets.  In  fiscal  1991  (ended  June  29),  its  earnings  fell 
50%,  to  $33  million  from  $65  million  the  previous  year, 
despite  a  7%  increase  in  sales  to  $1.6  billion  from  SI. 5 
billion.  But  Robinson-Humphrey  textile  analyst  Lorraine 
Miller  expects  the  company  to  rebound  this  year,  with 
projected  profits  of  $66  million  on  sales  of  $1.7  billion. 

What  about  1992?  The  Conference  Board,  based  in 
New  York,  predicts  a  turnaround  will  begin  in  the  third 
quarter:  Its  forecast  shows  that,  net  of  inflation,  spending 
on  consumer  nondurables  will  rise  slowly  in  the  first  half 
and  accelerate  to  annualized  growth  of  3.4%  in  the  fourth 
quarter.  IB 


Consumer 

Net 

Profit 

Profitability 

Growth 

Sales 

income 

margin 

nondurables 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Stride  Rite 

29.0          34.5 

32.0 

2.1 

14.2 

11.0 

43.0 

22.3 

561 

63 

11.3 

Gitano  Group 

27.3*           def 

def 

38.6 

25.5 

-5.7 

NM 

P-D 

755 

-15 

def 

Fruit  of  the  Loom 

22.9           18,3 

9.6 

56.5 

20.9 

4.5 

23.8t 

-17.3 

1,514 

83 

5.5 

Melville 

22.0           16.1 

16.3 

3.0 

12.8 

20.0 

14.4 

-8.3 

9,728 

348 

3.6 

Leslie  Fay  Cos 

18.1           16.9 

12.8 

28.1 

12.3 

4.4 

13.8 

12.0 

866 

32 

3.7 

Russell 

18.0           10.8 

8.3 

26.0 

13.9 

2.6 

16.3 

-27.8 

742 

50 

6.8 

VF 

15.7           11.4 

9.2 

38.6 

13.1 

7.8 

-4.9 

-22.4 

2,790 

103 

3.7 

Kellwood 

11.9             9.3 

8.2 

34.3 

10.2 

10.6 

-13.2 

338.9 

856 

19 

2.2 

Crystal  Brands 

9.0            def 

0.8 

55.7 

21.0 

-1.4 

52.2 

P-D 

844 

-16 

def 

Instrument  Systems 

7.2          22.2 

12.4 

50.8 

13.7 

7.8 

NM 

59.4 

494 

15 

3.1 

Oxford  Industries 

5.3            6.9 

6.2 

20.5 

-0.9 

-6.7 

NM 

39.3 

498 

7 

1.4 

Salant 

def             NE 

def 

121.2 

33.3 

-10.9 

NM 

D-D 

384 

-24 

def 

Warnaco  Group 

NE             NE 

1.7 

124.6 

6.5* 

NA 

NM 

NA 

560 

-30 

def 

Medians 

20.1           13.7 

9.4 

31.9 

14.0 

7.8 

14.1 

12.0 

850 

30 

3.4 

Textiles 

Delta  Woodside  Inds 

27.1           21.6 

15.3 

27.9 

25.1 

23.7 

NM 

500.0-H 

632 

32 

5.0 

Shaw  Industries 

24.6           15.1 

9.3 

60.7 

25.1 

3.8 

17.2 

-43.8 

1,624 

32 

2.0 

Unit! 

24.5           18.5 

NA 

4.6 

12.6 

NA 

34.5 

NA 

991 

43 

4.4 

Salem  Carpet  Mills 

9.9             def 

0.1 

44.5 

9.9 

-12.1 

-11.2 

P-D 

401 

-5 

def 

Dixie  Yarns 

9.4            def 

1.9 

34.3 

18.3 

-10.0 

-13.6 

P-D 

504 

-1 

def 

Guilford  Mills 

7.1            8.8 

7.1 

28.0 

3.8 

4.0 

-4.1 

D-P 

553 

15 

2.8 

DWG 

def            def 

3.7 

68.4 

2.4 

-0.4 

NM 

D-D 

1,221 

-18 

def 

Medians 

9.9            8.8 

5.4 

34.3 

12.6 

1.7 

-11.2 

-43.8 

632 

15 

2.0 

Photography  &  toys 

Mattel 

24.1           30.3 

20.6 

33.9 

6.2 

9.6 

NM 

5.2 

1,536 

103 

6.7 

Tyco  Toys 

19.6*           1.9 

3.3 

54.1 

52.2 

5.4 

NM 

-87.8 

483 

2 

0.4 

Eastman  Kodak 

13.1           11.0 

7.0 

46.6 

13.8 

4.5 

16.6 

136.1 

19,488 

743 

3.8 

Hasbro 

11.6             7.3 

8.8 

38.8 

3.5 

29.7 

NM 

-23.3 

1,873 

65 

3.5 

Polaroid 

10.7          85.8 

63.4 

23.5 

7.8 

6.3 

21.7 

500.0-f 

2,033 

680 

33.5 

Fuqua  Industries 

10.3             def 

def 

32.3 

4.7 

-3.2 

NM 

P-D 

919 

-39 

def 

Fisher-Price 

NA             NA 

def 

30.3 

NM 

1.2 

NA 

NA 

636 

-16 

def 

Medians 

12.4            9.2 

7.0 

33.9 

6.2 

5.4 

NM 

-9.0 

1.536 

65 

3.5 

Industry  medians 

18.0           13.6 

9.4 

32.4 

12.3 

7.6 

10.8 

10.3 

919 

45 

3.7 
2.9 

All-industry  medians 

13.2             9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit 

D-Z:  Deficit  to  zero. 

def:  Defi 

cit.     NA:  No 

t  available. 

NE:  Nega 

five  equity. 

NM:  Not 

meaningful.     *  Four-year  averaf 

>e.     tlhree-year  average.     For  further  explanation,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotus  CD  Investment. 
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Satisfy  your  hunger 
for  more 
productivity...for  less! 

PCs.  Workstations.  Even  mainframes.  You've  spent 
millions  to  give  everyone  in  your  company 
some  kind  of  computer.  And  productivity  still  keeps 
going  down!  Now  what?  Do  you  scrap  everything 
cind  start  over?  Or  do  you  call  Data  General  to  f  incdly 
profit  from  your  expensive  computers? 
Our  AViiON  System-mainframe  power  that  fits 
in  a  pizza  box-can  quickly  and  cif  fordably  increase 
productivity  for  much  lower  costs.  With  an  AViiON 
server  and  software,  your  PCs,  Macs,  termineils, 
workstations  cind  networks-whether  you  have  10, 
100, 1,000  or  more-can  work  together  as  a  teaim. 
And  with  a  starting  price  of  under  $100,000  you'll 
save  $4  million  or  more  compcired  to  a  huge 
mainframe's  price.  Finally,  you  can  enjoy  all  the 
productivity  you  were  promised  from  computers. 
And  it's  as  easy  as  ordering  pizza. 

^^"  1-800-DATA  GEN 

Data  General 


^f^ 


,^^^^2SR*^^S^ 


The  AViiON  System. 
fj^oo      Mainframe  power  that 
fits  in  a  pizza  box. 


Data  General 


Life  just  got 

a  whole  lot  easier! 


AViiON  IS  a  trademark  of  Data  General. 

Mac  is  a  registered  trademark  of  Apple  Computer 

©1991  Data  General 


ELECTRIC  UTILITIES 


Electric  utilities  face  likely  capacity  shortages,  no-growth 
environmentalists  and  tough  competition  from  independent  producers. 


By  Manjeet  Kripalani 

The  utility  industry  faces  three  big  challenges:  ( 1 ) 
meet  the  stringent  requirements  of  the  Clean  Air 
Act  of  1990;  (2 )  plan  for  the  new  capacity  needed 
by  the  end  of  the  decade;  (3)  remain  profitable 
while  accomplishing  (1)  and  (2). 

For  a  few  utilities — Potomac  Electric,  Northern  States 
Power,  Kansas  City  Power  &  Light,  for  example — com- 


plying with  the  latest  environmental  legislation  may  re- 
quire simply  switching  from  high-  to  low-sulfiir  coal.  For 
others,  the  issue  is  more  complex:  Should  they  spend 
several  hundred  million  dollars  for  new  coal  scrubbers? 
Retrofit  plants  to  run  on  cleaner-burning  natural  gas?  Buy 
more  electricity  from  independent  power  producers? 
Despite  the  recession,  demand  for  electricity  increased 


Electric 

Net 

Prom 

Profitability 

Growth 

Sales 

income 

margin 

utilities 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Northeast 

Potomac  Electric 

15.2 

12.8 

6.3 

48.6 

1.2 

8.6 

NM 

2.2 

1,520 

202 

13.3 

General  Public  Utils 

14.2 

12.4 

7.4 

34.7 

1.2 

8.4 

18.6 

-3.1 

3,226 

273 

8.5 

Pennsylvania  P&L 

14.0 

13.8 

7.4 

38.7 

3.6 

3.8 

8.5 

-4.3 

2,527 

350 

13.9 

Pub  Svc  Enterprise 

13.3 

12.7 

7.4 

39.6 

1.9 

2.9 

5.2 

4.4 

5,037 

572 

11.4 

Orange  &  Rockland 

13.3 

14.5 

8.4 

42.2 

2.2 

3.0 

1.8 

15.0 

577 

52 

9.1 

Allegheny  Power 

13.3 

12.0 

7.4 

41.1 

6.1 

-1.6 

NM 

1.4 

2,272 

196 

8.6 

Consolidated  Edison 

13.1 

12.4 

8.1 

36.0 

1.2 

2.7 

3.0 

7.9 

5.898 

596 

10.1 

Atlantic  Energy 

13.1 

11.3 

7.0 

33.4 

4.9 

5.3 

4.1 

-6.6 

763 

77 

10.1 

New  England  Electric 

12.8 

12.3 

6.3 

41.7 

5.0 

9.9 

NM 

-39.3 

1,992 

170 

8.5 

Baltimore  G&E 

12.1 

8.7 

5.8 

37.8 

3.9 

11.2 

-7.6 

-3.1 

2,367 

223 

9.4 

Northeast  Utilities 

11.8 

12.5 

7.0 

45.8 

6.4 

2.9 

-3.9 

1.5 

2,688 

225 

8.4 

Central  Maine  Power 

11.5 

11.5 

7.5 

42.3 

8.5 

7.9 

2.5 

1.7 

820 

59 

7.2 

NY  State  E&G 

11.4 

11.0 

6.2 

39.5 

3.8 

2.8 

NM 

-5.9 

1,528 

168 

11.0 

Commonwealth  Energy 

10.7 

8.7 

5.4 

44.3 

5.2 

2.4 

-9.7 

-16.7 

851 

28 

3.3 

Delmarva  Power  &  Lt 

10.4 

4.5 

4.1 

38.5 

2.8 

1.7 

-15.2 

-65.7 

832 

37 

4.5 

Rochester  G&E 

10.2 

9.4 

6.6 

44.7 

2.8 

0.1 

NM 

-4.9 

844 

61 

7.3 

American  Water  Works 

10.0 

11.6 

7.6 

49.7 

5.4 

12.2 

NM 

54.8 

623 

77 

12.4 

Central  Hudson  G&E 

9.7 

10.6 

7.3 

43.5 

NM 

1.6 

NM 

-0.8 

503 

42 

8.4 

Philadelphia  Elec 

8.7 

11.4 

7.4 

48.4 

3.9 

8.2 

NM 

297.9 

3,926 

484 

12.3 

Boston  Edison 

6.6 

11.1 

6.2 

45.6 

1.9 

6.1 

-11.0 

D-P 

1,315 

92 

7.0 

Long  Island  Lighting 

5.1 

12.1 

7.9 

57.8 

4.3 

2.4 

-7.8 

33.3 

2,510 

317 

12.6 

Niagara  Mohawk  Power 

4.6 

3.2 

4.6 

49.4 

3.2 

6.7 

-35.4 

-59.3 

3,315 

103 

3.1 

United  Illuminating 

3.1 

13.4 

5.5 

48.9 

3.2 

10.7 

NM 

15.5 

642 

55 

8.6 

Medians 

11.5 

11.6 

7.0 

42.3 

3.6 

3.8 

-11.0 

1.4 

1,528 

168 

8.6 

North  central 

PSI  Resources 

36.6 

17.5 

9.2 

39.4 

NM 

1.6 

6.3 

-2.8 

1,032 

112 

10.9 

Cincinnati  G&E 

17.3 

14.7 

8.2 

41.9 

0.7 

2.9 

7.7 

-5.0 

1.505 

238 

15.8 

lES  Industries 

15.4* 

8.6 

5.4 

39.7 

1.5* 

3.2 

15.9* 

-54.3 

609 

40 

6.5 

DPL 

15.0 

12.6 

8.9 

45.3 

-0.5 

4.0 

20.9 

-10.6 

1,004 

135 

13.4 

Wisconsin  Energy 

14.9 

13.5 

8.2 

32.4 

0.9 

3.6 

4.1 

0.0 

1,509 

187 

12.4 

Union  Electric 

14.9 

15.3 

8.5 

35.0 

4.6 

2.4 

22.7 

0.0 

2,102 

323 

15.4 

Ipaico  Enterprises 

14.8 

13.5 

8.0 

31.6 

5.4 

4.6 

NM 

0.8 

638 

99 

15.6 

Minnesota  Power  &  Lt 

14.5 

10.0 

6.5 

35.4 

3.7 

1.7 

NM 

-9.9 

483 

70 

14.6 

WPL  Holdings 

13.8 

15.8 

7.6 

30.8 

1.5 

4.8 

NM 

-9.7 

640 

60 

9.3 

No  States  Power 

13.5 

13.1 

7.1 

30.1 

3.4 

38.3 

NM 

35.3 

2,166 

220 

10.2 

American  Electric 

13.5 

11.8 

6.8 

41.9 

1.5 

-4.3 

3.1 

-10.4 

5,045 

493 

9.8 

Iowa-Illinois  G&E 

13.2 

12.4 

6.0 

40.4 

-2.7 

-1.7 

NM 

7.9 

490 

58 

11.9 

Wisconsin  Public  Svc 

13.0 

12.9 

7.4 

33.4 

-1.1 

7.1 

-1.5 

8.5 

617 

53 

8.6 

Detroit  Edison 

12.6 

19.8 

8.9 

48.1 

3.7 

4.4 

4.8 

11.9 

3.443 

543 

15.8 

CILcorp 

12.5 

11.5 

5.7 

30.8 

NM 

12.5 

NM 

4.2 

578 

37 

6.4 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit 

P-D:  Pr 

ofit  to  deficit. 

D-Z:  D( 

sficit  to  zero. 

def:  Defi 

cit.     NA;  Not 

available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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about  2%  in  1991.  Capacity  is  adequate  now,  but  more 
capacity  will  be  needed  by  the  turn  of  the  century — and 
now  is  the  time  to  start  the  building  process. 

What  should  fuel  the  new  plants.^  Given  concerns  for  the 
greenhouse  effect,  nuclear  power,  which  currently  pro- 
vides 21%  of  the  country's  energy  through  its  112  operat- 
ing plants,  makes  more  sense  than  ever  (Forbes,  June  11, 
1990).  But  the  more  radical  enviros  are  well  organized  to 
block  new  nuclear  plants;  ground  for  the  last  new  atomic 
facility  in  the  U.S.,  Texas  Utilities'  Comanche  Peak  plant, 
was  broken  over  a  decade  ago.  Unless  the  political  envi- 
ronment changes,  new  plants  will  probably  be  powered  by 
natural  gas  or  fluidized  bed  coal  units.  With  bed  coal  units, 
pollutants  come  out  the  bottom  in  solid  form,  rather  than 
being  emitted  from  a  stack  into  the  sky. 


Utilities  also  face  a  major  challenge  from  independent 
power  producers,  small  operators  that  typically  sell  from  5 
megawatts  to  200  megawatts  to  larger  industrial  compa- 
nies. Independents  don't  have  to  worry  about  line  mainte- 
nance or  reading  customer  meters,  and,  most  important, 
they  escape  many  regulations.  Most  can  produce  power  at 
a  cheaper  price  than  big  utilities  can.  In  1990  these 
independents  provided  6%  of  the  country's  power,  but  by 
the  year  2000  they  could  contribute  12%. 

The  electric  industry  could  soon  face  the  "same  type  of 
competition  that  hit  the  long-distance  telephone  carriers 
during  the  last  decade,  when  independents  such  as  MCI  and 
Sprint  were  able  to  sell  service  carried  on  AT&T's  lines 
(Forbes,  Dec.  23,  1991).  Mary  Kenkel,  of  the  Edison 
Electric  Institute,  worries  that  as  the  independent  power 


Poised  for  a 
nuclear  comeback 

For  THE  LAST  nine  years 
Duke  Power  Co. — the 
country's  seventh-largest 
investor-owned  utility — 
has  been  run  by  Chair- 
man WiUiam  Lee,  now  62. 
Lee  has  electricity  in  his 
veins:  His  grandfather  was 
the  engineering  brain  be- 
hind Duke,  which  was 
founded  in  1905. 

Grandpa  would  be 
proud  of  the  profitability 
record  Lee  has  compiled. 
Sixty  percent  of  the  Char- 
lotte, N.C. -based  com- 
pany's energy  comes  from 
nuclear  power,  the  rest 
from  coal  and  hydroelec- 
tric. The  nuclear  plants 
operate  for  more  hours  and 
at  a  higher  capacity  than 
the  industry  average — an 
81%  capacity  factor,  ver- 
sus an  industry  average  of 
70%.  Based  on  1990  fig- 
ures, Duke  sells  its  power 
for  5.3  cents  per  kilowatt- 
hour,  about  20%  less  than 
the  national  average 
charge,  and  still  makes 
good  money.  Duke's 
five-year  earnings  growth 
of  4%  is  twice  that  of  the 
Southeast  utility  stocks 
tracked  by  Forbes. 

Duke  is  one  of  the  few 
utilities  that  still  engineer 


and  build  their  own  gen- 
erating plants.  When  Duke 
built  its  Catawba  nuclear 
plant  in  the  mid-1980s,  it 
spent  $1,700  per  kilowatt 
of  generating  capacity, 
about  half  what  other 
utilities  spent  on  nuclear 
plants  at  the  time. 

As  Duke's  nuclear  con- 
struction tailed  off,  the 
company  formed  a  sub- 
sidiary, Duke  Engineering 
&  Services,  to  contract 
out  its  team  of  engineers  to 
design  and  manage  con- 
struction projects  for  other 
utilities.  At  the  moment, 
the  company's  200  engi- 


neers have  three  large 
outside  contracts. 

Lee  sees  another  bene- 
fit to  retaining  Duke's  con- 
struction expertise.  He 
believes  that  when  the  nu- 
clear option  becomes  via- 
ble again — he  hopes  this 
will  happen  by  the  mid- 
1990s — Duke  will  have  a 
reservoir  of  in-house  en- 
gineering talent. 

As  befits  any  manager 
who  takes  intelligent  risks, 
Lee's  record  is  not  per- 
fect. Like  a  number  of  utili- 
ties, Duke  diversified  into 
nonregulated  businesses  in 
the  1980s.  The  company 


lost  an  estimated  $30  mil- 
lion, for  example,  run- 
ning a  coal  mine,  and  sold 
its  interest  in  a  theme 
park.  Uncooperative  regu- 
lators, too,  have  been  a 
problem:  In  November 
1991  the  Public  Service 
Commissions  of  North  and 
South  Carolina  gave 
Duke  only  40%  of  a  re- 
quested rate  hike. 

To  Lee,  that  is  a  re- 
minder that  Duke  can  never 
be  too  efficient.  "If  you 
think  you're  getting  good," 
he  says,  "remember  that 
laurels  wilt  fastest  when  sat 
upon."  -M.K.  H 


Duke  Chairman 
William  Lee 
He  has 
eiectricity 
in  his  veins. 


Forbes  ■  January  6, 19^2 


131 


ELECTRIC  UTILITIES 


'MB 


S.¥r 


producers  grow,  they  could  start  selling  their  power 
direcdy  to  utiUties'  retail  customers,  without  compensat- 
ing the  utilities  for  use  of  their  transmission  lines. 

Several  utilities  have  come  up  with  a  strategy  for  dealing 
with  the  independents:  Invest  in  them.  For  example,  the 
country's  fastest- growing  independent,  U.S.  Generating 


Inc.,  is  jointiy  owned  by  construction  giant  Bechtel  Corp. 
and  Pacific  Gas  &  Electric  Co. 

In  1991  high  dividend  yields  helped  utilities  outper- 
form the  broad  market  handsomely.  Companies  with  fairly 
secure  dividends  include  American  Electric,  New  York 
State  Electric  &  Gas  and  Texas  Utilities.  ^ 


Electric 

Net 

Profit 

Profitability 

Growth 

Sales 

income 

mar^n 

utilities 

- 

Return  on 

equity 

Return  on 
capital 

Sales 

Earnings 

per  share 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Midwest  Resources 

12.1 

10.4 

5.9 

39.8 

3.1 

4.9 

NM 

-5.8 

960 

65 

6.8 

Cipsco 

11.7 

12.2 

6.5 

31.4 

-2.4 

6.4 

NM 

8.0 

647 

73 

11.3 

Kansas  City  P&L 

11.3 

12.3 

6.5 

33.8 

4.5 

3.2 

1.3t 

0.9 

786 

111 

14.1 

Ohio  Edison 

11.1 

8.5 

6.2 

47.0 

5.9 

6.4 

-8.1 

-28.3 

2,341 

240 

10.3 

DQE 

11.1 

12.4 

6.8 

45.8 

5.7 

3.9 

NM 

11.7 

1.183 

134 

11.3 

Nipsco  Industries 

8.7 

13.0 

6.9 

35.9 

-3.4 

-1.2 

39.7t 

87.3 

1,530 

144 

9.4 

Kansas  Gas  &  Elec 

8.6 

10.6 

5.7 

42.6 

6.0 

-1.5 

NM 

6.6 

578 

66 

11.4 

Centerior  Energy 

7.7 

8.6 

5.9 

39.8 

5.4 

5.5 

-11.7 

11.5 

2,472 

242 

9.8 

Commonwealth  Ed 

7.4 

8.4 

6.8 

46.8 

1.2 

16.4 

-12.6 

D-P 

6,122 

610 

10.0 

CMS  Energy 

1.0 

def 

def 

56.8 

-1.7 

2.9 

NM 

P-D 

3,075 

-751 

def 

Illinois  Power 

def 

def 

1.4 

44.0 

3.7 

3.0 

NM 

P-D 

1,400 

-58 

def 

Medians 

12.8 

12.3 

6.8 

39.8 

1.5 

3.8 

-12.1 

0.4 

1,108 

112 

10.6 

Southeast 

Scana 

16.0 

13.3 

7.3 

39.3 

0.4 

0.2 

6.5 

-28.3 

1,143 

133 

11.6 

TECO  Energy 

15.5 

15.2 

7.9 

33.8 

4.7 

5.7 

7.7 

3.8 

1,141 

142 

12.4 

Kentucky  Utilities 

14.7 

14.9 

10.4 

38.2 

NM 

5.8 

8.3 

2.4 

585 

86 

14.6 

Florida  Progress 

13.9 

12.5 

6.8 

32.1 

4.0 

2.9 

-1.6 

9.6 

2,055 

182 

8.8 

Duke  Power 

13.8 

13.3 

7.9 

33.1 

4.0 

0.2 

5.5 

-3.8 

3,727 

564 

15.1 

Dominion  Resources 

13.5 

12.3 

7.7 

42.5 

5.6 

1.8 

2.9 

-11.7 

3,704 

448 

12.1 

LG&E  Energy 

12.4 

12.7 

6.3 

37.2 

0.8 

2.3 

1.4 

28.3 

714 

83 

11.6 

Carolina  Power  &Lt 

11.4 

13.0 

7.3 

39.6 

6.4 

3.7 

NM 

18.8 

2,693 

345 

12.8 

Southern  Co 

11.2 

11.3 

7.8 

46.3 

3.2 

1.4 

-7.5 

23.4 

8,013 

767 

9.6 

FPL  Group 

5.2 

7.0 

5.0 

38.7 

9.4 

-13.7 

NM 

D-P 

5,330 

240 

4.5 

Medians 

13.6 

12.9 

7.5 

38.5 

4.0 

2.1 

2.2 

6.7 

2,374 

211 

11.9 

South  central 

Southwestern  Pub  Svc 

16.6 

16.4 

9.6 

34.3 

-1.6 

-5.8 

NM 

-3.7 

725 

115 

15.8 

Oklahoma  G&E 

15.0 

15.8 

8.1 

36.8 

2.3 

6.2 

7.2 

1.8 

1,309 

142 

10.9 

Central  &  So  West 

13.4 

13.2 

7.2 

33.0 

NM 

9.3 

NM 

2.9 

2,934 

361 

12.3 

Texas  Utilities 

13.2 

def 

0.7 

46.2 

2.1 

10.3 

NM 

P-D 

4,890 

-395 

def 

Houston  Industries 

11.3 

11.6 

7.1 

45.3 

NM 

7.2 

-7.4 

3.4 

4.356 

425 

9.8 

Entergy 

5.1 

10.8 

7.1 

46.3 

3.7 

3.0 

13.1 

13.7 

4,056 

441 

10.9 

Gulf  States  Utils 

0.1 

2.3 

4.8 

38.3 

NM 

3.0 

NM 

D-P 

1,716 

106 

6.2 

El  Paso  Electric 

def 

def 

0.9 

56.9 

7.2 

-2.1 

NM 

D-D 

428 

-33 

def 

Medians 

12.2 

11.2 

7.1 

41.8 

0.3 

4.6 

NM 

2.4 

2,325 

129 

10.3 

Western 

SCEcorp 

15.0 

14.8 

9.1 

42.6 

7.6 

4.4 

2.5 

12.7 

7.371 

814 

11.1 

San  Diego  G&E 

14.8 

15.2 

9.1 

38.9 

2.6 

2.4 

NM 

-2.7 

1,777 

208 

11.7 

Public  Service  Colo 

14.6 

12.2 

7.6 

36.3 

NM 

2.3 

6.3 

-15.6 

1.759 

131 

7.5 

PacifiCorp 

14.6 

13.7 

6.7 

47.2 

4.9 

7.3 

5.6 

-1.9 

3.966 

480 

12.1 

Puget  Sound  P&L 

13.0 

14.0 

9.0 

48.1 

6.1 

6.5 

NM 

24.1 

969 

140 

14.4 

Hawaiian  Electric 

10.4 

6.8 

5.2 

33.6 

11.6 

14.0 

NM 

-26.2 

1,097 

43 

3.9 

Montana  Power 

9.7 

12.4 

8.3 

33.7 

6.9 

13.6 

NM 

35.5 

922 

107 

11.6 

Pacific  G&E 

8.8 

12.1 

7.8 

43.1 

2.7 

4.7 

-A.7 

18.7 

9.595 

996 

10.4 

Portland  General 

7.1 

2.7 

3.9 

41.9 

0.8 

5.3 

NM 

500.0-t- 

880 

21 

2.4 

Public  Service  NM 

0.4 

1.2 

3.0 

42.0 

4.9 

-0.5 

NM 

75,0 

861 

18 

2.1 

Pinnacle  West 

def 

8.0 

5.9 

50.5 

6.5 

-2.7 

NM 

D-P 

1,518 

122 

8.0 

Tucson  Electric 
Medians 

def 

def 

def 

106.6 

3.5 

7.2 

NM 

D-D 

552 

-770 

def 

10.1 
12.4 

12.1 

7.1 

42.3 

4.9 

5.0 

NM 

15.7 

1,308 

127 

9.2 

Industry  medians 

12.2 

7.0 

40.4 

3.2 

3.7 

-11.7 

1.7 

1.509 

134 

10.1 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P;  D 

eficit  to  profit.     P-D:  Pr 

ofit  to  deficit 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averaj 

je.     tThree- 

year  averag< 

;.     For  further  explana 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotu. 

s  CD  Investment. 
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Municipal  Woes  Spur 
NeyN  Insured  Fund 

SteinRoe's  Approach  to  Reducing  Credit  Risk 


Municipal  Defaults... State  Budget 
Crises...  Do  headlines  such  as  these 
make  you  uncertain  about  municipal 
bonds  in  your  portfolio? 

Then  consider  the  newest  member 
of  SteinRoe's  Tax-Exempt  Funds  — 
SteinRoe  Insured  Municipals.  It's 
for  investors  looking  for  added  pro- 
tection from  municipal  defaults. 

The  Fund's  objective  —  a  high 
level  of  income  that  is  free  from 
federal  income  tax  —  is  similar  to 
many  other  municipal  funds.  How- 
ever, SteinRoe  Insured  Municipals 
also  seeks  to  reduce  credit  risk  by 
investing  primarily  in  a  diversified 
portfolio  of  insured  municipal  secu- 
rities. 

The  Fund's  insured  municipal  se- 
curities are  insured  as  to  the  timely 
payment  of  interest  and  principal. 
This  means  that  even  if  a  municipal- 
ity defaults  on  its  payments,  princi- 
pal and  interest  are  backed  by  the 
insurer.  Keep  in  mind  that  there  can 


be  no  guarantee  that  the  insurer  will 
be  able  to  meet  its  commitments.  In- 
vestors are  advised  to  see  the  Fund's 
prospectus  for  more  information  on 
the  terms  of  insurance. 

The  SteinRoe  family  of  Tax-Exempt 
Funds  includes  Managed  Municipals, 
a  Fund  that  seeks  tax-exempt  income 
by  investing  in  a  quality-conscious 
portfolio  of  long-term  municipal 
bonds.  It  also  includes  High- 
Yield  Municipals,  which 
invests  in  medium-  and 
lower-quality  securities. 
Because  medium-  and 
lower-quality  securities 
tend  to  have  greater  credit . 
risks,  they  generally  offe^ 
high  yields.  These  credii 
risks  are  managed  throu; 
intensive,  proprietary  ere 
research,  identifying  th 
issues  believed  to  be  m 
creditworthy  than  suggests 
by  the  market. 


Investors  may  also  select  among  other 
SteinRoe  Tax-Exempt  Funds. 

All  SteinRoe  Mutual  Funds  are  no- 
load  funds.  There  are  no  hidden  costs, 
no  1 2b- 1  charges,  no  sales  charges  when 
buying  or  selling.  1 00%  of  your  money 
is  fully  invested. 

Before  investing  in  any  SteinRoe 
Tax-Exempt  Fund,  it  is  very  important 
to  understand  these  investment  basics. 
First,  total  return  includes  changes  in 
share  price  and  reinvestment  of  income 
and  capital  gain  distributions.  Second, 
past  performance  is  no  guarantee 
of  future  results.  Third,  share  price 
and  investment  return  are  not  guaran- 
teed or  insured,  and  will  vary,  so  you 


may 


have  a     gain  or 
loss  when     you 
sell  your  shares. 
Finally,    capital 
gains  are  subject 
to  state,   local 
and   federal 
taxes;     income 
may    be    sub- 
ject  to  state 
and  local 
taxes, and 
federal     Al- 
ternative 
M  inimum 
Tax. 


StdnRoe  Off ers 
More  Tax-Exempt 
Choices 

•  SteinRoe  Insured  Municipals. 

A  NEW  opportunity  from  SteinRoe:  A  fund  that 
emphasizes  insured  tax-exempt  bonds. 

•  SteinRoe  Managed  Municipals. 

Ranked  #2  in  total  return  among  the  36  funds 
in  the  general  municipal  bond  category  for  the 
lO-year  period  ending  9/30/91,  based  on  Lipper 
Analytical  Services,  Inc. 

•  SteinRoe  High' Yield  Municipals. 

Ranked  #3  in  total  return  among  the  1 7  funds  in 
the  high-yield  municipal  bond  category  for  the 
5-year  period  ended  9/30/91,  according  to  Lipper. 

For  the  5-  and  1-  year  periods  ended  9/30/91,  SteinRoe  Managed 
Municipals  ranked  *23  out  of  66  and  *70  out  of  1 10  funds,  respec- 
tively. For  the  l-year  period  ended  9/30/91,  High-Yield  Municipals 
ranked  *14  out  of  26  funds. 

Liberty  Securiiies  Corporation,  Distributor  Member  of  SIPC 


This  detailed  guide  will  help  you 
design  an  investment  portfolio 
that's  personalized  to  your  goals 
and  style. 

FREE  Investment 
Strategy  Guide 


YES.  Please  send  me  a  FREE  Investment 
Strategy  Guide  along  with  a  prospectus  con- 
taining more  complete  information  on  SteinRoe's 
Tax-Free  Funds,  including  the  new  Insured 
Municipals  Fund.  I  will  read  it  carefully  before 
I  invest  or  send  money. 

NAME 
ADDRESS 


CITY 


STATE 


ZIP 


PHONE 


O 


STEIN  ROE 


Mutual  Funds 


P.O.  Box  1143,  Chicago,  IL  60690 
Call  toll-free  24  hours  a  day 

1  800  338-2550 

007M02  AD913640001048 
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For  the  companies  that  find,  refine  and  deliver 

oil  or  gas,  last  year  wasn't  so  great. 

The  way  things  look  now,  1992  won't  be  so  great,  either. 


By  William  P.  Barrett 

Latest  12-month  earnings  of  energy  companies  fell 
more  than  5%.  This  year  won't  be  pretty,  either. 
£  The  drive  for  market  share  by  oil-producing 
I  nations  such  as  Saudi  Arabia  and  the  imminent 
return  to  the  world  oil  market  of  Kuwait — and  maybe  even 
Iraq — promise  to  keep  production  relatively  high.  The 
lingering  recession  is  depressing  consumption,  which  in 
turn  will  keep  prices  and  margins  down  across  the  board. 
Reflecting  all  this.  Wall  Street  has  recendy  been  beating 


up  on  the  oils. 

Some  analysts  predict  the  price  of  U.S.  benchmark 
crude,  about  $20  a  barrel  toward  year's  end,  will  fall  to 
near  $  1 5  during  1992.  That's  higher  than  the  S 1 1  bottom 
hit  in  1986,  but  it  will  squeeze  everybody,  from  the  major 
internationals  to  small  independents.  In  Houston,  the 
U.S.  energy  capital,  gloom  is  increasing. 

On  the  natural  gas  side,  prices  remain  lower  than  both 
true  replacement  cost  and  their  historical  relationship  to 


Pipe 
dreams 

In  1959  Joseph  Williams' 
first  job  at  family-con- 
trolled WiUiams  Cos.  was 
that  of  a  lowly  timekeeper. 
"You  get  a  bird's-eye 
view,"  he  says  of  his  days 
monitoring  personnel 
and  equipment  usage  dur- 
ing pipeline  construction 
projects.  "You  can  spot  the 
inefficiencies  in  a  way  that 
no  one  else  has  the  chance 
to  see  them." 

Williams,  now  58,  still 
has  a  bit  of  that  timekeeper 
mentality  as  chairman 
and  chief  executive  of  the 
Tulsa- based  energy  com- 
pany (estimated  1991  reve- 
nues, $2.1  billion).  By 
paring  costs,  slashing  pay- 
rolls and  finding  new 
ways  to  use  aging  assets,  he 
has  made  his  firm  one  of 
the  brighter  spots. 

Example:  Seven  years 
ago  someone  came  up  with 
the  seemingly  zany  idea 
of  using  abandoned  gas 
pipelines  as  conduits  for 
fiber-optic  telecommuni- 
cations. Williams  Cos. 
jumped  at  the  opportunity. 
In  many  places  the  com- 


pany ended  up  laying  new 
conduits — but  they  were 
often  along  pipeline  rights- 
of-way  it  already  owned, 
chopping  capital  costs  in 
half  Williams'  11,000- 
mile  fiber-optic  network  is 
now  the  country's  fourth 
largest,  behind  AT&T's, 
MCi's  and  Sprint's.  The 
network  should  contribute 
a  quarter  of  Williams'  ex- 
pected 1991  profits  of 
about  $100  million. 

As  for  its  existing  pipe- 
line business,  federal  data 
on  natural  gas  pipelines 
show  that  Williams'  operat- 
ing costs  per  unit  of  gas 
moved  are  below  the  indus- 
try average.  To  add  incre- 
mental revenues  to  existing 
core  businesses,  Williams 
has  a  gas -marketing  divi- 
sion that  arranges  for  the 
transportation  of  other  cus- 
tomers' gas,  often 
through  Williams'  two  big 
interstate  pipelines. 

Williams  Cos.'  five  di- 
visions are  largely  autono- 
mous, so  big  decisions  are 
made  more  quickly  and 
closer  to  the  action.  Joe 
Williams  says  this  breeds  ef- 
ficiency, drawing  on  his 
seven-year  stint  in  Iran  as  a 
project  manager  in  the 


Williams  Cos.'  Joseph  Williams  on  a  crowded  right-of-way 
"Never  fall  in  love  with  your  assets." 


1960s.  Says  he,  "It  made 
me  more  efficient  be- 
cause I  didn't  have  a  large 
staff  to  depend  upon." 
Williams  detests  lazy 
assets.  "Either  put  'em  to 
work  or  we're  going  to 
get  rid  of  them,"  he  says. 
Until  a  few  years  ago, 
Williams  Cos.  had  units  in- 
volved in  coal  mining, 
fertilizer  production  and 
real  estate.  No  more.  In- 
deed, even  earlier,  in  1975, 


Joe  Williams  helped  make 
the  decision  to  sell  Williams 
International  Group,  die 
company  unit  where  he 
started.  "It  was  a  terrible 
wrench  because  the  man- 
agement at  the  time, 
which  included  four  Wil- 
liamses,  had  grown  up  in 
that  business,"  he  says.  The 
lesson.^  "Never  fall  in  love 
with  your  assets.  If  you  do, 
vou're  a  ^oner." 

-W.P.B.  H 
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the  price  of  oil.  Low  prices  have  somewhat  stimulated 
demand,  but  not  by  much.  A  big  event  in  natural  gas  last 
year  was  the  Chapter  1 1  filing  of  highly  leveraged  Colum- 
bia Gas.  But  Columbia  was  merely  the  worst  case  in  a 
troubled  industry  sector.  Transco,  Tenneco  and  Pacific 
Enterprises  all  cut  their  dividends.  Among  the  few  stand- 
outs: Enron,  which  turned  profits  in  the  normally  tough 
summer  months;  Coastal  Corp.,  which  adroidy  managed 
system  expansion,  and  Williams  Cos.  (see  box,  opposite). 


One  overall  plus:  Most  of  the  pipeline  companies  have 
setded  their  "take  or  pay"  exposure  for  high-priced  gas 
from  old  contracts.  And  hopes  remain  that  gas  will  come 
into  its  own  sooner  or  later,  if  for  no  other  reason  than 
environmental  concerns  over  oil. 

Low  prices  and  fears  of  more  stringent  environmental 
restrictions  will  continue  to  gut  domestic  energy  explora- 
tion and  development  in  the  U.S.,  already  at  its  lowest  level 
in  years.  This  is  bad  news  for  oilfield  service  companies.  A 


Energy 

Profitability 

Growth 

Sales 

Net 
income 

Prom 
margin 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

International  oils 

Exxon 

14.4 

17.8 

11.7 

12.3 

4.9 

9.5 

NM 

54.5 

107,613 

6,035 

5.6 

Amoco 

13.4 

11.1 

7.7 

21.6 

3.1 

7.3 

8.3 

-6.0 

27,418 

1,558 

5.7 

Mobil 

12.0 

12.1 

9.4 

16.6 

NM 

9.7 

8.4 

28.3 

58,511 

2,172 

3.7 

Texaco 

11.3 

14.2 

10.2 

24.8 

NM 

16.7 

NM 

3.2 

40,635 

1,358 

3.3 

Chevron 

9.9 

11.9 

8.9 

21.0 

NM 

17.6 

NM 

212.8 

39,834 

1,887 

4.7 

British  Petroleum 

NA 

15.4 

10.0 

31.0 

NM 

21.4 

NA 

NA 

61,496 

2,770 

4.5 

Medians 

12.0 

13.2 

9.7 

21.3 

NM 

13.2 

NM 

28.3 

49,573 

2,030 

4.6 

Other  energy 

Holly  Corp 

68.3 

49.1 

19.8 

66.0 

8.9 

11.6 

NM 

-51.0 

488 

12 

2.4 

Tosco 

39.0 

12.2 

11.0 

38.4 

10.8 

9.5 

76.7t 

-73.6 

2,131 

55 

2.6 

Union  Texas  Petrol 

37.1 

66.2 

22.1 

30.5 

-8.8 

10.7 

NM 

500.0+ 

1,265 

313 

24.7 

Atlantic  Richfield 

26.5 

14.0 

8.2 

34.1 

NM 

10.2 

31.4* 

-32.7 

18,003 

1,007 

5.6 

Charter 
Broken  Hill 

23.6 
23.0 

10.0 
20.8 

11.0 
11.1 

27.7 
38.8 

-18.8 

-9.9 

NA 
17.0 

D-P 
8.5 

518 
11,770 

14 
902 

2.7 
7.7 

15.6 

1.8 

Mapco 

22.4 

29.6 

12.2 

44.3 

7.7 

15.8 

20.2 

-1.2 

2,813 

122 

4.3 

Phillips  Petroleum 

18.5 

15.6 

9.0 

41.2 

NM 

11.4 

8.2 

500.0+ 

13,727 

512 

3.7 

Diamond  Shamrock 

17.7* 

11.4 

8.5 

36.7 

4.9 

13.8 

82.9t 

-38.8 

2,770 

47 

1.7 

El  du  Pont  de  Nemours 

15.1 
14.2 

13.0 
11.9 

8.9 
7.9 

24.3 

7.1 

6.0 
16.5 

17.7 

-8.5 

39,656 

2,111 

5.3 

Amerada  Hess 

38.8 

NM 

44.8t 

16.2 

7,097 

371 

5.2 

Ashland  Oil 

13.2 

11.3 

7.9 

42.3 

6.2 

9.5 

NM 

-21.7 

9,303 

145 

1.6 

Fina 

11.7 

3.4 

3.4 

39.0 

11.7 

3.7 

NM 

-59.3 

3.672 

39 

1.1 

Unocal 

11.4 

5.0 

4.8 

56.3 

2.6 

4.1 

NM 

-62.5 

10,340 

127 

1.2 

Witco 

Crown  Central  Pet 

10.7 
9.6 

10.5 
3.5 

8.4 
3.9 

25.0 

3.4 

3.5 
-0.1 

NM 
-16.6t 

108.0 
-46.8 

1,654 

65 

3.9 

14.2 

7.7 

1,946 

11 

0.6 

USX-Marathon 

9.3* 

10.3 

6.7 

45.6 

12.7* 

12.5 

NM 

NA 

13,686 

374 

2.7 

Kerr-McGee 

7.3 

7.2 

5.7 

30.8 

3.3 

4.5 

22.2t 

-13.1 

3,518 

117 

3.3 

Valero  Energy 

7.1 

16.4 

11.1 

26.1 

-15.7 

4.6 

109.4t 

56.4 

1,152 

109 

9.4 

Murphy  Oil 

5.0 

def 

def 

13.3 

NM 

11.4 

NM 

P-D 

2,008 

-19 

def 

Louisiana  Land 

4.7 

9.0 

6.2 

35.0 

-5.1 

3.8 

NM 

10.4 

821 

42 

5.1 

Sun  Co 

4.2 

def 

def 

13.0 

NM 

14.0 

-22.9 

P-D 

11,279 

-334 

def 

Howell 

3.5 

5.2 

4.9 

34.0 

37.5 

37.3 

NM 

-50.4 

533 

3 

0.5 

Quaker  State 

3.4 

5.5 

5.1 

18.1 

-2.3 

-3.7 

NM 

-4.7 

830 

17 

2.0 

Westmoreland  Coal 
Tesoro  Petroleum 

2.5 

def 

def 
def 

def 

14.9 

-1.0 

-0.7 
8.9 

NM 

P-D 

563 

-5 

def 
0.4 

4.7 

35.5 

-7.5 

NM 

P-D 

1,085 

4 

Occidental  Petroleum 

def 

def 

def 

53.6 

8.7 

-34.5 

NM 

P-D 

13,550 

-1,664 

def 

Petroleum  Heat  &  Pwr 

def 

NE 

def 

104.8 

17.7 

-5.8 

NM 

D-D 

552 

-23 

def 

Pennzoil 

def 

7.8 

5.5 

51.6 

5.3 

12.3 

30.9 

D-P 

2,599 

97 

3.7 

Hadson 

def 

NE 

11.5 

114.1 

42.7 

3.6 

NM 

D-P 

466 

0 

def 

Maxus  Energy 

def* 

def 

5.0 

70.5 

-9.6 

26.4 

NM 

D-D 

799 

8 

1.0 

Oryx  Energy 

NA 

24.8 

8.2 

57.0 
37.5 

NM 
3.3 

9.1 
9.0 

NA 

126.1 

1,810 

199 

11.0 

Medians 

9.6 

9.5 

7.3 

NM 

-21.7 

2,070 

51 

2.5 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit, 
meaningful.     *Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 


NA:  Not  available.     NE:  Negative  equity.     NM:  Not 
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stunning  graphics  and  animation,  full 
digital" audio  stereo  sound,  massive  data 
accessibility:  a  new  way  of  working  and 
studying  in  a  rich  one^on^one  interactive 
environment.  Now  stop  imagining. 

INTRODUCING 
TANOr 
MULTIMEDIA 
COMPUTING 

Tandy's  complete  new  line  of  affordable  multimedia 
computers  is  available  today,  ready  to  forever  change  the 
way  you  work  and  play. 

^^T^/^  ™     Tandy  has  worked  with  industry  leaders 
■^JX  V-^     to  help  produce  the  new  Multimedia  PC 


Multimedia  PC    standard.  Now,  incredible  amounts  of  data 
can  be  stored  on  a  single  CD-ROM  compact  disc,  ready 
for  you  to  access  business,  education,  entertainment  and 
productivity  software  in  a  vibrant,  enlightening  way. 

Come  experience  Tandy's  multimedia  computers  for 
yourself.  Prepare  to  be  swept  away. 

AMERICA'S 
TECHNOLOCV 


MPC  Logo/TM  Multimedia  PC  Marketing  Council.  Inc 


few,  like  Baker  Hughes  and  Halliburton,  will  be  able  to  sizing  and  restructuring  have  made  virtually  all  the  players 

find  business  abroad  from  oil-producing  countries  in  Latin  in  the  industry  more  efficient  than  they've  been  in  decades. 

America  and  even  the  former  U.S.S.R.  For  companies  like  Amerada  Hess,  Diamond  Shamrock 

Although  the  current  oudook  for  1992  isn't  promising,  and  Adantic  Richfield,  any  upsurge  in  the  price  of  oil  will 

many  companies  have  better  long-term  prospects.  Down-  quickly  boost  profits.  ^ 


Energy 

ProTitabillty 

Growth 

Sales 

Net 
income 

Profit 
margin 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Oilfield  services 

Schlumberger 

12.0 

20.3 

19.1 

9.0 

NM 

19.1 

29.6t 

27.1 

6.002 

659 

11.0 

Dresser  Industries 

8.8 

8.8 

8.7 

11.1 

2.6 

14.2 

NM 

-9.2 

4,790 

153 

3.2 

Baker  Hughes 

8.4 

12.2 

10.1 

26.2 

3.1 

8.2 

43.2t 

18.9 

2.828 

173 

6.1 

Halliburton 

4.7 

6.4 

6.7 

21.7 

10.5 

5.7 

59.7t 

-23.4 

7.076 

143 

2.0 

Smith  international 

def 

9.3 

9.0 

53.5 

-9.8 

23.9 

NM 

D-P 

435 

13 

2.9 

Baroid 

NA 
8.4 

9.3 
9.3 

7.4 
8.9 

38.9 
24.0 

-6.1 
-1.7 

25.2 
16.6 

NM 

17.9 

690 
3,809 

24 

3.5 

Medians 

NM 

18.4 

148 

3.3 

Gas  producers 

&  pipeliners 

Coastal  Corp 

13.0 

9.0 

6.2 

56.2 

6.8 

10.7 

16.1 

-13.0 

9,884 

179 

1.8 

Enron 

10.6 

12.6 

7.0 

45.9 

NM 

30.7 

NM 

-13.7 

14,632 

230 

1.6 

Williams  Cos 

8.7 

9.6 

6.6 

45.2 

-8.3 

11.5 

-32.7t 

169.6 

2,028 

115 

5.7 

Sonat 

7.4 

9.5 

6.9 

46.0 

-6.6 

6.0 

NM 

26.6 

1,591 

110 

6.9 

Mitchell  Energy 

4.5 

8.7 

4.6 

49.7 

NM 

26.6 

14.8 

79.4 

860 

53 

6.1 

Transco  Energy 

1.3 

def 

2.1 

55.0 

-4.9 

-14.0 

NM 

P-D 

2.743 

-33 

def 

Panhandle  Eastern 

def 

def 

def 

57.6 

NM 

-19.4 

NM 

P-D 

2,616 

-197 

def 

American  Oil  &  Gas 

def 

12.6 

10.9 

35.5 

34.2 

-12.9 

NM 

D-P 

385 

13 

3.5 

Burlington  Resources 

NA 

7.1 

5.7 

27.9 

-16.3 

-1.6 

NA 

-0.6 

1,789 

208 

11.7 

Medians 

Gas  distributors 

5.9 

9.0 

6.2 

46.0 

-8.3 

6.0 

NM 

-0.6 

2,028 

110 

3.5 

Nicor 

18.8 

16.0 

8.3 

27.1 

-5.3 

-5.0 

NM 

-8.3 

1,512 

110 

7.3 

MCN 

15.6* 

13.1 

7.6 

39.1 

-6.7 

4.5 

-15.0t 

3.1 

1,272 

40 

3.2 

Piedmont  Natural  Gas 

14.6 

9.0 

6.6 

37.6 

NM 

-1.7 

15.4 

-33.2 

400 

18 

4.6 

Peoples  Energy 

13.6 

12.3 

7.6 

39.1 

-4.2 

-5.3 

NM 

-1.0 

1.104 

67 

6.1 

UtiliCorp  United 
Kansas  Power  &  Light 

13.3 
13.0 

12.2 
11.3 

7.4 

45.2 

23.0 
-2.8 

12.3 

4.4 

12.4 

969 

68 

7.1 

6.9 

35.1 

-4.9 

-3.0 

0.0 

1.125 

75 

6.7 

Southwest  Gas 

12.4 

def 

2.9 

62.1 

11.3 

-2.7 

NM 

P-D 

825 

-2 

def 

Washington  Gas  Light 

12.2 

11.2 

8.3 

34.0 

NM 

-5.1 

NM 

-9.2 

698 

46 

6.7 

Brooklyn  Union  Gas 

11.8 

10.6 

7.0 

39.1 

NM 

-0.3 

NM 

1.9 

991 

62 

6.2 

UGI 

Eastern  Enterprises 

11.7 
11.5 

8.1 
7.9 

5.0 
5.9 

47.8 
33.6 

-7.1 
-7.2 

102.4 

5.1 

NM 

-14.7 

694 
981 

23 

41 

3.4 
4.1 

29.8* 

-34.8 

Laclede  Gas 

11.4 

10.9 

8.1 

41.9 

-2.2 

-3.6 

-7.8 

18.5 

454 

20 

4.4 

Atlanta  Gas  Light 

10.8 

10.5 

7.2 

40.9 

-0.6 

-3.7 

2.6 

2.5 

964 

49 

5.1 

Wicor 
Medians 

10.0 
12.3 

4.1 
10.8 

4.1 
7.1 

27.4 
39.1 

-3.3 

-*.8 

-11.0 
-13.0 

-58.4 
-4.6 

665 
967 

10 
44 

1.5 
4.9 

-4.7 

-3.2 

Integrated  gas 

Consol  Natural  Gas 

10.9 

9.0 

5.7 

30.2 

NM 

-6.0 

-3.9 

0.5 

2.688 

165 

6.2 

Equitable  Resources 

10.8 

13.9 

8.8 

28.1 

5.9 

8.4 

NM 

50.2 

681 

74 

10.8 

National  Fuel  Gas 

10.8 

9.6 

7.3 

38.0 

NM 

-3.0 

NM 

-10.9 

865 

49 

5.7 

Questar 

9.2 

13.1 

8.5 

29.8 

-2.9 

19.9 

NM 

28.7 

620 

66 

10.6 

Oneok 

9.1 

10.6 

7.2 

34.6 

NM 

3.2 

NM 

9.9 

689 

36 

5.2 

Columbia  Gas  System 

7.3 

def 

def 

49.8 

-7.5 

-17.2 

4.3* 

P-D 

2,438 

-815 

def 

Pacific  Enterprises 

6.7 

9.4 

6.5 

37.7 

7.0 

-2.4 

NM 

D-P 

6,763 

189 

2.8 

KN  Energy 

6.3 

1.2 

3.4 

40.5 

NM 

3.2 

17.6 

-88.7 

394 

4 

0.9 

Arkia 

5.2 

2.6 

3.1 

47.3 

22.0 

20.2 

NM 

-77.2 

2,822 

39 

1.4 

Enserch 

1.3 

6.4 

5.2 

42.9 

-2.6 

1.4 

NM 

-33.3 

2,832 

61 

2.2 

Medians 

8.2 
10.7 

9.2 
9.6 
9.9 

6.1 
7.2 

37.8 
37.7 

-5.2 
-4.2 
11.3 

2.3 
6.0 

NM 

-5.2 

1,652 
1,810 

55 
62 

4.0 

Industry  medians 

NM 

-4.7 

3.5 

All-industry  medians 

13.2 

7.6 

32.4 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit.     NA:  Not  available, 
meaningful.     *Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 


NE:  Negative  equity.     NM:  Not 
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ADVERTISEMENT 


Parker 


Partnerships  In 
Engineering  Creativity 

It  took  a  visionary  to  dream  up  Robosaurus. 
But  it  tooli  Parlier  Hannifin  to  bring  it  to  life. 


Engineer  Doug  Malewicki  challenges  convention.  An 
award-winning  inventor  who  extends  the  bounds  of  the 
possible,  Malewicki  has  designed  a  host  of  unlikely  vehi- 
cles, including  a  three-wheeled,  gas-sipping  car  that 
gets  more  than  150  miles  to  the  gallon.  But  nothing 
compares  in  magnitude  to  Robosaurus,  a  huge  electro- 
hydraulic  monster  that  chews  up  -  and  then  throws 
away  -  cars,  to  the  delight  of  fans  at  auto  shows  nation- 
wide. 

Standing  40  feet  tall,  Malewicki's  hi-tech  Tyran- 
nosaurus  isn't  just  whimsy.  Robosaurus  was  designed 
to  draw  crowds  -  as  it  tours  arenas  and  captures  imagi- 
nations. 

And  that  was  the  engineering  challenge:  Robo- 
saurus had  to  pack  maximum  entertainment  value  into  a 
highly  reliable  design  that  could  be  easily  transported 


TRAVELING  ROBOSAURUS 


HYDRAULICALLY-OPERATED 
LOCKING  MECHANISMS 


MECHANICAL 
STOP 


PILOT 
COMPARTMENT 


t  LIFTABLE  WHEELSET  FOR  MANEUVERABILITY 
DURING  SHOWS  ONLY 


t  PAW  LIFTS  FOR 
ROAD  CLEARANCE 


and  erected.  Its  58,000-pound  steel  skeleton  had  to 
simultaneously  grip,  lift,  and  crush  two-ton  cars,  while 
ensuring  the  safety  of  the  operator  and  the  audience. 

To  give  Robosaurus  life,  Malewicki  relied  on  the 
engineering  know-how  of  Parker  Hannifin  Corporation, 
the  world's  largest  manufacturer  of  motion-control  com- 
ponents and  systems.  Working  with  a  team  of  Parker 
engineers,  Malewicki  tapped  the  talents  of  eight  of  their 
divisions  and  borrowed  ideas  from  Parker  technologies 
spanning  industries  as  diverse  as  aerospace  and  auto- 
motive manufacturing. 

Engineers  who  have  seen  Robosaurus  in  action  call 
it  a  "powerful  demonstration  of  state-of-the-art  hydraulic 
technology. "  Powered  by  a  500-horsepower,  twin-turbo 
diesel  engine,  and  controlled  by  a  500  gallon  hydraulic 
fluid  system,  Robosaurus  required  some  of  Parker's 
most  advanced  components  in  order  to  replicate  the 


menacing  action  of  the  original  Tyrannosaurus. 

The  jaws  alone  proved  an  engineering  challenge. 
Their  elongated  reptilian  design  provided  little  leverage 
and  no  mechanical  advantage.  But  they  still  needed  to 
exert  1 5,000  to  20,000  pounds  of  precision  force. 

Parker  Hannifin's  Fluidpower  Group  came  up  with 
the  solution.  Working  closely  with  Malewicki  and  his 
people,  Parker  engineers  designed  an  ingenious  turnkey 
system  of  components  that  included  cylinders,  filtration 
systems,  control  valves,  pumps,  motors,  hoses,  fittings, 
and  seals.  The  result?  Robosaurus  can  adeptly  scoop 
up  a  car,  hold  it  firmly,  and  then  crunch  it  in  its  jaws 
before  tossing  it  to  the  ground. 

"In  essence,  Parker's  engineers  became  a  part  of 
our  design  team,"  says  Malewicki.  "They  understood 
our  mission  in  making  Robosaurus  an  entertainment  and 

engineering  marvel.  They  realized 
our  needs  in  terms  of  safety,  relia- 
bility, appearance,  and  profitability. 
With  creativity  and  dedication,  they 
worked  hard  to  make  our  dream 
work. " 

Parker  does  a  good  deal  more 
than  provide  unique  fluidpower  sys- 
tems for  Robosaurus.  The  Com- 
pany utilizes  the  same  technologies 
that  brought  Robosaurus  to  life  in  a 
great  many  useful,  productive  appli- 
cations -  from  factory  automation 
and  robotics,  to  aviation  and  marine 
applications,  to  farm  and  construc- 
tion machinery  of  all  kinds. 

The  type  of  partnership  employed  to  develop 
Robosaurus  is  the  driving  force  behind  Parker  Hannifin's 
worldwide  pre-eminence  in  motion-control  components 
and  systems.  With  more  than  800  product  lines  for 
hydraulic,  pneumatic,  and  electromechanical  applica- 
tions in  some  1 ,200  industrial  and  aerospace  markets, 
Parker  operates  200  manufacturing  plants  and  adminis- 
trative offices.  In  addition,  the  Company  supports  more 
than  4,500  distributors  serving  more  than  258.000  cus- 
tomers in  every  corner  of  the  world. 

Numbers  aside,  however,  it's  the  meshing  of  cus- 
tomer service,  technological  expertise  and  creative 
problem-solving  that  makes  Parker  components  and 
systems  the  first  choice  for  a  wide  range  of  global  cus- 
tomers -  from  aircraft  to  machine-tool  manufacturers, 
including  creative  engineers  like  Doug  Malewicki. 


i 


Some  engineering  ctiallenges  ate  real  monsters 


Innovative  engineer  Doug  Malewicki 
envisioned  a  unique  and  challenging 
assignment.  With  Parker's  cooperation, 
he  created  a  monster-  an  electrohydro- 
mechanical  monster  named  Robosaurus. 

Robosaurus  demolishes  cars  and 
thrills  autoextravaganza crowds. 
He  raises  them  50  feet  from  the 
ground.  He  bites  them  in  half,  rips  off 
their  roofs,  and  crushes  them  in  his 
monster-sized  hands  before  hurling 
the  mangled  carcasses  to  the  ground. 


Getting  this  fire-breathing,  fully- 
movable,  car-crushing  monster 
operational  called  for  the  contributions 
of  eight  Parker  divisions. 

Parker  engineers  assisted  Malewicki 
and  his  team  in  designing  a  unique 
turnkey  system  of  cylinders,  valves, 
pumps,  motors,  filters,  seals,  hoses, 
and  fittings.  And  Parker's  support 
system  keeps  Robosaurus  in  shape  as 
he  tours  the  world. 

This  type  of  hands-on  involvement 


exemplifies  the  Company's  partner- 
ships with  industrial,  automotive, 
and  aerospace  manufacturers  the  world 
over  -  partnerships  which  have  helped 
make  Parker  a  $2.44  billion-per-year 
leader  in  the  motion-control  industry. 

For  Parker's  fiscal  1991  annual 
report,  write:  Parker  Hannifin 
Corporation,  Dept.  FB-16A, 
17325  Euclid  Avenue,  Cleveland,  Ohio 
441 12-1290.  For  product  information, 
customers  may  call  1 -800-C-PARKER. 


A  partnership  in  vital  tecl^nologies 


Parker 


(PH-NYSE) 


ENTERTAINMENT  &  INFORMATION 


Movie  companies,  TV  networks  and  publishers  have  been 
forced  to  audition  the  same  act:  cost-cutting. 


By  Kathryn  Harris 

Grimly,  the  free-spending  media  and  entertain- 
ment companies  of  the  1980s  spent  much  of 
1991  tightening  their  belts.  Through  layoffs 
and  asset  sales,  Rupert  Murdoch's  News  Corp. 
reduced  its  work  force  by  20%.  Both  the  Dallas  Times 
Herald  and  the  Arkansas  Gazette  (the  oldest  newspaper 
west  of  the  Mississippi)  ceased  publication.  Shordy  after 
Robert  Maxwell's  death,  his  publishing  empire  sank  into  a 
sea  of  debt  and  controversy.  And  John  Kluge,  America's 
wealthiest  man,  put  his  68%-owned  Orion  Pictures  into 
Chapter  1 1 . 

Of  the  three  major  networks,  only  ABC  was  profitable  in 
1991.  Network  viewership  continues  to  erode.  Prime- 
time  advertising  revenues  declined  to  $4.7  billion  in  1991, 
down  from  nearly  $5  billion  the  previous  year,  according 
to  Paul  Kagan  Associates  Inc.  of  Carmel,  Calif  By  con- 
trast, cable  fared  relatively  well,  although  the  subscriber 
growth  rate  slowed  to  about  4%  in  1991,  compared  with 


5%  in  1990. 

"Cable  is  not  recession-proof,"  said  Bear,  Steams  ana- 
lyst Kenneth  Goldman,  noting  that  the  number  of  pay-TV 
subscriptions  declined  in  1991.  Still,  Goldman  predicts 
that  cable  operators'  cash  flow  will  increase  by  10%  to  13% 
annually  for  the  next  few  years. 

The  newspaper  industry  endured  a  bleak  year.  First 
Boston's  Kevin  Gruneich  predicts  revenues  won't  be 
much  better  than  flat  in  1992.  Susan  Decker,  an  analyst  for 
Donaldson,  Lufldn  &  Jenrette,  beUeves  the  industry  hit 
bottom  in  the  third  quarter  of  1991  and  could  show  a  5% 
gain  in  revenues  during  the  second  half  of  1992. 

Ironically,  1991  ranked  as  the  movie  Industrie's  third- 
best  year  at  the  box  office.  With  fewer  independent 
producers,  more  markets  opening  up  abroad  and  a  "new 
austerity"  at  the  big  studios.  Bear,  Stearns  Managing 
Director  Michael  Garstin  predicts  that  Hollywood  will 
soon  be  making  money  again.  Hi 


Television 
is  king 

Against  a  backdrop  of 
eroding  network  fortunes 
and  a  persistent  recession, 
the  performance  of  King 
World  Productions  is  all 
the  more  striking.  For  the 
year  ended  Aug.  31, 
1991,  the  TV  program  syn- 
dicator  increased  its  prof- 
its 11%,  to  $93  million,  on 
revenues  of  $476  million. 
As  the  leading  distributor 
of  "first- run"  syndica- 
tion shows.  King  World 
sells  new  shows  on  a  mar- 
ket-by-market basis. 

The  King  technique:  a 
lean,  14-person  sales  force 
led  by  King  World  Chair- 
man Roger  King,  47.  The 
group  crisscrosses  the 
country  persuading  sta- 
tions to  sign  long-term 
contracts  for  Wheel  of  For- 
tune, Jeopardy!  and  The 
Oprah  Winfrey  Show. 
They're  very  persuasive. 
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The  first  two  programs 
have  been  sold  in  markets 
serving  84%  of  the  nation 
through  die  1993-94 
season.  Oprah  has  been 
sold  in  more  than  77%  of 
the  country  through  1995. 

King  World,  as  the  dis- 
tributor, gets  a  share  of  the 
revenues  of  these  highly 
popular  shows  that 
amounts  to  over  $350 
million  each  year.  As  a  re- 
sult, King  has  ample  cash 
($242  million  as  of  Aug. 
31, 1991)  to  branch  into 
other  areas  of  the  industry 
or  create  new  program- 
ming of  its  own. 

That  part  of  the  busi- 
ness is  directed  largely  by 
President  and  Chief  Ex- 
ecutive Michael  King,  43, 
the  chairman's  brother. 
Inside  Edition,  a  tabloid- 
style  news  program,  is  his 
first  in -house  production. 
Launched  in  January 
1989,  it  ranks  in  the  top  ten 
in  first- run  syndication. 

In  November  1991 


King  World  acquired  rights 
to  Hollywood  Squares. 
The  company  has  also  sold 
a  prime -time  pilot  to  CBS 
based  on  Topper,  the  1950s 
TV  comedy. 

King's  one  toe  stub  was 
its  1988  purchase  of  a  Buf- 
falo TV  station  (wiVB-TV,  a 
CBS  affihate)  for  $100  mil- 
hon.  Losses  at  the  station 
widened  to  $7.8  million  in 
1991,  and  the  station  fell 
out  of  compliance  with  its 


loan  covenants.  Talks 
have  been  under  way  to  re- 
structure the  debt. 

Buffalo  aside.  King 
World  remains  a  favorite  on 
Wall  Street.  With  a  pay- 
roll of  fewer  than  500  em- 
ployees. King  World 
made  nearly  as  much  last 
year  as  the  abc  telexision 
network.  NBC  and  cbs  to- 
gether were  expected  to 
lose  nearlv  $500  million  in 
1991.  -K.H.  H 


King  World 
Productions' 
Michael  King 
Producing  in- 
iMMise  shows. 
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Entertainment 

Net 

Profit 

&  information 

Proritability 

Grovvth 

Sales 

income 

margin 

Return  on  equity 

Sales 

Earnings 

per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Broadcasting  &  cable 

King  World  Prods 

65.7 

61.5 

38.5 

28.5 

26.3 

4.9 

40.7 

10.7 

-       476 

93 

19.6 

CBS 

30.0 

def 

def 

53.9 

-8.6 

-5.9 

-26.3 

P-D 

3,017 

-251 

def 

Capital  Cities/ABC 

15.4 

11.7 

9.5 

31.7 

29.1 

0.6 

24.4 

-18.0 

5.374 

398 

7.4 

Viacom 

deft 

def 

2.7 

76.4 

25.6 

8.0 

NA 

D-D 

1,679 

-105 

def 

Tele-Communications 

def 

def 

2.8 

84.7 

49.6 

8.0 

NM 

D-D 

3,792 

-200 

def 

Comcast 

def 

NE 

def 

89.2 

46.5 

10.4 

NM 

D-D 

709 

-161 

def 

Cablevision  Systems 

NE 

NE 

def 

161.4 

37.4 

8.8 

NM 

D-D 

597 

-214 

def 

Multimedia 

NE 

NE 

24.9 

170.1 

7.4 

6.8 

54.9t 

8.1 

508 

51 

10.0 

Turner  Broadcasting 

NE 

NE 

7.7 

104.3 

29.5 

8.5 

NM 

D-D 

1,442 

12 

0.8 

Medians 

def 

def 

2.8 

84.7 

29.1 

8.0 

NM 

D-D 

1,442 

-105 

-5.3 

Movies 

General  Cinema 

36.5 

7.3 

7.6 

32.3 

21.3 

5.1 

24.4 

89.4 

2,220 

118 

5.3 

Paramount  Commun 

26.2 

3.9 

4.1 

13.2 

NM 

6.7 

22.6 

^9.1 

3,907 

149 

3.8 

Walt  Disney 

24.5 

18.1 

12.1 

30.1 

22.1 

5.8 

22.1 

-20.3 

6,182 

637 

10.3 

LIVE  Entertainment 

20.8 

def 

def 

57.3 

28.3 

-23.0 

32.6 
NM 

P-D 
-27.6 

506 

-86 

def 

Handleman 

18.3 

10.7 

10.2 

33.5 

12.3 

4.7 

784 

25 

3.2 

Commtron 

13.5 

12.0 

11.7 

0.0 

5.1 

-4.8 

14.9 

-16.7 

528 

8 

1.5 

Time  Warner 

def 

def 

2.7 

44.3 

26.7 

5.3 

NM 

D-D 

11,922 

-178 

def 

Orion  Pictures 

def 

def 

def 

68.5 

21.0 

32.6 

NM 

P-D 

645 

-137 

def 

AMC  Entertainment 

def 

def 

6.9 

82.4 

11.7 

-0.5 

NM 

D-D 

418 

-1 

def 
1.5 

Medians 

18.3 

3.9 

6.9 

33.5 

21.0 

5.1 

14.9 

-89.1 

784 

8 

Publishing 

Pulitzer  Publishing 

66.0 

16.3 

10.2 

49.0 

7.8 

-3.0 

7.1 

-56.3 

395 

11 

2.8 

Reader's  Digest  Assn 

45.2 

31.8 

30.2 

1.8 

12.9 

14.7 

26.7 

14.8 

2,399 

214 

8.9 

Washington  Post 

28.9 

12.9 

11.2 

9.1 

5.9 

-4.7 

15.3 

-34.2 

1,383 

117 

8.5 

Affiliated  Pubs 

26.6 

3.6 

4.0 

41.2 

9.4 

-4.2 

NM 

-76.1 

521 

7 

1.4 

Dun  &  Bradstreet 

25.5 

23.6 

23.5 

0.0 

12.1 

0.7 

8.6 

-1.1 

4.700 

490 

10.4 

Commerce  Clearing 

22.6 

13.7 

12.2 

4.1 

9.8 

0.1 

^.0 

-14.4 

704 

30 

4.3 

Gannett 

21.2 

15.7 

11.4 

43.3 

8.9 

-3.4 

9.7 

-13.7 

3,385 

322 

9.5 

Dow  Jones 

20.9 

6.4 

5.7 

23.8 

11.8 

-0.3 

NM 

-26.0 

1.712 

92 

5.4 

Knight-Ridder 

20.9 

14.0 

8.5 

33.3 

5.7 

-3.8 

10.6 

-22.6 

2,237 

128 

5.7 

New  York  Times 

19.0 

2.3 

1.8 

18.9 

4.6 

-4.7 

NM 

-28.9 

1,707 

25 

1.4 

RR  Donnelley  &  Sons 

17.4 

12.8 

8.6 

21.8 

11.6 

18.6 

8.9 

-9.0 

3,892 

205 

5.3 

Times  Mirror 

16.9 

7.0 

5.8 

31.6 

4.7 

0.4 

-5.1 

-32.7 

3,586 

141 

3.9 

McGraw-Hill 

16.0 

16.2 

11.3 

32.4 

5.1 

1.8 

NM 

500.0-K 

1,933 

154 

8.0 

McClatchy  Newspapers 

14.7 

7.8 

6.4 

10.6 

11.0 

3.8 

9.9 

-12.2 

427 

25 

5.8 

Banta 

14.6 

9.4 

7.5 

22.5 

19.3 

-3.2 

6.1 

16.8 

562 

20 

3.5 

Central  Newspapers 

14.3 

8.8 

7.7 

0.8 

3.6 

-4.0 

2.6 

-25.4 

420 

24 

5.7 

Western  Publishing 

14.0 

1.4 

1.6 

0.0 

11.2 

-2.1 

-12.7 

-86.2 

489 

3 

0.7 

Houghton  Mifflin 

12.3 

10.7 

9.6 

18.6 

8.5 

8.7 

NM 

-10.8 

465 

22 

4.8 

Meredith 

11.7 

7.9 

7.3 

0.0 

7.3 

-0.5 

15.2 

-11.8 

738 

25 

3.4 

American  Greetings 

11.3 

13.0 

10.1 

21.7 

6.5 

9.8 

NM 

14.9 

1.470 

87 

5.9 

EW  Scripps 

11.0* 

9.5 

6.9 

26.3 

7.6 

-0.5 

NM 

8.0 

1,291 

61 

4.7 

Tribune 

10.8 

def 

def 

30.0 

4.7 

-18.5 

NM 

P-D 

2,034 

-82 

def 

AH  Belo 

9.8 

8.4 

5.8 

44.8  ' 

2.3 

-1.7 

NM 

-22.3 

428 

19 

4.5 

Media  General 

8.1 

def 

def 

45.5 

NM 

^.8 

NM 

P-D 

593 

-68 

def 

Medians 

16.4 

9.4 

7.6 

22.1 

7.7 

-1.1 

-4.6 

-18.3 

1,337 

28 

4.8 

Advertising 

Interpublic  Group 

21.7 

17.7 

14.0 

24.4 

15.2 

20.0 

17.1 

9.9 

1,541 

86 

5.6 

Omnicom  Group 

19.6 

17.9 

14.3 

47.4 

11.3 

3.2 

12.7t 

-0.5 

1,184 

54 

4.6 

ADVO-System 

16.6 

23.1 

25.3 

0.0 

8.4 

6.5 

NM 

11.6 

697 

19 

2.8 

Grey  Advertising 

14.0 

11.4 

12.5 

2.6 

16.1 

14.0 

11.1 

0.8 

514 

14 

2.7 

WPP  Group 

2.8 

def 

2.8 

41.7 

NM 

-5.2 

13.8 

D-D 

2.176 
1,184 

2 

0.1 

Medians 

16.6 

17.7 

14.0 

24.4 

11.3 

6.5 

12.7 

0.8 

19 

2.8 

Industry  medians 

15.4 

8.4 

7.6 

31.6 

11.0 

0.7 

-0.7 

-22.6 

1,291 

25 

3.8 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.      D-P:  D 

ef icit  to  profit 

P-D:  Pr 

ofit  to  deficit 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

live  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

,e.     tlhree-year  average 

i.     For  further  explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

'a  Base  Service  via  Lotui 

;  CD  Investment. 
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UNUM. 

That's  who 


UNUM.  You're  covered  by  the  nation's 
leading  disability  insurer. 

UNUM.  You  benefit  fi-om  unequalled  risk 
management  and  rehabilitation  capabilities. 

UNUM.  Meeting  your  benefit  needs  with 
disability  plans,  specialty  employee  benefits, 
retirement  and  long  term  care  plans. 


i%ii 


You  can  count  on  what  we  know. 

UNUM  Life  Insurance  Company  of  America,  Portland,  Maine  04122 

(,\11  states  except  New  York) 

I'irst  1:NI  M  Life  Insurance  Company.  Tarrytown,  New  York  10591 

(New  York  state  only) 

©  1992  INUM  Corporation 

1-800-63-1-8026 


After  being  burned  by  foreign  loans,  junk  bonds  and  real  estate, 
the  financial  services  industry  was  rescued  by  individual  investors. 


By  Matthew  Schifrin 

Jk  fter  four  dismal  years,  financial  services  companies 
/m  made  a  strong  recovery  in  1991.  Yes,  diere  were 
A^^  still  those  troubled  thrift:s  and  the  recession.  But 
^L  J^  falling  interest  rates  were  a  boon  not  only  for 
spread-sensitive  outfits,  like  Fannie  Mae,  Sallie  Mae  and 
banks  and  thrifts,  but  also  for  brokerage  firms  that  benefit- 
ed from  the  long-awaited  return  of  individual  investors  to 
the  stock  and  bond  markets. 


With  rates  on  six-month  certificates  of  deposit  dropping 
below  5%  on  average,  money  flooded  into  bond  fiinds  and 
stocks — investments  that  offered  the  promise  of  higher 
returns.  There  was  also  a  deluge  of  new  issues.  The  final 
tally  of  capital  raised  in  1 99 1  could  total  nearly  $  1 5  billion, 
similar  to  1986,  the  last  record  year. 

Through  the  first  11  months  of  1991  the  Standard  & 
Poor's  brokerage  stock  index  doubled.  In  contrast,  the  S8cP 


'^What's  the 
payback?" 

One  of  the  most  profit- 
able savings  and  loans  in  the 
nation,  $25  billion  (as- 
sets) Golden  West  Finan- 
cial has  averaged  an  al- 
most 20%  return  on  equity 
over  the  past  five  years 


and  a  nearly  18%  return 
over  the  last  12  months. 
The  Oakland,  Calif. - 
based  thrift  has  an  impres- 
sive 1.2%  ratio  of  problem 
assets  to  total  loans,  versus  a 
4%  average  for  the  thrift 
industry,  says  Bruce  Hart- 
ing,  an  analyst  at  Salo- 
mon Brothers.  Moreover, 
general  and  administra- 


Golden  West's  Herbert  and  Marion  Sandler 

A  $25  billion  thrift  witli  mom-and-pop  conservatism. 


tive  expenses  as  a  percent- 
age of  gross  income  are 
10%,  compared  with  18% 
for  the  industry. 

What's  the  secret?  "We 
keep  our  business  very,  very 
simple,"  says  President 
Marion  Sandler,  the  wife  of 
the  husband-and-wife 
management  team.  That 
means  no  junk  bonds  in 
the  portfolio  and  an  almost 
religious  adherence  to 
the  traditional  thrift  busi- 
ness of  taking  in  deposits 
and  making  home  mort- 
gages. Adds  Chairman 
Herbert  Sandler,  "Our 
expenses  are  low  because 
we  are  constantiy  asking 
ourselves,  'What  is  the 
payback?'  " 

So  no  corporate  jet  or 
company  limos.  Advertis- 
ing is  done  in -house,  and 
an  intercom  at  the  front 
desk  serves  as  the  recep- 
tionist. "We  don't  need 
someone  whose  only 
fijnction  is  to  greet  people 
and  do  nothing  all  day," 
says  Marion. 

Nor  do  any  of  Golden 
West's  230  World  Savings 
&  Loan  branches  have 
automated  teller  machines. 
One  reason:  The  average 
age  of  Golden  West's  cus- 
tomers is  58,  and  they  are 
intimidated  by  the  ma- 
chines, says  Marion.  No 


wasted  space,  either.  The 
average  branch  office  size 
is  3,250  square  feet,  com- 
pared with  10,000  square 
feet  for  other  financial 
institutions. 

All  this  penny-pinch- 
ing hasn't  come  at  the  ex- 
pense of  Golden  West 
employees.  The  thrifty 
Sandlers  believe  the  only 
way  to  maintain  quality  is  to 
motivate  their  workers. 
To  that  end,  many  manag- 
ers and  employees  are 
awarded  bonuses  if  they 
meet  their  operating 
budgets. 

One  way  the  Sandlers 
check  quality'  is  by  hiring 
retirees  to  act  as  custom- 
ers and  make  surprise  in- 
spections at  local 
branches. 

Although  California's 
economy  and  housing  in- 
dustry are  uncertain.  Wall 
Street  is  gi\ing  the  Sandlers 
a  standing  ovation  for 
their  performance.  Shares 
of  Golden  West  trade  at 
1 .7  times  book  value,  while 
the  thrift  industn,-  is 
priced  at  a  slight  discount 
to  book  value. 

The  Sandlers'  personal 
reward  for  their  efficienc)': 
Their  8%  or  so  stake  in 
Golden \Vest  is  wordi  more 
tiian  $250  million. 

-M.S.  H 
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Financial 

Net 

Proftt 

Profitability 

Growth 

Sates 

income 

margin 

services 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Muttinational  banks 

First  Chicago 

11.1 

6.3 

6.6 

35.1 

7.2 

-10.1 

NM 

-47.4 

5,116 

189 

3.7 

Banl(America 

9.6 

16.8 

12.5 

36.1 

NM 

4.2 

NM 

33.9 

12,470 

1,051 

8.4 

Banlters  Trust  NY 

7.9 

24.3 

14.1 

45.9 

11.5 

-10.9 

NM 

0.1 

7,042 

653 

9.3 

JP  Morgan  &  Co 

5.5 

20.8 

12.6 

48.3 

11.4 

0.5 

NM 

37.2 

10,438 

1,036 

9.9 

Citicorp 

5.2 

def 

2.0 

69.8 

12.9 

-17.5 

NM 

D-D 

32,952 

-1,163 

def 

Chemical  Banking 

0.5 

10.0 

7.8 

43.4 

9.2 

-7.5 

NM 

1.2 

7,386 

383 

5.2 

Continental  Bank 

def 

def 

def 

39.4 

3.1 

-15.2 

NM 

D-D 

2,465 

-92 

def 

Manufacturers  Hanover 

def 

3.3 

5.1 

41.6 

-0.6 

-8.8 

NM 

-69.0 

7,044 

163 

2.3 

Bank  of  Boston 

def 

def 

def 

42.6 

14.0 

-27.7 

NM 

D-D 

4,536 

-336 

def 

Chase  Manhattan 

def 

12.7 

8.5 

50.7 

8.9 

-11.2 

NM 

D-P 

12,328 

578 

4.7 

Medians 

2.8 

8.2 

7.2 

43.0 

9.0 

-10.5 

NM 

DP 

7.215 

286 

4.2 

Regional  banks 

Wells  Fargo 

22.0 

13.2 

10.0 

52.3 

11.7 

3.6 

27.6 

-43.7 

5,960 

409 

6.9 

State  Street  Boston 

19.6 

20.1 

17.3 

23.9 

19.3 

4.4 

14.2 

23.6 

1,319 

142 

10.8 

Bancorp  Hawaii 

19.2 

16.9 

15.2 

9.8 

16.5 

16.3 

16.9 

8.2 

1,038 

108 

10.4 

SunTrust  Banks 

17.8 

15.6 

14.1 

16.0 

8.6 

1.0 

11.3 

3.7 

3,414 

361 

10.6 

Fifth  Third  Bancorp 

17.7* 

17.0 

16.2 
15.0 

1.5 
17.8 

25.8 
16.4 

7.1 
11.4 

12.6 
12.0 

13.7 

881 

133 
494 

15.1 

Banc  One 

17.5 

16.8 

11.9 

3,731 

13.2 

National  City 

17.1 

12.1 

11.7 

11.0 

9.6 

-1.1 

9.8 

-26.2 

2,634 

204 

7.7 

Wachovia 

17.0 

15.9 

15.5 

5.1 

8.8 

0.1 

8.7 

6.0 

2,494 

311 

12.5 

Old  Kent  Financial 

16.7 

14.7 

13.6 

10.3 

16.3 

-1.1 

5.4 

0.0 

862 

90 

10.4 

First  Union 

16.5 

10.0 

9.4 

40.9 

16.7 

7.8 

NM 

-5.7 

4,175 

285 

6.8 

NCNB 

16.1 

12.9 

11.1 

29.8 

30.9 

1.9 

12.5 

-15.4 

6,702 

433 

6.5 

Comerica 

16.1 

16.5 

15.0 

20.4 

6.7 

8.3 

18.3 

-1.1 

1,400 

143 

10.2 

Michigan  National 

16.1 

4.5 

4.6 

8.2 

10.2 

11.8 

14.4 

-49.6 

1,135 

34 

3.0 

SouthTrust 

16.0 

15.3 

13.4 

18.4 

17.5 

10.8 

6.6 

20.6 

927 

86 

9.2 

NBD  Bancorp 

15.9 

14.8 

14.1 

17.0 

13.2 

-0.7 

12.6 

1.6 

2,640 

276 

10.5 

Union  Bank 

15.8 

11.9 

9.7 

23.2 

29.8 

0.4 

16.7 

-21.8 

1,672 

115 

6.9 

Society 

15.8 

16.2 

14.8 

14.5 

14.9 

4.4 

9.5 

8.3 

1,649 

165 

10.0 

Northern  Trust 

15.8 

17.6 

15.0 

20.0 

13.9 

0.5 

NM 

6.2 

1,298 

125 

9.6 

Norwest 

15.7 

19.3 

11.2 

58.6 

6.7 

25.2 

NM 

7.1 

4,212 

360 

8.6 

•       US  Bancorp 

15.5 
15.4 

14.9 
16.3 

13.1 
13.1 

46.6 
14.6 

20.6 
10.4 

7.4 
24.1 

14.4 

-0.2 

2,010 
1,192 

188 

9.3 

Firstar 

NM 

2.7 

124 

10.4 

Manufacturers  Natl 

15.4 

15.8 

15.2 

6.7 

14.3 

5.0 

9.0 

7.7 

1,183 

118 

10.0 

Marshall  &  llsley 

15.2 

14.7 

13.2 

21.6 

11.9 

3.0 

5.5 

13.0 

845 

89 

10.6 

KeyCorp 

14.8 

14.8 

13.3 

26.3 

22.1 

28.5 

5.7 

7.5 

2,195 

173 

7.9 

First  of  America  Bank 

14.6 
14.5 

13.5 
1.2 

12.5 
2.4 

10.1 
22.1 

24.6 

6.7 

4.1 
NM 

5.9 
-89.4 

1,445 
5,115 

132 
51 

9.2 

C&S/Sovran 

11.9 

-2.5 

1.0 

CoreStates  Financial 

14.3 

6.9 

6.8 

42.4 

17.3 

3.3 

-11.4 

-62.5 

2,498 

95 

3.8 

South  Carolina  Natl 

14.2 

9.1 

8.8 

13.0 

10.4 

6.7 

9.4 

-22.3 

728 

44 

6.0 

Signet  Banking 

14.1 

4.4 

4.6 

28.2 

12.8 

-9.1 

NM 

-51.6 

1,306 

33 

2.5 

AmSouth  Bancorp 

14.0 

12.8 

11.9 

16.5 

15.7 

0.2 

NM 

26.8 

894 

77 

8.6 

Huntington  Bcshs 

13.8 

14.3 

13.1 

14.2 

15.5 

-1.6 

4.4 

31.2 

1,230 

113 

9.2 

Commerce  Bcshs 

13.8 

12.6 

12.2 

7.1 

4.7 

2.1 

13.2 

3.6 

603 

59 

9.8 

Barnett  Banks 

13.3 

4.6 

5.4 

25.7 

16.0 

3.4 

NM 

-53.1 

3,335 

86 

2.6 

Crestar  Financial 

12.4 

3.3 

4.1 

17.0 

11.4 

1.6 

NM 

-71.8 

1,254 

27 

2.2 

INB  Financial 

12.1 
11.8 

9.8 
14.9 

9.8 
12.8 

10.3 
23.0 

12.6 
8.0 

0.2 

NM 

^.2 

655 
750 

46 
59 

7.0 

First  Tennessee  Natl 

2.5 

NM 

26.5 

7.9 

PNC  Financial 

11.7 

4.2 

4.3 

25.9 

25.8 

-6.6 

-21.2 

-53.2 

4.556 

121 

2.7 

Security  Pacific 

11.3 

def 

def 

70.1 

14.6 

-8.3 

-16.1 

P-D 

9,549 

-723 

def 

Hit)ernia 

11.1 

def 

def 

28.6 

26.6 

-2.5 

NM 

P-D 

764 

-116 

def 

Boatmen's  Bancshs 

11.0 
10.5 

12.3 
def 

11.6 
0.3 

15.0 
8.2 

2.8 

4.9 

6.1 

5.7 

1,579 
1,234 

146 
-3 

9.3 

UJB  Fmancial 

16.4 

-7.5 

NM 

P-D 

def 

Fleet/Norstar  Finl 

10.5 

def 

2.8 

48.9 

16.4 

1.8 

NM 

P-D 

4,025 

4 

0.1 

Meridian  Bancorp 

10.3 

13.7 

12.2 

14.6 

14.6 

-4.7 

-19.0 

246.3 

1,212 

95 

7.8 

Bank  of  New  York 

9.8 

3.6 

4.5 

30.0 

31.8 

-16.0 

NM 

-72.7 

4,538 

121 

2.7 

Republic  New  York 

9.5 

14.3 

8.7 

60.3 

18.9 

0.3 

NM 

-19.7 

2,683 

219 

8.2 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit. 

P-D:  Pr 

ofit  to  deficit. 

D-Z:  D« 

jficit  to  zero. 

def:  Defi 

Git.     NA:  No 

t  available. 

NE:  Nega 

five  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

e.     tThree-year  average 

i.     For  furthe 

r  explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Dai 

a  Base  Service  via  Lotut 

;  CD  Investment. 
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500  gained  25%,  the  Nasdaq  50%.  Re  tail -oriented  firms 
like  Merrill  Lynch,  PaineWebber  and  A.G.  Edwards  post- 
ed healthy  stock  gains,  while  shares  of  San  Francisco- based 
discount  broker  Charles  Schwab  nearly  tripled. 

The  top  company  among  the  brokerage  firms  that  were 
tracked  in  this  survey,  Morgan  Stanley,  continued  to  do 
well  in  1991,  thanks  mainly  to  trading  profits.  If  the 
economy  starts  to  pick  up  this  year  and  corporations 


become  more  acquisitive,  1992  could  be  even  better  for 
Morgan  Stanley,  one  of  Wall  Street's  leaders  in  mergers 
and  acquisitions. 

The  mergers  of  Manufacturers  Hanover  and  Chemical 
Banking,  BankAmerica  and  Security  Pacific,  and  ncnb  and 
c&s/Sovran  buoyed  speculation  in  bank  stocks.  But  ana- 
lyst James  Marks  at  snl  Securities  in  Charlottesville,  Va. 
doubts  whether  all  the  big  bank  consoUdations  will  pro- 


Financial 

Net 

Profit 

Profitability 

Growtli 

Sales 

income 

margin 

services 

Return  on  equity 

Return  on 
capital 

Sales 

Earnings 

per  share 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

First  Security 

9.1           10.7 

10.1 

14.9 

3.2 

3.7 

33.7 

-0.6 

709 

52 

7.3 

Dominion  Bankshares 

8.8            def 

def 

18.8 

18.7 

-4.3 

NM 

P-D 

1,061 

-13 

def 

Midlantic 

6.6            def 

def 

36.7 

13.9 

-16.6 

NM 

D-D 

2,113 

^75 

def 

Mercantile  Bancorp 

6.2           14.2 

13.0 

18.4 

3.3 

4.1 

NM 

21.8 

781 

65 

8.3 

BayBanks 

5.9            def 

def 

9.7 

13.8 

-3.2 

NM 

D-D 

1,047 

-29 

def 

First  Fidelity  Bncp 

4.3           14.7 

11.8 

35.5 

10.3 

-7.0 

NM 

D-P 

2,848 

216 

7.6 

Ameritrust 

3.4            def 

def 

23.1 

12.8 

-7.1 

NM 

P-D 

1,180 

-36 

def 

First  Interstate  Bncp 

2.7            def 

0.9 

53.4 

4.2 

-11.7 

NM 

D-D 

5,380 

-137 

def 

MNC  Financial 

2.3            def 

def 

33.6 

21.1 

-28.6 

NM 

D-D 

2.207 

-185 

def 

Riggs  National 

0.5            def 

def 

53.3 

11.1 

-13.1 

NM 

P-D 

634 

-131 

def 

Shawmut  National 

0.4            def 

def 

39.1 

12.2 

-15.5 

NM 

D-D 

2,413 

-375 

def 

First  Bank  System 

0.0          14.4 

9.3 

37.5 

-4.2 

-15.9 

NM 

D-P 

1,880 

173 

9.2 

First  American  Corp 

def            def 

def 

4.4 

10.3 

-24.5 

NM 

D-D 

572 

-8 

def 

Mellon  Bank 

def            3.6 

6.0 

41.6 

1.2 

-8.5 

NM 

-78.8 

3.188 

109 

3.4 

Valley  National 

def            7.6 

7.5 

21.3 

2.9 

-1.7 

NM 

D-P 

1,127 

34 

3.1 

Premier  Bancorp 

def            7.5 

7.4 

21.2 

-3.1 

-4.6 

NM 

95.8 

381 

12 

3.0 

First  City  Bncp  Texas 

NA            def 

def 

12.4 

NA 

-17.8 

NA 

P-D 

1,158 

-355 

def 

Medians 

13.8          12.2 

9.9 

20.8 

13.8 

0.3 

NM 

-2.7 

1,360 

93 

7.1 

Thrift  institutions 

Golden  West  FinI 

19.7           17.7 

10.8 

40.7 

10.0 

7.2 

NM 

19.6 

2,237 

217 

9.7 

Standard  Fedl  Bank 

12.3*         11.6 

9.9 

14.3 

7.1 

-4.3 

-13.0t 

37.2 

882 

55 

6.2 

HF  Ahmanson 

11.0             7.7 

5.8 

46.6 

11.0 

-0.9 

-10.6 

-32.6 

4.713 

182 

3.9 

Gt  Western  Financial 

10.4           11.0 

6.6 

56.6 

3.5 

-0.7 

-13.7 

101.1 

4.073 

230 

5.7 

Washington  Mutual 

7.6           15.9 

11.0 

25.8 

11.3 

1.5 

NM 

D-P 

724 

64 

8.8 
1.4 

FirstFed  Michigan 

7.0             3.1 

4.7 

57.5 

-1.6 

-12.7 

-35.4 

-57.4 

965 

14 

Talman  Home  Federal 

5.9*           8.9 

7.8 

0.0 

-2.3 

-1.4 

-15.4t 

95.1 

533 

31 

5.8 

GlenFed 

1.5            def 

def 

44.7 

2.8 

-24.4 

NM 

P-D 

1.946 

-233 

def 

CalFed 

0.7            def 

def 

30.0 

NM 

-19.8 

NM 

D-D 

1,910 

-186 

def 

HomeFed 

0.7            def 

def 

47.1 

12.7 

-13.7 

NM 

D-D 

1,663 

-948 
17 

def 
3.2 

Commercial  Federal 

def          10.5 

9.6 

23.7 

10.0 

5.9 

NM 

D-P 

528 

TCF  Financial 

def*          7.8 

8.0 

14.6 

-4.5 

-6.8 

NM 

D-P 

448 

12 

2.7 

Coast  Savings  FinI 

def          12.5 

16.9 

20.3 

9.2 

-15.3 

NM 

D-P 

960 

29 

3.0 

Dime  Savings  Bank  FSB 

def*           def 

def 

49.9 

8.3 

-9.4 

NM 

D-D 

1,011 

-51 

def 

Anchor  Bancorp 

def*        22.5 

10.1 

25.6 

5.5 

-6.3 

NM 

D-P 

856 

46 

5.4 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit. 

D-Z;  Deficit  to  zero. 

def:  Defi 

cit.     NA:  Not  available. 

NE:  Nega 

tJve  equity. 

NM:  Not 

meaningful.     *  Four-year  averag 

je.     tThree-year  average.     For  further  explanation,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotus  CD  Investment. 
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vide  the  promised  economies  of  scale.  Bankers  are  "lem- 
mings in  neckties,"  warns  Marks.  One  big  bank  conspicu- 
ously left  out  of  the  merger  game  has  been  Citibank,  which 
is  generally  regarded  as  too  big  and  sick  to  merge. 

How  about  the  thrifts.''  Declining  interest  rates  were 
partially  offset  by  the  weak  housing  market  and  new 
government-imposed  capital  requirements.  But  the  over- 
all industry  improved  in  1991.  For  example,  latest  12- 


month  earnings  per  share  at  Golden  West  Financial,  a  well- 
managed  California  thrift,  were  $3.42,  about  20%  better 
than  the  previous  12  months  (see  box,  p.  144). 

The  mortgage -servicing  business  was  a  big  boost  to 
well-capitalized  thrifts.  Examples  include  Standard  Feder- 
al Savings  in  Michigan  and  Great  Western  in  California. 
Freddie  Mac  and  Fannie  Mae  also  benefited  from  in- 
creased demand  for  mortgage-backed  securities.  ^ 


Financial 

Net 

Profit 

Profitabiiity 

Growth 

Sales 

income 

margin 

services 

Return  on 

equity 

Return  on 
capital 

Sates 

Earnings 

per  share 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Northeast  Federal 

def 

def 

4.1 

0.3 

NM 

-15.4 

NM 

D-D 

421 

8 

1.9 

Meritor  Savings  Bank 

def 

def 

def 

58.9 

-12.8 

-39.1 

NM 

D-D 

568 

-65 

def 

American  Capital 

def 

NE 

def 

87.3 

6.5 

-18.1 

NM 

D-D 

460 

-59 

def 

People's  Bank 

NA 

def 

def 

0.0 

10.1 

-12.3 

NA 

D-D 

632 

-151 

def 

Medians 

0.7 

7.7 

5.8 

30.0 

6.5 

-9.4 

NM 

P-D 

882 

14 

2.7 

Brokerage  &  commodity 

Morgan  Stanley 

27.5 

18.8 

14.5 

45.8 

28.5 

8.2 

18.1 

9.8 

6,475 

401 

6.2 

AG  Edwards 

16.8 

19.5 

19.9 

0.0 

8.9 

21.0 

6.9 

33.8 

774 

77 

9.9 

Bear  Stearns  Cos 

15.5 

16.4 

12.1 

38.9 

11.3 

2.0 

NM 

62.8 

2,415 

172 

7.1 

Commercial  Metals 
Salomon 

11.6 
9.4 

6.0 
14.8 

5.4 
10.3 

18.7 
64.5 

6.6 

1.1 

8.1 

-50.7 

1,150 
9,548 

12 

521 

1.0 

9.3 

0.2 

NM 

47.5 

5.5 

Charles  Schwab 

9.0t 

21.1 

15.1 

40.3 

22.9 

17.8 

NA 

66.2 

729 

34 

4.7 

Merrill  Lynch 

5.9 

16.4 

11.8 

56.0 

8.6 

7.6 

-8.8 

D-P 

12,052 

556 

4.6 

PaineWebber  Group 
Medians 

def 
10.5 

def 
16.4 

3.5 
12.0 

39.5 
39.9 

8.7 

-1.5 

NM 

P-D 

3,036 
2,726 

11 
125 

0.4 

9.1 

4.8 

-«.8 

40.6 

5.1 

Lease  A  finance 

Sallie  Mae 

38.0 

36.3 

5.9 

96.4 

26.0 

-3.0 

25.5 

19.8 

3,428 

332 

9-7   ^ 

>/Federal  Natl  Mortgage 

30.9 

31.3 

7.0 

94.6 

4.2 

5.5 

67.9* 

23.0 

13,195 

1,396 

10.6  ^ 

Federal  Home  Loan  Mtg 

29.6 

22.0 

9.0 

81.7 

19.3 

8.1 

15.1* 

0.8 

4,220 

471 

11.2 

H&R  Block 

26.5 

25.8 

25.8 

0.0 

15.1 

15.6 

16.8 

14.4 

1,227 

140 

11.4 

MBNA 
Household  IntI 

24.3* 

31.8 

32.2 

0.0 

18.8* 

NA 

17.8* 

NA 

1,086 

143 

13.2 

20.0 

19.8 

8.2 

79.9 

6.5 

10.0 

9.8 

4.6 

4,568 

257 

5.6 

GATX 

18.1 

15.6 

6.3 

65.5 

6.4 

17.6 

31.8* 

19.1 

969 

86 

8.9 

American  Express 

16.2 

12.7 

8.1 

58.3 

14.2 

4.5 

-9.0 

172.3 

25,439 

846 

3.3 

Primerica 

13.8 

15.2 

10.5 

57.0 

46.9 

6.0 

46.9* 

22.3 

6,450 

446 

6.9 

Beneficial  Corp 

13.3 

15.0 
def 

8.6 

80.2 

NM 

7.7 

NM 

3.6 

1,831 

143 

7.8 

Rouse 

8.9 

4.0 

96.5 

15.8 

11.1 

NM 

D-D 

572 

-10 

def 

Ryder  System 

6.8 

0.7 

4.0 

48.7 

11.6 

-1.1 

-27.3 

-87.6 

5.070 

20 

0.4 

New  Valley 

def 

NE 

def 

NE 

-16.3 

-54.4 

NM 

D-P 

268 

-21 

def 

Medians 

18.1 

15.6 

8.1 

65.5 

14.2 

6.8 

15.1 

16.8 

3,428 

143 

7.8 

Industry  medians 

11.1 

12.0 

8.7 

27.2 

11.3 

0.1 

NM 

0.8 

1,656 

88 

5.6 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit.     NA:  Not  available, 
meaningful.     *  Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 


NE:  Negative  equity.    NM:  Not 
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Who  said  this  industry  is  recession-proof?  Low  food  inflation, 
slow  sales  and  a  trend  toward  buying  less  expensive 
generic  brands  tell  a  different  tale. 


By  Toddi  Gutner 

Fl  ood  distributors,  supermarkets  and  restaurants 
usually  benefit  from  a  moderate  rate  of  inflation 
because  they  can  easily  pass  price  increases  on  to 
their  customers  and  improve  margins.  But  despite 
food  price  inflation  of  barely  3%  last  year  (as  against  6.5%  in 
1990),  the  profitability  of  many  of  the  supermarkets  and 
wholesalers  listed  in  the  table  fell  sharply.  Among  the 
reasons:  Faced  with  higher  prices  for  branded  packaged 
goods,  millions  of  consumers  are  voting  with  their  feet  and 
buying  less  expensive  generics  and  store  brands. 

Hit  the  hardest  in  1991  were  the  food  wholesalers. 
Purchasing  practices  like  forward  buying — where  whole- 
salers purchase  a  future  supply  of  goods  to  lock  in  favorable 
prices — backfired  when  prices  went  down  instead  of  up. 
Super  Food  Services,  for  example,  was  hurt  by  this  type 


of  strategy. 

But  wholesalers  face  a  more  fundamental  threat:  Big 
supermarkets  are  dropping  their  independent  distributors 
and  replacing  them  with  in-house  distribution  networks. 
Fleming  Cos.,  the  nation's  largest  wholesaler,  lost  $700 
million  in  revenues  in  the  last  two  years  when  it  was 
dropped  by  regional  chains  like  Raley's  and  Albertson's. 
And  Wetterau  was  the  supplier  for  Alexander's  Shop  & 
Save,  a  chain  of  nine  supermarkets  in  New  Hampshire  and 
Massachusetts,  until  Alexander's  was  purchased  by  Han- 
naford  Bros. 

Super  Valu  Stores,  a  Minneapolis- based  wholesaler,  is 
an  exception.  Excluding  gains  from  a  spinoff,  its  profits 
have  held  steady  while  other  wholesalers'  earnings  have 
declined  over  the  latest  12  months.  Super  Valu  specializes 


Food 

Net 

Profit 

■  ^^^^MM 

Profitability 

Growth 

Sales 

income 

margin 

distributors 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Supermarkets 

&  convenience 

Food  Lion 

32.3          30.0 

22.6 

30.5 

24.8 

16.5 

29.5 

21.6 

6.205 

198 

3.2 

Arden  Group 

32.3             8.8 

8.6 

34.1 

-4.4 

-A.8 

33.6 

-56.1 

320 

5 

1.7 

Giant  Food 

24.9          20.3 

14.9 

27.0 

8.5 

1.7 

20.5 

0.5 

3,381 

113 

3.3 

Albertson's 

23.9          23.1 

20.7 

12.1 

10.6 

6.8 

23.1 

13.9 

8,595 

251 

2.9 

Hannaford  Bros 

20.2           16.0 

10.2 

39.9 

16.9 

16.7 

20.5 

-1.0 

1,936 

41 

2.1 

Bruno's 

20.0           17.8 

12.4 

28.5 

22.2 

8.0 

17.9 

2.6 

2,647 

64 

2.4 

Riser  Foods 

19.8t         26.6 

13.2 

60.3 

NA 

-3.7 

NA 

48.1 

1,011 

10 

1.0 

Winn-Dixie  Stores 

19.2          20.8 

19.5 

10.0 

3.9 

2.7 

10.2 

16.4 

10,124 

173 

1.7 

Smith's  Food  &  Drug 

17.7           15.3 

9.6 

39.4 

24.2 

9.1 

19.6 

25.6 

2,156 

42 

2.0 

Weis  Markets 

17.0           13.6 

13.4 

0.0 

4.4 

1.7 

8.8 

-2.1 

1,289 

83 

6.5 

Marsh  Supermarkets 

16.1           15.2 

8.8 

53.4 

7.4 

6.0 

16.2 

3.2 

1,075 

13 

1.2 

Schultz  Sav-0  Stores 

16.0             9.6 

7.9 

32.4 

4.6 

0.1 

11.1 

-7.1 

481 

3 

0.7 

Delchamps 

14.2           12.0 

10.1 

17.8 

6.7 

-2.7 

17.4 

-3.1 

940 

13 

1.4 

Great  A&P  Tea 

14.1             9.4 

7.3 

30.4 

11.6 

4.5 

23.4 

-25.0 

11.627 

114 

1.0 

Ruddick 

13.9           13.7 

10.8 

21.2 

11.7 

3.9 

13.2 

4.2 

1.478 

27 

1.8 

Casey's  General  Store 

12.9           12.6 

8.9 

38.5 

13.7 

17.1 

4.2 

26.0 

543 

10 

1.9 

American  Stores 

12.4           19.8 

10.0 

62.5 

11.9 

-5.6 

NM 

75.7 

21.315 

267 

1.3 

Ingles  Markets 

12.4             9.1 

6.5 

50.9 

14.2 

4.5 

4.8 

0.0 

1,045 

12 

1.2 

Seaway  Food  Town 

11.8             3.6 

4.6 

57.6 

6.4 

4.6 

NM 

-57.8 

571 

1 

0.2 

Village  Super  Market 

9.1             3.8 

5.1 

41.3 

9.8 

0.7 

-12.5 

-54.3 

686 

2 

0.3 

Eagle  Food  Centers 

9.  It           def 

4.7 

59.6 

1.3 

-1.8 

NM 

P-D 

1,125 

-1 

def 

Dairy  Mart 

8.6           10.7 

8.1 

63.3 

15.0 

6.5 

NM 

48.3 

576 

4 

0.7 

Foodarama  Supermkts 

7.1             def 

4.8 

64.8 

8.1 

6.7 

-12.9 

P-D 

695 

0 

def 

Vons  Cos 

6.9t        22.7 

11.9 

60.1 

16.6 

1.1 

NM 

77.8 

5,373 

64 

1.2 

Kroger 

3.0             NE 

25.4 

235.7 

3.6 

5.0 

-14.2 

476.0 

21,207 

127 

0.6 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit. 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not 

available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *Four-year  averag 

;e.     tlhree-year  average.     For  further  explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotus  CD  Investmer^t. 
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Norman  Brinker 
scores  again 

Now  60,  Norman 
Brinker  was  the  man  be- 
hind Jack-in-the-Box, 
Steak  &  Ale  and  the  Pills- 
bury  Restaurant  Group 
during  their  golden  years. 
After  30  years  in  the  res- 
taurant industry  Brinker 
still  appears  to  have  the 
magic  touch.  Next  to 
McDonald's,  Brinker  In- 
ternational has  the  highest 
five-year  average  return 
on  equity — 18.7% — of  the 
restaurant  chains  mea- 
sured in  this  survey. 

Brinker  International 
(formerly  known  as  Chili's) 
made  the  Forbes  200 
Best  Small  Companies  list 
from  1987  through 
1990,  but  it  didn't  appear 
in  1991  (Forbes,  Nov. 
ii,i9Pi).  But  that's  only 
because  Brinker — which 
had  latest  12- month  reve- 
nues of  $449  million — 
had  outgrown  our  defini- 
tion of  a  small  company. 

When  Norman  Brinker 
invested  in  Chili's  Grill  & 
Bar  in  the  early  1980s  and 
became  its  chairman, 
Chili's  was  just  another 
hamburger  joint.  In  1984 
the  company  had  23  res- 
taurants and  grossed 
around  $40  million.  To- 
day it  has  271  restaurants 
(202  are  company- 
owned)  and  has  stores 
opening  in  Mexico  and 
Canada. 

All  business  people  talk 
about  focusing  on  the  cus- 
tomer, but  Brinker  really 
does  it.  A  Dallas- based 
management  team  is  al- 
ways on  the  road,  question- 
ing customers  in  Brinker 
oudets  and  in  competitors' 
shops.  Often  Brinker  par- 
ticipates in  this  research. 
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The  research  often 
pays  off^in  unexpected 
ways.  Brinker  recalls  once 
hearing  an  older  couple  say 
how  much  they  loved 
Chili's  and  that  they  always 
went  to  Chili's  when  their 
college-age  children  were 
home  from  school. 
Brinker  says  the  couple 
meant  it  as  a  compliment. 
"But  I  took  it  as  a  death 
knell  because  they  were 
saying  that  they  didn't  go 
to  this  restaurant  on  their 
own,"  says  Brinker.  To  cor- 
rect the  perception  that 
Chili's  restaurants  were  just 
for  young  people, 
Brinker  expanded  beyond 
hamburgers  and  offered 
new  entrees  such  as  chicken 
fajitas,  ribs  and  steak. 

At  heart,  Brinker  is  an 
innovative  merchant  who 
responds  quickly  to 
changing  consumer  tastes. 


At  Chili's,  70%  of  sales 
now  comes  from  such  items 
as  chicken  sandwiches, 
tuna  steak  sandwiches  and  a 
collection  of  salads — 
dishes  that  weren't  even  on 
the  menu  in  1984. 
Brinker  has  also  expanded 
beyond  the  Chili's  con- 
cept and  now  runs  a  small 
number  of  Romano's 
Macaroni  Grill  restaurants 
(Italian  food)  and  Gra- 
dy's American  Grill  restau- 
rants (steak  and  seafood). 
Brinker  has  made  good 
use  of  computers,  too.  The 
company  has  computer- 
ized its  labor-and  meal- 
scheduling  plans.  Food 
overbuying  is  minimized  by 
a  centralized  purchasing 
program  in  which  a  major- 
ity of  items  are  ordered 
from  headquarters.  There 
are  also  exhaustive  kitch- 
en staff  training  programs 


Norman  Brinker 
The  magic 
touch. 


that  teach  employees 
how  to  minimize  waste. 
Brinker  International 
was  well  prepared  for  the 
trend  away  from  fast  food 
and  the  movement  toward 
moderately  priced,  fiiU- 
service  restaurants.  Health- 
conscious  consumers, 
usually  age  35  to  55,  are 
attracted  to  the  varied 
menus  and  relaxed  atmo- 
sphere at  Brinkers. 
"These  restaurants  are 
priced  only  slighdy  above 
fast  food  oudets  and  yet  the 
customers  feel  they  are 
getting  a  lot  more  for  their 
money,"  says  Steve 
Rockwell,  a  restaurant  ana- 
lyst at  Alex.  Brown  & 
Sons.  "They  deliver  what 
they  promise."    -T.G.  WM 
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in  serving  growing  independent  chains — outfits  that  are 
generally  too  small  to  start  their  own  distribution  system. 
The  company  also  owns  102  supermarkets  and  46%  of 
Shopko,  a  109 -store  general  merchandise  chain.  (The  rest 
of  Shopko  was  spun  off  to  Super  Valu  shareholders  last 
October.) 

Despite  new  cost- cutting  technologies,  such  as  time  and 
attendance  systems  for  employee  scheduling,  as  well  as 
scanners  and  electronic  price  displays,  supermarkets  aren't 
doing  much  better  than  wholesalers.  Price  competition 
has  nipped  at  the  margins  of  large  regional  chains  such  as 
Vons  and  Ralphs  in  southern  California  and  Kroger  in 
Dallas.  Smith's  Food  &  Drug  and  Food  Lion — both  of 
which  have  been  successful  with  an  everyday  low  price 


strategy — are  moving  into  the  southern  California  and] 
Dallas  markets. 

Big  winners  from  the  slowdown  in  food  price  inflation  I 
last  year  were  several  restaurant  chains.  Shoney's,  Brinker  I 
International,  Morrison  and  Bob  Evans  Farms — all  of  | 
which  offer  moderately  priced  casual  and  family  dining — 
increased  their  earnings  last  year. 

But  fast- food  oudets  and  cafeterias  struggled  to  keep 
their  customer  base.  "People  are  becoming  increasingly 
value-  and  health -conscious  and  are  continually  looking 
for  a  good  deal,"  observes  Steve  Rockwell,  an  Alex.  Brown 
&  Sons  restaurant  analyst.  That  trend  is  forcing  Wendy's 
International,  Taco  Bell  and  McDonald's  to  revise  their 
menus  and  cut  prices — painful  for  their  bottom  lines.  ^M 
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Profitability 
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income 

margin 

distributors 
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equity 

Return  on 
capital 

Sales 
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per  share 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Natl  Convenience 

def 

def 

def 

61.7 

4.4 

-1.9 

NM 

D-D 

1,049 

-15 

def 

Circle  K 

def 

NE 

def 

219.2 

13.1 

-3.2 

NM 

D-D 

3,426 

-297 

def 

Penn  Traffic 

deft 

NE 

80.7 

93.3 

48.7 

-6.1 

NM 

D-D 

2,720 

-11 

def 

Safeway 

NE 

NE 

12.0 

82.5 

-7.5 

2.3 

NM 

225.0 

15,094 

143 

1.0 

Medians 

13.9 

12.0 

10.0 

41.3 

10.2 

2.7 

6.8 

0.5 

1,478 

13 

1.2 

Food  wholesalers 

Wetterau 

19.4 

20.0 

10.6 

61.1 

10.7 

4.5 

10.0 

8.0 

5,717 

52 

0.9 

Sysco 

19.4 

18.7 

12.6 

33.7 

23.4 

7.3 

22.3 

13.2 

8,301 

158 

1.9 

Super  Valu  Stores 

18.6 

16.4 

12.5 

35.7 

7.8 

3.7 

12.9 

6.5 

11,838 

161 

1.4 

Super  Food  Services 

14.3 

10.0 

8.3 

37.8 

5.2 

2.8 

5.4 

-29.4 

1,826 

12 

0.7 

Fleming  Cos 

11.7 

13.0 

9.3 

45.6 

12.6 

7.3 

3.8 

14.9 

12,753 

111 

0.9 

Nash  Finch 

11.6 

10.7 

9.5 

33.3 

12.2 

-0.4 

3.7 

1.9 

2,337 

18 

0.8 

Rykoff-Sexton 

8.9 

7.4 

6.6 

39.7 

7.8 

2.8 

NM 

25.8 

1,465 

14 

0.9 

Fine  vest  Foods 

def* 

NE 

def 

375.5 

24.4* 

-28.2 

NM 

D-D 

511 

-132 

def 

Richfood  Holding 

NA 

20.8 

17.0 

35.0 

3.1 

0.8 

NA 

98.1 

1,022 

11 

1.1 

Medians 

13.0 

13.0 

9.5 

37.8 

10.7 

2.8 

4.6 

8.0 

2,337 

18 

0.9 

Restaurant  chains 

McDonald's 

21.9 

19.2 

11.5 

41.8 

12.8 

3.5 

15.2 

7.4 

6,668 

845 

12.7 

Brinker  IntI 

18.7 

15.6 

15.2 

2.2 

27.4 

23.0 

29.8 

27.0 

449 

28 

6.3 

Morrison 

16.0 

15.6 

12.4 

15.1 

13.7 

7.2 

18.2 

32.5 

984 

27 

2.8 

Bob  Evans  Farms 

15.7 

15.1 

14.6 

0.6 

13.0 

8.7 

9.2 

27.1 

510 

35 

6.8 

Sizzler  IntI 

14.4 

8.2 

7.1 

6.8 

16.4 

12.2 

25.9 

-21.0 

515 

21 

4.1 

Carl  Karcher 

14.2 

11.4 

10.0 

56.2 

12.2 

2.7 

NM 

56.3 

535 

9 

1.7 

Shoney's 

6.7 

NE 

27.0 

188.6 

11.3 

6.4 

-11.2 

25.0 

973 

35 

3.6 

Wendy's  IntI 

6.0 

10.6 

9.5 

32.0 

-1.7 

2.8 

95.9t 

28.9 

1,032 

49 

4.7 

TW  Holdings 

NA 

def 

4.1 

84.2 

21.4 

-1.0 

NA 

NA 

3,631 

-69 

def 

Medians 

15.1 

11.4 

11.5 

32.0 

13.0 

6.4 

16.7 

27.0 

973 

28 

4.1 

Industry  medians 

14.2 

12.0 

10.0 

39.7 

11.6 

3.5 

9.0 

7.0 

1,465 

27 

1.2 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit, 
meaningful.     *  Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 


NA:  Not  available.     NE:  Negative  equity.    NM;  Not 
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Profits  keep  rolling  in  for  these  companies.  But  now 
even  food  processors  are  taking  heat  from  the  regulators. 


By  Edward  Giltenan 

Cigarettes  and  alcoholic  beverages  are  perennials 
on  the  regulators'  hit  list.  Now  packaged-food 
makers  are  taking  their  lumps.  Last  year  a  newly 
vigilant  Food  &  Drug  Administration  cracked 
down  on  brand-name  manufacturers  for  misleading  label- 
ing. For  example,  Procter  &  Gamble  had  to  remove  the 
word  "fresh"  from  its  Citrus  Hill  Fresh  Choice  orange 
juice  after  the  fda  found  it  was  made  from  concentrate. 

But  the  trouble  hasn't  slowed  down  the  inexorable 
forward  march  of  the  food  processors  on  our  list.  They 
reported  latest  12-month  return  on  equity  of  17%,  nearly 
double  the  all-industry  median  in  this  survey.  Even  in  a 
recession,  people  have  to  eat.  The  big  question:  How 
much  will  the  slow  erosion  of  brand  loyalty  eat  into  the 


margins  of  the  big  players."  No  one  knows  for  sure.  But  any 
drop  in  domestic  margins  should  be  partly  offset  by  the 
growing  demand  for  American  brand  names  abroad, 
particularly  in  Western  Europe  and  Asia. 

With  the  ascension  of  Michael  Miles  to  the  chairman- 
ship of  Philip  Morris,  can  there  be  any  doubt  that  the  U.S. 
tobacco  industry  has  reached  ftill  maturity?  Miles,  former- 
ly head  of  the  company's  Kraft  General  Foods  unit,  is  the 
first  top  gun  in  Philip  Morris'  144-year  history  not  to  have 
risen  out  of  the  tobacco  ranks.  Its  food  businesses  now 
make  up  half  of  Philip  Morris'  $50  billion  in  sales. 

Smoking  has  been  on  the  decline  for  years,  but  ciga- 
rettes are  so  cheap  to  make  that  the  margins  are  unbeat- 
able. Philip  Morris  still  gets  around  two-thirds  of  its  profits 


Food,  drink 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

&  tobacco 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Food  processors 

General  Mills 

52.3          42.6 

23.7 

27.6 

8.8 

9.6 

24.2 

21.7 

7,330 

485 

6.6 

Ralston  Purina 

38.1           36.9 

17.2 

53.7 

6.3 

3.9 

2.5 

3.4 

7,376 

392 

5.3 

Smithfield  Foods 

35.2          35.4 

26.9 

23.5 

NM 

10.5 

21.5 

98.5 

1,071 

30 

2.8 

Kellogg 

34.9          31.3 

23.5 

1.3 

12.0 

16.3 

12.4 

32.4 

5,705 

596 

10.5 

WmWrigleyJr 

31.4          31.2 

30.6 

0.0 

12.4 

4.4 

25.1 

11.5 

1,132 

126 

11.1 

CPC  International 

27.7          22.2 

15.3 

27.5 

5.5 

10.9 

24.4 

0.2 

6,165 

364 

5.9 

HJ  Heinz 

27.2          30.7 

22.3 

9.1 

9.0 

6.4 

14.5 

29.3 

6,588 

679 

10.3 

Tyson  Foods 

26.2          21.6 

10.4 

44.7 

23.4 

2.5 

21.1 

16.0 

3,922 

145 

3.7 

Michael  Foods 

25.6           17.7 

10.5 

31.7 

29.7 

7.3 

29.5 

9.0 

452 

21 

4.6 

Quaker  Oats 

24.8t         24.1 

14.1 

22.5 

12.0 

7.4 

11.5 

19.6 

5,521 

245 

4.4 

Gerber  Products 

24.2          28.7 

22.1 

24.0 

5.1 

1.3 

33.3 

15.6 

1,186 

119 

10.0 

McCormick  &  Co 

24.1           20.3 

14.4 

33.5 

8.7 

8.7 

34.6 

21.7 

1,397 

76 

5.5 

ConAgra 

23.4           17.8 

15.1 

48.3 

24.9 

27.3 

16.0 

8.9 

20,343 

322 

1.6 

Savannah  Foods 

23.1           20.2 

15.2 

22.7 

15.2 

2.4 

31.3 

-13.6 

1,222 

42 

3.4 

Thorn  Apple  Valley 

22.4          59.1 

38.8 

25.6 

5.3 

12.2 

NM 

500.0+ 

811 

21 

2.6 

Universal  Foods 

21.3          22.3 

17.6 

32.6 

6.7 

-0.5 

28.5 

11.8 

834 

58 

6.9 

Lance 

21.3           17.1 

15.4 

0.0 

5.0 

0.9 

8.3 

-14.8 

447 

40 

8.9 

Sara  Lee 

20.7          24.3 

15.1 

20.5 

9.1 

4.2 

16.8 

44.2 

12,421 

692 

5.6 

Dean  Foods 

20.5           18.9 

14.6 

24.6 

11.2 

4.5 

13.2 

13.8 

2,171 

74 

3.4 

Hershey  Foods 

20.0           15.3 

12.2 

17.4 

5.1 

6.3 

14.4 

-14.9 

2,798 

191 

6.8 
6.9 

JM  Smucker 

19.4           17.2 

16.4 

2.0 

12.3 

7.1 

16.2 

5.8 

464 

32 

Unilever  NV 

19.0           15.0 

11.1 

18.5 

11.4 

7.8 

19.4 

3.2 

42,180 

1,822 

4.3 

Imperial  Holly 

17.0           15.7 

11.7 

31.9 

30.7 

-2.2 

NM 

6.2 

710 

21 

3.0 

Chiquita  Brands  IntI 

16.6           15.9 

12.5 

44.4 

6.3 

7.0 

22.8 

17.5 

4,523 

122 

2.7 

Geo  A  Hormel 

16.4           16.9 

15.5 

4.2 

6.8 

5.8 

17.7 

11.9 

2,836 

86 

3.1 

Pilgrim's  Pride 

15.3          12.0 

7.5 

51.2 

17.3 

9.2 

NM 

-21.7 

787 

12 

1.6 

Flowers  Industries 

15.3          11.1 

8.6 

31.8 

3.0 

-0.3 

NM 

-28.1 

828 

23 

2.8 

Lancaster  Colony 

14.8           16.3 

12,8 

26.5 

4.1 

-0.5 

34.2 

50.0 

504 

23 

4.6 

Dole 

14.8           13.3 

7.9 

30.8 

13.8 

5.3 

31.1 

-0.5 

3,190 

124 

3.9 

WLR  Foods 

14.8             7.2 

6.5 

13.2 

7.7 

-1.4 

NM 

^9.2 

493 

8 

1.7 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit. 

D-Z;  Deficit  to  zero. 

def:  Defi 

Cit.     NA:  Not 

available. 

NE:  Nega 

tive  equity. 

NM:  Not 

meaningful.     *  Four-year  averaj 

je.     tlhree-year  average.     For  furthe 

r  explanation,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotus  CD  Investment. 
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Not  a  kernel 
of  waste 

DwAYNE  Andreas  would 
like  nothing  better  than  to 
run  Archer  Daniels  Mid- 
land as  tighdy  as  the  Mos- 
cow restaurant  that  sells 
its  VegeBurgers.  "They're 
selling  5,400  patties  a  day 
in  one  store,"  says  Andreas, 
longtime  chief  executive 
of  the  Decatur,  111.  firm. 
"It's  all  they  can  make." 
For  its  size,  adm  is  ev- 
ery bit  as  efficient  as  that 
restaurant.  The  credit 
goes  to  Andreas,  73,  and 
his  almost  maniacal  ob- 
session with  being  the  na- 
tion's largest  and  lowest- 
cost  grain  processor.  That 
singular  drive,  along  with 
his  impressive  political  con- 
tacts, have  helped  An- 
dreas build  ADM  into  a  pow- 
erhouse with  $8.7  billion 


in  sales  and  $485  million  in 
profits. 

Consider  the  mileage 
ADM  gets  out  of  one  com- 
modity, corn,  which  ac- 
counts for  half  of  the  com- 
pany's earnings,  adm  de- 
rives about  30  different 
products  from  corn — ev- 
erything fi*om  animal  feed 
to  an  important  compo- 
nent of  denim  fabric.  In  the 
1970s  Andreas  was  an 
early  believer  in  high-fi-uc- 
tose  corn  syrup.  Derived 
from  cornstarch,  hfcs  has 
largely  replaced  sugar  as  a 
soft:-drink  sweetener.  ADM 
controls  31%  of  the  HFCS 
domestic  market.  Andreas 
was  also  an  early  and  out- 
spoken supporter  of  etha- 
nol,  the  fijel  additive  that 
purportedly  reduces  air 
pollution.  ADM  has  65% 
of  the  ethanol  market. 

That  kind  of  focus 
makes  for  incredibly  effi- 
cient production.  In 


spring  and  summer,  when 
soft:- drink  demand  takes 
off,  adm's  three  domestic 
fructose  plants  churn  day 
and  night.  In  fall  and  win- 
ter, when  competitors' 
fructose  plants  slow  down, 
adm's  facilities  stay  busy 
pushing  out  ethanol. 

On  the  Mississippi  Riv- 
er, ADM  operates  a  fleet  of 
2,200  barges  for  itself  and 
customers.  The  huge  fleet 
can  pick  up  grain  from  el- 
evators every  three  days, 
much  more  frequentiy 
than  the  competition.  That 
cuts  down  on  storage 
costs.  "When  I  look  at  our 
company,  I  see  one  ma- 
chine running  24  hours  a 
day,  Sundays  and  holi- 
days," says  Andreas. 
"That's  128  plants  and 
200  storage  faciUties,  all 
geared  together  and  run- 
ning in  one  continuous 
hum."  Result?  adm's  re- 
turn on  capital  averaged 


Dwayne  Andreas 
of  Archer  Daniels 
Midland 

In  the  midst  of 
the  recession,  he 
has  spent  $1.4 
billion  to  Iceep  ADM 
one  step  ahead 
of  the  competition. 


9.1%  between  1984  and 
1990,  compared  widi  6.8% 
for  privately  held  Cargill, 
its  biggest  competitor. 

How  does  Andreas  do 
it?  By  not  being  afraid  to 
spend  money  to  keep 
ahead  of  rivals.  Andreas 
stepped  up  his  spending 
in  the  recession:  In  the  last 
two  years  he  spent  $1 .4 
billion  to  modernize  plants. 
Much  of  that  has  gone  to 
make  amino  acids,  such  as 
lysine,  for  improved 
poultry  and  hog  feed. 

adm's  balance  sheet  is 
clean:  Debt  is  just  17%  of 
total  capitalization.  To 
the  chagrin  of  some  share- 
holders, Andreas  prefers 
to  shovel  profits  back  into 
the  company,  paying  a 
paltry  cash  dividend  of  10 
cents  a  share.  "The  key  to 
our  success,"  says  Andreas, 
"is  to  have  enough  plans 
to  invest  our  money  the  day 
we  make  it."        -E.G.  Hi 


Forbes  ■  January  6,  1992 


153 


FOOD,  DRINK  &  TOBACCO 


from  tobacco.  Brand  loyalty  remains  so  powerful  that  the 
two  top  players,  Philip  Morris  and  rjr  Nabisco,  raised 
prices  not  twice,  as  is  customary,  but  three  times  last  year. 
On  the  other  hand,  discount  brands,  selling  for  as  little  as 
$1  a  pack,  continue  to  gain  market  share.  They  now 
account  for  a  quarter  of  overall  volume,  according  to  John 
Maxwell  ofWheat  First  Securities.  Look  for  the  big  players 
to  concentrate  on  foreign  markets  and  to  continue  ex- 
panding their  nontobacco  businesses. 

Despite  the  usual  flat- to-declining  volume,  beer  and 
soft-drink  stocks  had  another  good  year.  Philip  Morris 


(with  its  Miller  Brewing  Co.),  Anheuser-Busch  Cos.  and 
PepsiCo  posted  latest  12-month  return  on  equity  of  more 
than  20%.  Coca-Cola  notched  an  astounding  41%  return. 
Excise  taxes  on  beer  doubled,  driving  volume  down  2%  on 
the  year. 

Again,  healthy  foreign  demand  should  soften  the  slug- 
gishness prevailing  at  home.  Number  three  brewer  Adolph 
Coors  plans  to  build  a  brewety  in  South  Korea.  And 
PepsiCo  plans  to  attack  Coke's  dominance  in  Mexico, 
possibly  by  bmdng  the  country's  largest  Pepsi  bottler, 
Grupo  Escorpion.  IB 


Food,  drink 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

&  tobacco 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Archer  Daniels 

14.6           12.9 

10.5 

17.8 

10.0 

8.9 

16.2 

2.6 

8,690 

485 

5.6 

Pioneer  Hi-Bred  IntI 

14.2           16.4 

15.1 

8.5 

4.7 

16.6 

10.3 

47.6 

1,125 

104 

9.3 

Borden 

13.8           19.2 

13.1 

41.4 

11.4 

-5.3 

14.6 

-1.6 

7,284 

354 

4.9 

Seaboard 

13.6             8.5 

6.8 

22.1 

10.3 

42.5 

16.4 

-27.7 

753 

19 

2.5 

Hudson  Foods 

11.9             6.5 

4.9 

35.4 
27.1 

24.2 

14.8 

NM 

-3.3 

765 

9 

1.1 

Campbell  Soup 

11.2          24.7 

17.3 

8.5 

-1.9 

NM 

500.0+ 

6,157 

426 

6.9 

IntI  Multifoods 

10.8           11.7 

9.0 

26.6 

11.1 

2.9 

NM 

43.8 

2,214 

38 

1.7 

Curtice  Burns  Foods 

10.3             2.7 

5.0 

65.8 

10.3 

-1.2 

-13.2 

-52.4 

926 

3 

0.3 

IBP 

9.5t           0.2 

2.6 

48.6 

9.8 

6.1 

NM 

-98.1 

10,445 

1 

0.0 

American  Maize 

4.7             4.6 

7.1 

33.1 

2.3 

4.9 

NM 

179.5 

520 

7 

1.3 

ERLY  Industries 

def            def 

def 

87.7 

25.2 

-15.6 

NM 

P-D 

347 

-7 

def 

Interstate  Bakeries 

NA             NE 

8.9 

53.2 

10.9* 

1.1 

NA 

D-D 

1,112 

-6 

def 

Pet 

NA            9.4 

7.4 

55.9 

17.4* 

-2.1 

NA 

NA 

1.871 

44 

2.4 

Medians 

19.4           17.1 

13.1 

27.1 

10.0 

5.3 

14.6 

8.9 

1.397 

74 

3.9 

t^ 

/  Beverages 

,  Coca-Cola 

41.9           41.2 

34.1 

18.9 

10.9 

13.3 

19.6 

-13.5 

11,249 

1,554 

13.8 

V 

PepsiCo 

28.2           21.7 

12.4 

51.2 

17.3 

11.5 

18.4 

6.9 

19,123 

1,075 

5.6 

Anheuser-Busch  Cos 

23.8          21.8 

12.8 

30.4 

8.5 

6.2 

16.1 

10.3 

11,013 

922 

8.4 

Brown- Forma  n 

22.3          22.4 

17.5 

13.0 

0.9 

13.9 

11.8 

8.0 

1.191 

146 

12.2 

Seagram 

13.8           11.7 

10.0 

25.5 

20.5 

9.3 

18.2 

0.1 

5.106 

701 

13.7 

Coca-Cola  Enterprises 

5.8*           3.0 

4.1 

54.9 

25.6 

0.7 

NM 

^0.0 

4,038 

54 

1.3 

Adolph  Coors 

3.5             2.7 

2.4 

7.9 

8.6 

-1.2 

-16.8 

-20.4 

1,886 

29 

1.6 

Coca-Cola  Bottling 

def            def 

3.6 

59.6 

3.1 

7.1 

NM 

D-D 

452 

1 

0.1 

Whitman 

NA          21.2 

8.4 

58.8 

11.6 

4.8 

NM 

D-P 

2,361 

82 

3.5 

Medians 

18.1           21.2 

10.0 

30.4 

10.9 

7.1 

11.8 

0.1 

4.038 

146 

5.6 

Tobacco 

•J 

'  USTInc 

39.7           50.6 

48.1 

0.0 

9.4 

17.9 

19.8 

21.0 

859 

254 

29.6 

Philip  Morris  Cos 

35.2          34.3 

16.2 

49.6 

27.5 

18.4 

24.5 

16.3 

50,139 

4,106 

8.2 

American  Brands 

21.2           16.0 

11.2 

35.4 

12.1 

13.1 

14.8 

-25.4 

8,639 

597 

6.9 

Hanson 

20.7           13.6 

10.0 

37.0 

26.8 

14.2 

27.8 

-3.8 

13,839 

1,786 

12.9 

Dibrell  Brothers 

20.4          26.1 

12.4 

64.7 

26.8 

33.4 

14.9t 

87.8 

1,061 

23 

2.2 

Culbro 

6.0            def 

3.1 

49.2 

NM 

11.8 

-36.6 

P-D 

990 

-1 

def 

Std  Commercial 

4.1           12.8 

11.2 

16.0 

14.9 

14.1 

-17.3 

193.5 

1,125 

15 

1.3 

Brooke  Group 

def*            NE 

def 

201.8 

45.1* 

34.8 

NM 

P-D 

1.061 

-91 

def 

RJR  Nabisco 

NA             7.2 

8.7 

58.2 

4.7* 

7.1 

NA 

NA 

14,700 

269 

1.8 

Universal 

NA          27.8 

17.2 

35.0 

13.2* 

19.6 

17.7* 

33.0 

2,948 

67 

2.3 

Medians 

20.6           14.8 

11.2 

43.1 

14.1 

16.1 

14.9 

16.3 

2.037 

161 

2.2 

Industry  medians 

20.0           17.0 

12.4 

30.6 

10.6 

7.0 

14.8 

7.4 

2.029 

79 

3.8 

All-industry  medians 

13.2             9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit.     P-D:  Pr 

ofit  to  deficit 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Nol 

available. 

NE:  Nega 

tive  equity. 

NM   Not 

meaningful.     *  Four-year  averag 

le.     tThree-year  averag( 

;.     For  furthe 

r  explana 

tion.  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotu. 

s  CD  Investment. 
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You're  not  about  to  wear  your  financial  savvy  and  stability  on  your  sleeve. 

There  are  other  places. 


The  Card, 
The  American  ExpressTard. 


The  companies  that  make  packaging  materials,  paper  and  lumber  just 
finished  a  dismal  year.  This  one  may  not  be  much  better. 


By  Linda  Killian 

Construction  and  publishing — this  industry's 
largest  customers — are  two  of  the  biggest  reces- 
sion victims.  So  it's  not  surprising  that  forest 
products  and  paper  companies  are  in  trouble. 
Earnings  peaked  in  the  second  quarter  of  1989  and  have 
been  sliding  ever  since.  Latest  12 -month  profits  were 
down  approximately  60%  compared  with  1990.  A  mild 
recovery,  at  best,  is  expected  for  the  paper  business  in 


1992;  lumber  may  make  a  stronger  comeback. 

A  big  increase  in  capacity  over  the  last  three  years  and  a 
decrease  in  demand  drove  down  the  price  of  some  types  of 
wood  pulp  40%,  to  $480  a  ton  by  year-end.  Except  in 
recycling,  capacity  growth  will  be  slow  in  the  next  few  years . 

One  bright  spot  was  bleached  board,  used  for  consumer 
packaging.  Last  summer  manufacturers  were  able  to  pass 
along  a  5%  price  increase.  Uncoated  printing  papers  and 


Turning  paper 
into  money 

Like  every  other  paper 
company's,  Union  Camp 
Corp.'s  earnings  were 
down  last  year.  But  thanks 
to  its  strong  position  in 
linerboard  and  its  efficient 
operations,  the  Wayne, 
N.J. -based  company 
should  have  a  pretty  good 
year  in  1992. 

Chalk  that  up  to  con- 
servative management.  In 
the  1980s,  when  many 
competitors  were  loading 
up  with  debt  or  making 
aggressive  acquisitions, 
"We  were  putting  our 
money  back  into  our  busi- 
ness," says  Chairman  and 
Chief  Executive  Raymond 
E.  Cardedge. 

Capital  investments  of 
$2.3  billion  in  the  last  four 
years  have  increased 
Union  Camp's  production 
capacity  by  26%.  At  its  Al- 
abama linerboard  mill,  the 
company  reduced  its 
man-hours  per  ton  of  paper 
produced  by  22%.  Similar 
savings  are  expected  at  two 
other  mills  that  it  recentiy 
modernized.  Cardedge, 
62,  claims  $2.8  billion 
(sales)  Union  Camp  is  now 
the  most  cost-effecdve 
producer  in  the  world  in  its 


two  main  products — li- 
nerboard and  uncoated 
business  papers. 

Fully  35%  of  Union 
Camp's  sales  come  from 
linerboard  and  corrugat- 
ed containers,  enough  to 
give  it  more  than  a  7% 
share  in  the  linerboard  mar- 
ket and  make  it  the 
fourth- largest  U.S.  produc- 
er. It's  also  a  major  ex- 
porter of  linerboard,  ship- 
ping 260,000  tons  a  year 
to  overseas  markets.  For- 
eign demand  for  liner- 
board is  expected  to  grow 
twice  as  fast  as  domestic 
demand. 

Like  all  U.S.  paper 
companies.  Union  Camp  is 
under  pressure  to  meet 
tougher  environmental 
regulations.  But  Cart- 
ledge  uses  the  forced  plant 
upgrades  as  an  opportu- 
nity to  make  things  more 
efficient.  Union  Camp 
recentiy  developed  a  pro- 
cess to  bleach  pulp  using 
ozone  instead  of  chlorine. 
The  process  reduces  ef- 
fluent and  uses  less  water 
and  chemicals,  and  it  re- 
duces bleaching  costs  at 
least  30%. 

By  increasing  the 
amount  of  recycled  fibers 
used  in  its  linerboard, 
Union  Camp  expects  to 
save  $  1 6  million  annually 


Union  Camp's  Raymond  Cartledge 
Running  fast,  efficient  mills. 


in  capital  costs  at  one  mill 
alone.  When  its  Savan- 
nah, Ga.  pulping  plant  was 
throwing  off  a  strong  sul- 
ftir  odor,  "rather  than  put  a 
Band-Aid  on  the  prob- 
lem, we  enlarged  and  mod- 
ernized the  plant,  and  de- 
creased our  costs  by  12%," 
says  Cartledge. 


With  a  strong  balance 
sheet,  Union  Camp  may  be 
ready  for  acquisitions.  It 
bought  Chase  Bag  (sales, 
$150  million)  in  1990, 
but  Cartledge  wants  to  buy 
other  companies.  "I'm 
ready  and  able  to  compete 
and  win  am'\vhere  in  the 
world,"  he  says.  -L.K.  ^ 
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linerboard  also  did  well.  Linerboard  exports  were  up  15% 
over  1990;  this  should  be  the  strongest- performing  paper 
sector  in  1992.  Companies  like  Union  Camp,  Stone 
Container  and  Temple-Inland  will  benefit. 

Wood  and  forest  products  had  a  dismal  year,  but  they 
could  stage  a  recovery  in  1992  if  the  supply  of  timber  is 
sharply  reduced.  That  could  happen  if  federal  timber  sales 
are  cut  back  in  the  Pacific  Northwest  and  there's  an  end  to 
below-cost  timber  sales  by  the  U.S.  Forest  Service.  Neither 
of  these  moves  is  certain.  But  if  they  happen  and  there's 
any  kind  of  rebound  in  housing  starts  this  year,  there  could 
actually  be  some  lumber  shortages  by  1993. 

Boise  Cascade  and  many  smaller  private  companies 
heavily  reliant  on  government- owned  wood  could  suffer  if 
supplies  tighten  and  prices  rise.  But  Georgia-Pacific, 
Weyerhaeuser  and  Louisiana- Pacific — all  of  which  have 


their  own  wood  supplies — could  triple  their  earnings  by 
1993.  In  early  December  1,000  board  feet  of  lumber  was 
selling  for  $235.  That  could  approach  $300  by  spring  and 
go  much  higher  by  1993  if  demand  picks  up  at  the  same 
time  the  supply  is  reduced. 

The  packaging  industry,  less  sensitive  to  economic 
swings,  hasn't  fared  too  badly  in  the  recession.  Demand 
for  consumer  packaging  was  up  slighdy  last  year;  can  and 
plastic-bottle  makers  benefited  fi"om  a  decline  in  the  cost 
of  their  raw  materials:  aluminum,  steel  and  resin.  Crown 
Cork  &  Seal's  $800  million  in  acquisitions,  including 
Continental  Can's  U.S.  and  Canadian  operations,  dou- 
bled its  size.  The  Philadelphia- based  company,  which  last 
paid  a  dividend  in  1956,  now  has  25%  of  the  U.S.  beverage 
can  market  and  should  post  close  to  a  20%  earnings  gain  in 
1991  and  in  1992.  ^ 


Forest  products 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

&  packaging 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Paper  &  lumber 

PH  Glatfelter 

25.1 

19.5 

16.6 

0.0 

20.7 

-4.1 

23.5 

0.6 

585 

81 

13.9 

Federal  Paper  Board 

24.1 

11.7 

5.8 

48.4 

11.6 

8.3 

63.0 

-37.9 

1,461 

100 

6.8 

Willamette  Inds 

21.0 

4.3 

3.8 

34.3 

12.3 

0.0 

21.9 

-74.7 

1,921 

43 

2.2 

Consolidated  Papers 

20.4 

10.9 

9.4 

11.0 

8.1 

-5.8 

11.6 

-35.9 

902 

100 

11.1 

Pope  &  Talbot 
Georgia-Pacific 

19.5 
18.7 

0.3 
2.1 

1.0 
3.5 

21.6 
52.2 

15.4 

-11.3 

28.7 

-98.2 

516 
11,789 

0 
61 

0.1 

13.1 

-2.1 

26.7 

-86.4 

0.5 

Albany  International 

18.6 

2.9 

2.6 

46.2 

13.4 

5.6 

NM 

-63.2 

567 

7 

1.3 

Union  Camp 

16.4 

8.0 

4.3 

34.7 

9.4 

4.9 

25.1 

-34.5 

2,937 

157 

5.4 

Potlatch 

15.7 

4.9 

4.3 

32.3 

6.4 

-4.2 

25.3 

-67.0 

1,224 

44 

3.6 

Bowater 
International  Paper 

14.5 
14.3 

6.1 
6.5 

4.3 

24.8 

10.9 
24.5 

-5.7 

10.6 

-39.6 

1,316 

62 

4.7 

4.7 

29.4 

0.6 

38.7 

-51.2 

12,748 

368 

2.9 

Chesapeake 

12.9 

3.6 

3.5 

49.9 

12.3 

-1.5 

13.2 

-55.3 

836 

11 

1.4 

Westvaco 

12.8 

8.5 

5.9 

31.0 

5.8 

-4.5 

6.0 

-27.6 

2,301 

137 

6.0 

Mead 

12.6 

def 

0.3 

42.1 

11.8 

-2.0 

NM 

P-D 

4,620 

-36 

def 

Louisiana-Pacific 
Boise  Cascade 

12.3 
11.6 

3.4 

def 

3.1 
0.6 

24.1 
46.8 

11.9 
3.1 

-14.0 
-5.5 

29.9 

-69.6 

1,663 
4,002 

43 
-59 

2.6 

NM 

P-D 

def 

Weyerhaeuser 

11.0 

6.0 

4.2 

50.0 

8.2 

-8.9 

14.1 

26.1 

8,659 

231 

2.7 

Champion  IntI 

10.9 
15.1 

0.8 
4.6 

2.4 
4.0 

38.6 
34.5 

NM 
11.7 

-5.5 
-4.2 

11.9 

-89.2 

4,823 
1,792 

57 
59 

1.2 

Medians 

18.0 

-59.2 

2.6 

Packaging 

stone  Container 

23.5 

def 

4.7 

69.0 

36.0 

-5.0 

26.0 

P-D 

5,471 

-3 

def 

Longview  Fibre 

22.0 

6.0 

4.5 

42.8 

9.6 

-4.4 

24.3 

-59.4 

654 

24 

3.6 

Sonoco  Products 

18.1 

18.9 

13.1 

26.8 

15.6 

2.2 

7.4 

104.5 

1,680 

97 

5.8 

Temple-Inland 

18.1 

11.2 

7.9 

32.4 

14.9 

7.3 

29.5 

-28.2 

2,485 

163 

6.6 

Bemis 

17.7 
14.3 

16.9 
13.0 

11.4 

27.2 

7.7 

5.5 

20.9 
11.9 

1.0 
16.0 

1,154 
3,779 

50 
124 

4.4 

Crown  Cork  &  Seal 

10.0 

30.5 

12.7 

41.1 

3.3 

Constar  IntI 

14.0 

10.5 

8.5 

20.6 

2.5 

5.3 

8.8 

0.5 

533 

■        15 

2.8 

Ball  Corp 

10.9 

11.1 

8.5 

31.0 

4.2 

49.2 

-8.0 

10.0 

2.032 

59 

2.9 

St  Joe  Paper 

9.7 

2.9 

3.3 

3.6 

5.7 

-6.1 

NM 

-45.0 

575 

23 

4.1 

Sealed  Air 

8.1 

NE 

29.3 

145.8 

18.9 

5.8 

-12.1 

45.9 

426 

15 

3.4 

Kerr  Glass  Mfg 

def 

def 

4.1 

66.8 

4.1 

-0.6 

NM 

D-D 

295 

-1 

def 

Gaylord  Container 

def* 

def 

def 

97.8 

11.7* 

0.8 

NM 

D-D 

724 

-180 

def 

Medians 

14.2 

8.3 

8.2 

31.7 

10.7 

3.7 

8.1 

-13.9 

939 

24 

3.4 

Industry  medians 

14.4 
13.2 

5.5 
9.9 

4.3 

33.3 

11.6 
11.3 

-1.8 

12.6 

-48.1 

1,562 
1,436 

47 
40 

2.9 

All-industry  medians 

7.6 

32.4 

3.7 

4.5 

-5.9 

2.9 

D-D:  Deficit  to  deficit.      D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit.     NA:  Not  available, 
meaningful.     *  Four-year  average,     tlhree-year  average.     Forfurther  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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HEALTH 


The  good  news?  This  group's  return  on  equity  is  still  way  above  average. 
The  bad  news?  The  politicians  have  noticed  the  profits. 


By  Mary  Beth  Grover 

Health  stocks  are  hot.  Through  mid-November 
1991,  drug  companies  outperformed  the  S&P 
500  by  a  2-to-l  margin,  health  maintenance 
organization  stocks  doubled  and  biotechnolo- 
gy stocks  nearly  tripled.  Investors  might  be  happy,  but 
Washington  isn't.  Indeed,  the  1992  election  campaign 
portends  a  war  against  national  health  care  costs,  which  are 


now  nearly  $700  billion  and  growing  rapidly. 

"Everyone  is  bent  out  of  shape  over  cost  containment," 
says  Smith  Barney  analyst  Christina  Heuer,  who  points  out 
that,  as  of  mid-December,  this  worry  has  pushed  down 
drug  stocks'  relative  p/es  to  the  market  multiple,  from 
twice  that  figure  20  years  ago.  And  as  trade  barriers  come 
down  in  Europe,  drug  companies  will  no  longer  be 
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% 

Drugs 

American  Home  Prods 

60.6 

49.7 

37.1 

3.4 

5.2 

1.0 

NM 

10.0 

6,873 

1,331 

19.4 

Syntex 

51.1 

48.6 

38.9 

21.4 

12.2 

18.0 

17.8 

18.5 

1.871 

431 

23.0 

Merck 

48.9 

53.1 

43.8 

9.4 

16.7 

14.4 

30.4 

20.9 

8,388 

2,034 

24.3 

Warner-Lambert 

40.0 

38.7 

29.4 

14.9 

8.7 

10.8 

15.9* 

14.9 

4,967 

543 

10.9 

Marion  Merrell  Dow 

38.8 

41.2 

40.0 

6.2 

37.2 

24.8 

18.8 

37.9 

2,708 

568 

21.0 

Abbott  Laboratories 

35.3 

37.3 

31.4 

3.9 

12.7 

13.5 

18.2 

15.0 

6,700 

1,054 

15.7 

Glaxo  Holdings 

33.6 

27.7 

25.4 

3.7 

20.1 

9.5 

17.6 

1.7 

5,441 

1,362 

25.0 

Schering-Plough 

26.4 

30.7 

26.0 

8.2 

11.0 

7.6 

22.4 

19.5 

3,550 

627 

17.7 

Bristol-Myers  Squibb 

26.2* 

36.7 

34.0 

2.6 

11.9 

10.4 

14.5* 

106.0 

10,958 

1,971 

18.0 

Eli  Lilly 

26.0 

32.5 

30.4 

8.5 

8.2 

14.4 

16.5 

16.3 

5,597 

1,259 

22.5 

Upjohn 

18.6 

25.3 

20.5 

10.7 

8.5 

11.9 

9.5 

144.4 

3,311 

522 

15.8 

Pfizer 

18.0 

16.8 

15.7 

2.9 

9.3 

12.6 

5.5 

18.5 

6,885 

876 

12.7 

Bergen  Brunswig 

15.8 

14.0 

11.1 

29.8 

9.6 

8.9 

21.4 

3.3 

4,838 

64 

1.3 

Cardinal  Distribution 

15.8 

11.3 

8.9 

30.6 

19.5 

38.5 

15.6 

31.5 

1,368 

21 

1.5 

Durr-Fillauer 

14.5 

15.0 

16.0 

34.3 

13.5 

14.9 

18.0 

14.3 

908 

19 

2.1 

Rhone-Poulenc  Rorer 

13.1 

59.2 

18.8 

62.5 

40.5 

72.1 

10.7 

D-P 

3,817 

365 

9.6 

McKesson 

11.8 

11.3 

9.8 

25.9 

5.6 

12.2 

3.3 

5.8 

9,163 

101 

1.1 

Imcera  Group 

9.4 

10.0 

7.1 

21.9 

NM 

10.1 

46.4* 

34.5 

1.640 

96      • 

5.9 

Bindley  Western  Inds 

9.2 

17.1 

12.4 

46.1 

27.3 

21.2 

NM 

111.3 

2,287 

10 

0.5 

National  Intergroup 

def 

1.4 

3.9 

25.8 

NM 

11.1 

NM 

D-P 

3,124 

12 

0.4 

Medians 

22.3 

29.2 

23.0 

12.8 

11.4 

12.4 

16.2 

19.0 

4,328 

533 

14.2 

Health  care  services 

FHP  International 

39.5 

18.2 

16.4 

9.6 

37.8 

28.5 

33.9 

19.4 

1,367 

37 

2.7 

PacifiCare  Health 

26.1 

30.4 

31.3 

0.7 

59.8 

31.3 

33.3 

47.4 

1,173 

24 

2.0 

US  Healthcare 

24.7 

58.4 

60.2 

0.0 

28.0 

27.5 

NM 

156.6 

1,558 

141 

9.0 

National  Health  Labs 

22.0* 

38.2 

35.2 

0.0 

24.2 

19.2 

32.9 

25.3 

576 

98 

17.0 

Humana 

21.5 

20.2 

15.4 

30.5 

18.2 

20.9 

35.5 

10.1 

5,865 

355 

6.1 

National  Medical 

18.2 

19.6 

10.6 

32.3 

6.9 

1.6 

30.0 

12.8 

3,896 

289 

7.4 

United  HealthCare 

16.5 

45.3 

45.3 

1.7 

36.1 

38.8 

NM 

87.5 

741 

64 

8.6 

Manor  Care 

12.5 

14.7 

8.2 

56.6 

11.5 

15.8 

NM 

21.6 

846 

34 

4.0 

Lifetime 

10.4 

13.1 

12.5 

47.2 

64.2 

25.4 

48.1* 

13.3 

831 

20 

2.5 

Universal  Health 
Beverly  Enterprises 

5.4 

11.1 

7.0 

38.8 

9.5 

10.0 

-6.9 

62.7 

676 

19 

2.8 

def 

4.7 

5.8 

51.0 

3.5 

6.8 

NM 

83.3 

2,241 

25 

1.1 

Foundation  Health 

NE 

def 

48.7 

1.5 

55.0 

8.9 

NM 

50.3 

986 

31 

3.2 

American  Medical 

NA 

def 

5.9 

81.0 

NM 

0.5 

NA 

D-D 

2.546 

-19 

def 

Hillhaven 

NA 

1.2 

4.4 

70.2 

8.3 

9.4 

NA 

NA 

1.254 

2 

0.1 

Medians 

17.3 

16.5 

13.9 

31.4 

21.2 

17.5 

11.6 

25.3 

1.214 

33 

3.0 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit, 
meaningful.     *Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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required  to  run  manufacturing  facilities  in  the  countries 
they  do  business  in,  thereby  eUminating  excess  capacity. 
Heuer  recommends  Glaxo,  Merck,  Pfizer  and  Syntex 
because  of  promising  new  products. 

As  the  government  and  managed  health  care  providers 
try  to  stem  drug  costs,  drug  companies  are  responding 
with  their  own  cost- cutting  efforts.  Merck,  for  instance, 
thinks  it  can  offset  price  concessions  given  to  large  health 
care  organizations  by  reducing  the  size  of  its  sales  force. 
The  Food  &  Drug  Administration  is  leaning  toward 
speeding  up  its  approval  process.  A  change  here  would 
substantially  reduce  the  10  to  12  years  and  more  than 
$230  million  in  research  and  development  costs  typically 
necessary  to  get  a  new  drug  from  the  laboratory  to  the 
market. 


Advances  in  laparoscopy — in  which  doctors  make  small 
incisions  and  use  miniature  instruments  and  cameras  to  do 
gall  bladder  surgery,  hernia  surger)'  and  sometimes  even 
appendectomies,  hysterectomies  and  other  operations — 
were  the  big  news  in  199 1 .  By  1 995  laparoscopy  should  be 
a  $2  billion  market,  figures  Cowen  &  Co.'s  Daniel 
Lemaitre.  U.S.  Surgical  leads  this  field,  and  Johnson  & 
Johnson  is  getting  started  in  it. 

It's  hard  to  find  much  in  the  way  of  earnings  in  the 
biotechnology  stocks.  One  exception  is  Amgen,  which 
wasn't  profitable  when  it  went  public  in  1983.  But 
worldwide  sales  of  its  Epogen  red  blood  cell  stimulator  are 
expected  to  exceed  $800  million  in  1991 .  Of  that,  Amgen 
will  get  $400  million,  plus  royalties.  In  the  first  ten  months 
of  1991,  investors  in  search  of  the  next  Amgen  poured 


Diversity 
and  synergy 

Any  way  you  look  at  it, 
Abbott  Laboratories  stacks 
up  well  against  the  com- 
petition. North  Chicago- 
based  Abbott  spends  just 
21%  of  its  estimated  $7  bil- 
lion 1991  sales  on  selling, 
general  and  administration 
costs.  Competitor  John- 
son &  Johnson  spends 
nearly  twice  that  amount. 
Cowen  &  Co.'s  analyst 
Daniel  Lemaitre  esti- 
mates Abbott's  pretax  mar- 
gin at  22% — about  twice 
those  of  Baxter  Interna- 
tional, C.R.  Bard  and 
Becton  Dickinson. 

What's  Abbott's  se- 
cret? Diversity,  for  one 
thing.  Abbott  has  a  big  or 
leading  market  share  in  in- 
fant formula,  in-vitro  di- 
agnostics, medical  nutri- 
tional products,  intrave- 
nous fluids  and  anti- 
infective  pharmaceu- 
ticals. So  when  it  comes  to 
marketing  and  distribut- 
ing, Abbott  is  able  to  realize 
enormous  efficiencies. 

For  example,  a  few 
years  ago  Abbott's  $1.5  bil- 
lion ( 1990  revenues)  di- 
agnostics division  came  out 
with  TestPack,  an  easy- 
to-use  testing  product  that 
allows  doctors  to  test  for 


strep  throat  and  pregnancy 
right  in  their  offices. 

The  problem  was  that 
the  diagnostics  sales  force, 
which  called  on  hospitals 
and  clinical  laboratories, 
didn't  have  the  manpow- 
er to  call  on  individual  doc- 
tors. The  solution  .>  Have 
the  drug  sales  force  sell  the 
new  kits.  Abbott  is  now 
the  world  market  leader  in 
the  $1  billion  doctors'  of- 
fice diagnostics  market, 
supplying  physicians  with 
test  kits. 

It  is  also  a  world  leader 
in  the  $10  billion  diagnos- 
tics market,  which  in- 
cludes the  $4  biUion  immu- 
nology diagnostics  mar- 
ket for  screening  diseases 
such  as  hepatitis,  aids  and 
cancer. 

Abbott  continues  to 
invest  strongly  in  its  grow- 
ing pharmaceutical  and 
diagnostics  divisions.  Ulti- 
mately, this  should  offset 
declining  margins  for  the 
infant  formula  division, 
which  is  under  pricing  pres- 
sure from  the  govern- 
ment and  competitors. 

As  wdth  all  drug  com- 
panies, research  at  Abbott  is 
a  big-ticket  item.  Last 
year  alone,  Abbott  spent  an 
estimated  $770  million 
on  research.  Such  expendi- 
tures grew  at  a  compound 
rate  of  19%  for  the  last  five 


Abbott's  chairman,  Duane  Burnham 
Balancing  growth  with  investing. 


years,  exceeding  the  com- 
pound growth  rate  for  sales 
over  the  same  period. 
That  kind  of  investing  has 
cut  into  Abbott's  earn- 
ings-per-share  growth: 
While  profits  grew  at  a 
record  20%  rate  in  1988, 
they  will  probably  in- 
crease only  15%  a  year  for 


the  next  several  years. 
But  Chief  Executive 
Duane  Burnham,  49, 
sees  nothing  wrong  with 
that  kind  of  progress.  Nei- 
ther would  many  other 
chief  executives  of  corpora- 
tions as  large  as  Abbott 
Laboratories. 

-M.B.G.  ■ 
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over  $1  billion  into  the  32  largest  biotech  initial  public  in  history.  He  thinks  industrywide  revenues  could  grow  to 

offerings.  $40  billion  by  the  end  of  the  decade;  current  revenues  are 

Although  some  of  the  new  biotech  issues  will  probably  about  $4  billion.  His  advice.^  Stick  with  stocks  of  compa- 

bomb.  Prudential  Securities'  Joseph  Edelman  expects  nies  like  Centocor,  Synergen  and  Chiron,  all  of  which  have 

biotechnology  to  be  one  of  the  fastest- growing  industries  some  clinical  data  to  back  up  their  claims.                     Hi 


Health 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

Return  on  equity 

Sales 

Earnings 

per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Medical  supplies 

Johnson  &  Johnson 

27.7 

28.4 

23.2 

17.3 

11.8 

10.9 

23.9 

27.5 

12.093 

1,419 

11.7 

Medtronic 

22.5 

20.5 

20.7 

1.0 

19.8 

19.9 

18.5 

12.9 

1,053 

139 

13.2 

US  Surgical 

21.5 

29.4 

22.6 

40.8 

21.5 

66.3 

33.8 

76.1 

755 

77 

10.2 

Hillenbrand  Inds 

20.3 

19.0 

14.7 

16.0 

16.7 

5.2 

18.1 

14.7 

1,157 

83 

7.2 

VWR 

20.2 

19.9 

10.9 

60.5 

12.8 

3.2 

6.4 

14.9 

435 

7 

1.6 

CR  Bard 

19.3 

15.3 

13.7 

16.5 

11.6 

8.8 

4.8 

25.3 

847 

53 

6.2 

Bausch  &  Lomb 

17.7 

17.4 

14.8 

11.7 

18.6 

11.0 

14.7 

15.8 

1,478 

146 

9.9 

Becton  Dickinson 

17.4 

14.6 

10.3 

32.2 

9.9 

7.9 

13.1 

4.1 

2,172 

190 

8.7 

Corning 

16.2 

15.4 

12.6 

23.1 

10.8 

15.4 

19.1 

4.2 

3,206 

298 

9.3 

American  Cyanamid 

15.0 

13.6 

11.7 

11.5 

6.1 

8.7 

19.7 

6.6 

4,984 

349 

7.0 

Beckman  Instruments 

13.8* 

11.6 

10.6 

13.7 

8.7 

7.7 

NM 

2.4 

850 

38 

4.4 

Angelica 

13.1 

12.7 

11.0 

22.7 

8.7 

5.8 

4.8 

3.9 

427 

22 

5.3 

Owens  &  Minor 

9.6 

12.9 

10.2 

40.2 

27.0 

8.8 

NM 

78.8 

1,284 

11 

0.9 

Baxter  International 

7.5 

15.5 

12.4 

31.8 

22.6 

10.4 

NM 

D-P 

8,705 

585 

6.7 

Westmark  IntI 

5.3* 

5.5 

5.9 

4.5 

21.0 

0.7 

NM 

-11.0 

482 

16 

3.4 

Perkin-Elmer 

0.0 

def 

def 

17.0 

-10.1 

1.1 

NM 

P-D 

868 

-16 

def 

Allergan 

NA 

def 

def 

20.5 

23.6 

7.2 

NA 

P-D 

911 

-62 

def 

Henley  Group 

NA 

def 

def 

61.2 

28.4t 

-11.2 

NM 

D-D 

1,689 

-557 

def 

Medians 

16.8 

14.9 

11.4 

18.9 

14.8 

8.3 

6.4 

9.7 

1.105 

65 

6.5 

Industry  medians 

17.9 

16.9 

14.2 

18.9 

12.5 

10.8 

14.7 

18.5 

1,780 

90 

6.5 

All-industry  medians 

13.2 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

Biotech 

Diagnostic  Products  ' 

24.1 

20.9 

22.3 

0.0 

27.4 

19.7 

30.3 

14.4 

87 

19 

22.4 

ICN  Biomedicals 

15.9 

7.4 

5.3 

22.8 

40.3 

-9.0 

22.2* 

-51.2 

109 

4 

4.1 

Life  Technologies 

14.4 

11.0 

11.4 

0.0 

11.9 

14.8 

NM 

-2.0 

166 

15 

8.7 

Applied  BioScience 

13.3 

20.4 

18.1 

2.9 

33.8 

23.0 

37.8 

72.9 

109 

12 

10.6 

AL2A 

11.3 

13.1 

7.9 

38.4 

17.8 

31.1 

28.4 

32.8 

122 

33 

27.0 

Immucor 

10.4 

12.5 

14.2 

0.0 

25.4 

81.6 

52.4 

33.5 

23 

3 

14.1 

Molecular  Biosystems 

8.3 

3.0 

4.2 

5.6 

65.3 

4.7 

NM 

-8.3 

13 

1 

10.1 

Amgen 

7.2 

8.3 

9.8 

2.7 

79.6 

104.4 

NM 

-46.9 

646 

40 

6.3 

Applied  Biosystems 

6.8 

2.0 

1.9 

7.0 

25.1 

5.5 

NM 

D-P 

168 

3 

1.9 

Cordis 

4.7 

14.0 

12.6 

16.2 

4.7 

17.0 

NM 

-9.5 

203 

11 

5.4 

IGI 

2.5 

1.7 

3.0 

33.1 

1.7 

9.6 

-44.5* 

Z-P 

22 

0 

0.5 

Collagen 

1.2 

def 

def 

19.1 

26.2 

8.8 

NM 

P-D 

60 

-7 

def 

Gamma  Biologicals 

def 

6.1 

6.9 

6.6 

NM 

-6.9 

NM 

-4.8 

16 

1 

5.5 

Biogen 

def 

3.0 

6.0 

0.0 

32.7 

36.6 

NM 

300.0 

60 

9 

14.7 

Synergen 

def 

def 

def 

3.9 

NM 

-54.0 

NM 

D-D 

5 

-8 

def 

California  Biotech 

def 

def 

def 

0.0 

10.6 

-35.1 

NM 

D-D 

9 

-8 

def 

Genentech 

def 

8.2 

6.2 

13.9 

41.7 

9.8 

NM 

D-P 

477 

61 

12.9 

Genetics  Institute 

def 

def 

def 

0.0 

22.7 

91.3 

NM 

D-D 

68 

-21 

def 

Chiron 

def 

8.5 

7.3 

31.0 

58.6 

78.6 

NM 

D-P 

110 

12 

10.8 

Collaborative  Research 

def 

def 

def 

0.7 

-4.6 

0.1 

NM 

D-D 

9 

-2 

def 

Genzyme 

def 

0.0 

1.5 

0.6 

39.3 

111.1 

NM 

D-Z 

91 

3 

3.6 

Cambridge  Biotech 

def 

def 

def 

12.7 

34.1 

22.2 

NM 

D-D 

26 

-4 

def 

Synbiotics 

def 

def 

def 

0.3 

34.0 

-28.1 

NM 

D-D 

7 

-6 

def 

Repligen 

def 

def 

def 

0.0 

20.3 

-30.0 

NM 

D-D 

7 

-7 

def 

Calgene 

def 

def 

def 

7.9 

25.6 

-15.0 

NM 

D-D 

26 

-28 

def 
def 

Centocor 

def 

def 

def 

41.0 

28.8 

-24.7 

NM 

P-D 

53 

-284 

Immunex 

def 

def 

def 

9.8 

62.7 

26.8 

NM 

D-D 

40 

-10 

def 

Enzo  Biochem 

def 

def 

def 

64.9 

24.5 

2.0 

NM 

D-D 

20 

-11 

def 

XOMA 

def* 

def 

def 

1.1 

26.4 

-1.1 

NM 

D-D 
-51.2 

19 
53 

-31 

def 

Medians 

def 

1.7 

1.9 

5.6 

26.2 

9.6 

NM 

1 

1.9 

D-D;  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit.  D-Z:  Deficit  to  zero.  Z-P:  Zero  to  profit,  def:  Deficit.  NA:  Not  available.  NE:  Negative 
equity.  NM:  Not  meaningful.  *  Four-year  average.  tThree-year  average.  For  further  explanation,  see  page  95.  Note:  Medians  for  the  Biotech  industry  are  not 
included  in  this  Health  industry  and  the  all-industry  medians. 


Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 
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The  F-117,  the  world's  first  stealth  fighter. 


It  was  impossible. 
Until  they  called  Lockheed. 

When  America  needs  to  break  technological  barriers, 
it  comes  to  Lockheed. 

Whether  it  is  the  first  sub-launched  ballistic  missile, 
the  first  Mach  3  jet,  the  first  stealth  fighter  or  the  first  jam- 
resistant  satellite,  Lockheed  gets  the  call.  It's  our  legacy. 

Technological  leadership  is  what  sets  America  apart 
from  the  rest  of  the  world.  Lockheed  is  committed  to  maintaining 
that  leadership,  for  the  benefit  of  our  customers,  our  shareholders, 
and  our  country. 


^^^Lockheed 

Watch  NOVA  on  PBS,  Tuesdays  at  8 p.m. 


INSURANCE 
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The  big  failures  of  last  year  cast  a  pall  on  insurers. 
Now  the  industry  is  struggling  to  restore  its  credibility. 


By  Carolyn  T.  Geer 

Last  year  was  one  the  insurance  industry  would  just  as 
soon  forget.  Regulators  took  over  four  major  life 
1  insurers — with  the  attendant  publicity  as  un- 
I  precedented  as  the  size  of  the  failures.  The 
insurance  units  of  First  Executive  Corp.  and  First  Capital 
Holdings  Corp.  went  under  when  the  junk  bonds  that 
made  up  much  of  their  portfolios  dropped  sharply  in  value. 
Bad  real  estate  investments  toppled  Mutual  Benefit  Life 
Co.  and  the  parent  of  Monarch  Life  Insurance  Co. 
Concerns  about  the  quality  of  assets  plagued  the  entire 
industry.  Moody's  and  Standard  &  Poor's  responded  with 
a  rash  of  downgrades. 

Some  companies  dumped  their  junk  bonds  near  the 


bottom  of  a  market  that  has  since  rallied  sharply.  Now  the 
insurance  industry  faces  other  problems.  Commercial 
mortgage  loan  portfoHos  continue  to  deteriorate.  Delin- 
quencies reached  an  all  time  high  of  5.6%  in  1991  and 
could  hit  7%  this  year.  State  regulators  are  now  requiring 
life  insurers  to  set  up  special  reserv^es  for  all  their  assets,  not 
just  securities. 

Life  insurance  stocks  recovered  somewhat  from  the 
pounding  they  took  in  1990.  But  they're  still  trading  near 
their  20-year  low  on  a  relative  p/e  basis.  Robinson- 
Humphrey  Co.  insurance  analyst  Thomas  Rosencrants 
thinks  there  are  some  good  values  here.  He  particularly 
likes  companies  with  above-average  quarterly  earnings 


Insurance 

Net 

Profit 

■  ■■%^WB  ^mmm^^^^ 

Profitability 

Growth 

Sales 

income 

margin 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Diversified 

Loews 

22.2           15.0 

12.4 

21.6 

12.3 

8.6 

12.6 

-8.4 

12,522 

749 

6.0 

Reliance  Group 

21.5             def 

def 

69.9 

9.9 

-15.9 

NM 

P-D 

3,160 

-217 

def 

American  IntI  Group 

19.6           15.7 

12.7 

35.1 

20.5 

10.2 

23.7 

5.6 

16,702 

1,535 

9.2 

Leucadia  National 

19.1           10.4 

11.0 

27.8 

33.4 

23.9 

NM 

-65.1 

835 

28 

3.3 

Safeco 

17.9           13.5 

12.4 

14.1 

6.4 

6.3 

12.8 

1.7 

3,185 

268 

8.4 

Aon 

16.7           15.6 

12.0 

19.4 

12.0 

16.4 

4.1 

-1.6 

2,906 

236 

8.1 

Cincinnati  Financial 

15.2           14.5 

14.7 

0.0 

10.3 

10.7 

15.2 

17.2 

1,138 

148 

13.0 

Old  Republic  IntI 

14.9           15.2 

13.8 

14.9 

5.2 

8.5 

7.5 

14.3 

1,344 

120 

8.9 

CNA  Financial 

14.7             9.8 

9.9 

8.0 

15.5 

11.6 

6.7 

22.4 

10,745 

433 

4.0 

Transamerica 

12.2             6.9 

6.6 

67.5 

6.8 

4.4 

6.6 

-35.2 

6,875 

208 

3.0 

Kemper 

12.0           12.5 

11.8 

10.8 

8.7 

5.4 

27.7 

NM 

3,061 

207 

6.8 

Aetna  Life  &  Cas 

11.1             7.8 

7.4 

11.9 

3.7* 

-5.6 

NM 

-6.3 

18,543 

554 

3.0 

Usiico 

11.0             6.1 

6.0 

22.8 

15.0 

-9.9 

NM 

-32.0 

416 

19 

4.7 

Lincoln  National 

10.2           10.3 

9.4 

11.9 

13.6 

6.8 

NM 

8.7 

9,051 

252 

2.8 

Independent  Insurance 

9.7             8.8 

8.3 

3.3 

5.8 

5.6 

12.1 

5.8 

573 

30 

5.3 

Cigna 

9.6             8.7 

8.4 

14.0 

6.9 

7.2 

-13.0* 

25.3 

18.766 

460 

2.5 

American  Bankers 

9.4           18.0 

13.3 

30.5 

6.6 

4.8 

NM 

47.0 

768 

36 

4.6 

Sears,  Roebuck 

9.0             7.1 

6.1 

49.4 

6.7 

2.2 

^.3 

-13.8 

56.832 

971 

1.7 

Unitrin 

7.5t           7.3 

7.3 

0.0 

2.3* 

3.9 

NM 

26.4 

1,247 

137 

11.0 

Travelers 

3.1             8.5 

8.2 

14.6 

.    NM 

-1.8 

NM 

D-P 

11,505 

377 

3.3 

Medians 

12.1           10.1 

9.6 

14.8 

7.8 

5.9 

-0.1 

5.7 

3,173 

222 

4.7 

Life  &  health 

Conseco 

43.1           53.6 

19.6 

66.0 

82.1 

68.7 

65.6 

191.6 

1,196 

88 

7.4 

Torchmark 

26.6          26.2 

17.2 

37.8 

4.6 

9.3 

13.5 

0.9 

1,900 

230 

12.1 

American  Family 

17.9           17.7 

9.3 

9.1 

22.2 

22.9 

9.3 

27.4 

3,137 

141 

4.5 

Capital  Holding 

17.4           16.6 

14.0 

25.9 

14.0 

9.3 

6.1 

35.7 

2.717 

243 

9.0 

UNUM 

13.0*         16.2 

15.4 

5.2 

9.3 

16.7 

41.0t 

18.5 

2,397 

201 

8.4 

Provident  Life  &  Ace 

12.7           10.8 

10.2 

13.0 

9.9 

5.4 

5.3 

-19.8 

2,815 

145 

5.2 

American  General 

11.4           10.8 

8.6 

46.5 

6.6 

-1.5 

3.5 

-11.4 

4.402 

467 

10.6 

NWNL 

11.3             8.5 

8.5 

25.0 

5.6 

0.9 

4.9 

-13.2 

1.367 

47 

3.4 

Jefferson-Pilot 

10.5           12.6 

12.5 

0.0 

0.7 

1.4 

6.7 

15.2 

1.169 

170 

14.5 

Liberty  Corp 

10.4             9.7 

8.7 

34.1 

6.0 

-0.8 

NM 

-25.6 

351 

26 

7.4 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit.     P-D;  Profit  to  deficit. 

D-Z:  Deficit  to  zero. 

def:  Defi 

cit.     NA:  Not 

available. 

NE;  Nega 

tive  equity. 

NM:  Not 

mean  i  ngf  u  1 .     *  Four-year  averag 

je.     tThree-year  average.     For  further  explanation,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotu. 

>  CD  Investment. 
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growth  (better  than  10%)  and  superior  asset  quality,  such 
as  Capital  Holding  and  UNUM. 

Health  insurers  enjoyed  three  years  of  generally  improv- 
ing profitability,  with  premiums  outpacing  rising  medical- 
claims  costs,  though  there's  some  concern  that  earnings 
have  peaked.  Of  course,  the  big  issue  for  health  insurers  in 
this  election  year  is  how  successful  politicians  will  be  in 


efficiency*' 

Woodland  HiLLS-based 
20th  Century  Industries  is  a 
model  of  efficiency.  It 
writes  private  passenger 
auto  and  homeowners  in- 
surance exclusively  in  Cali- 
fornia, selling  by  tele- 
phone direct  to  consumers. 
That  eliminates  agent 
commissions,  so  selling 
costs  are  minimal — a 
mere  1%  of  premiums,  ver- 
sus about  15%  for  agent- 
sold  auto  policies. 

The  company  almost 
never  advertises,  relying  in- 
stead on  word-of-mouth. 
Fully  80%  of  new  auto  in- 
surance customers  and 
60%  of  new  homeowner 
customers  are  referred  by 
existing  policyholders.  Pol- 
icies are  processed  in  one 
highly  computerized  cen- 
tral building,  while  dam- 
aged cars  can  be  driven  or 
towed  to  one  of  several 
company-owned  inspec- 
tion centers.  And  of 
course  the  company  tries  to 
insure  good  drivers, 
which  keeps  claims  costs 
down. 

All  of  this  penny- 
pinching  allows  20th  Cen- 
tury to  charge  some  of 
the  lowest  rates  around.  So 
why  does  the  California 
Department  of  Insurance 
want  the  company  to  give 
back  some  $106  million  to 
policyholders?  Simply 
put,  the  company  is  too 
profitable. 

Fed  up  with  high 
prices,  California  voters  in 


pressing  for  more  affordable,  more  available  health  care 
coverage. 

Property  and  casualty  insurance  remained  in  the  dol- 
drums in  1991,  with  insurers  paying  out  an  estimated 
$1.11  for  every  dollar  of  premium  they  wrote.  This  time 
personal  lines  like  auto  insurance  weren't  the  problem; 
commercial  lines  were.  Too  many  insurers  chasing  too 


1988  passed  an  initiative 
calling  for  insurers  to  roll 
back  rates.  A  court  later 
ruled  that  insurers  must  be 
allowed  a  fair  rate  of  re- 
turn. Now  Insurance  Com- 
missioner John  Gara- 
mendi  is  forcing  insurers  to 
refiind  $2.5  billion  to 
California  policyholders  for 
premiums  they  paid  from 
November  1988  to  No- 
vember 1989.  Among 
other  things,  the  state  has 
set  the  maximum  rate  of 
return  on  equity  for  all 
companies  at  10%  for  that 
period.  Anything  over  that 
has  to  be  refiinded.  20th 


Century's  problem:  It  has 
consistendy  racked  up 
around  a  30%  return. 

Says  Gerald  Lewin- 
sohn,  who  follows  20th 
Century  for  Merrill 
Lynch,  "For  political  rea- 
sons, the  California  insur- 
ance department  has  blind- 
ly followed  a  formula  that 
will  generate  the  refunds  it 
wants,  and  to  hell  with 
efficiency." 

20th  Century  has  re- 
fused to  pay  any  rebates 
pending  the  outcome  of  a 
lawsuit  it  filed  against  the 
department  in  Novem- 
ber. Commissioner  Gara- 


20th  Century's  James  Curley 
Selling  insurance  by 
phone  is  his  number. 


mendi  responded  by  call- 
ing the  company  "an  insur- 
ance oudaw." 

James  Curley,  20th 
Century's  president,  says 
the  department  should 
stick  to  regulating  rates — 
not  rates  of  return:  "The 
department  is  basically  tak- 
ing capacity  away  from 
the  companies  that  are  pro- 
viding low-cost  products. 
That  cannot  be  in  the  con- 
sumer's best  interest, 
anywhere."     -C.T.G.  WM 
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little  business  kept  premium  rates  too  low. 

Rates  may  be  heading  up  soon,  but  that  may  be  too  late 
to  help  some  of  the  more  seriously  ailing  property/ca- 
sualty outfits  like  USF&G  Corp.  Moreover,  if  the  economy 
improves,  that  may  not  be  good  news  for  insurers.  Why? 
Any  economic  recover}'  is  accompanied  by  an  increase  in 
automobile  and  other  property/casualty  claims:  More 


driving  and  more  activity  mean  more  accidents. 

"If  the  economy  takes  off  rapidly  and  we're  hit  with 
some  big  weather-related  losses,  there's  no  question  you'll 
see  a  record  number  of  insolvencies,"  predicts  Salomon 
Brothers  insurance  analyst  A.  Michael  Frinquelli. 

So  Frinquelli  is  on  die  hunt  for  strong  balance  sheets — 
stocks  like  Chubb,  St.  Paul  and  W.R.  Berkley.  WM 


Insurance 

Net 

Profit 

Profitability 

Growth 

Sales 

income 

margin 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 
capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Kentucky  Central  Life 

9.6 

4.5 

4.8 

40.0 

14.7 

-3.3 

-8.9 

-40.8 

452 

14 

3.1 

Equitable  of  Iowa 

9.4 

12.4 

11.8 

18.0 

11.1 

12.4 

1.2 

54.3 

718 

35 

4.9 

Pioneer  Financial  Svcs 

8.6 

def 

def 

20.3 

64.7 

28.4 

NM 

P-D 

698 

-16 

def 

USLife 

8.4 

7.7 

7.2 

20.5 

4.9 

9.4 

1.7 

10.3 

1,333 

72 

5.4 

American  Natl  Ins 

8.2 

8.0 

7.3 

0.0 

7.0 

13.4 

-7.6 

39.1 

1,185 

129 

10.9 

Broad 

6.5 

13.2 

10.7 

26.8 

14.3 

9.8 

NM 

29.4 

815 

42 

5.2 

Washington  National 

def 

def 

def 

4.2 

8.8* 

-27.7 

NM 

P-D 

559 

-22 

def 

ICH 

def* 

def 

5.7 

62.5 

-1.5t 

-1.7 

NM 

D-D 

1,872 

-8 

def 

Medians 

10.4 

10.8 

9.0 

22.8 

9.0 

9.3 

2.6 

5.6 

1,265 

80 

5.3 

Property  &  casualty 

20th  Century  Inds 

32.3 

30.7 

30.5 

0.2 

22.6 

13.9 

42.9 

51.7 

880 

123 

14.0 

Argonaut  Group 

27.2 

18.7 

18.7 

0.0 

3.0 

-10.2 

30.2 

17.5 

540 

91 

16.9 

Geico 

26.9 

20.0 

17.5 

22.1 

10.0 

5.2 

6.8 

-9.7 

2,074 

202 

9.8 

Hartford  Steam  Boiler 

26.8 

21.2 

17.5 

13.5 

11.1 

10.0 

18.7 

-1.6 

615 

78 

12.7 

Progressive 

24.7 

13.7 

9.5 

49.5 

25.2 

6.1 

16.9 

-28.0 

1,455 

58 

4.0 

Mercury  General 

24.5 

30.8 

28.9 

6.2 

28.4 

-0.5 

28.0 

22.9 

531 

68 

12.8 

General  Re 

20.2 

18.5 

18.0 

2.8 

3.1 

8.3 

33.7 

5.0 

3,156 

628 

19.9 

Selective  Insurance 

19.8 

10.6 

10.0 

5.3 

11.9 

4.9 

5.3* 

-22.1 

554 

26 

4.8 

Chubb 

18.6 

17.7 

15.5 

18.2 

10.9 

6.6 

34.2 

19.5 

4,454 

568 

12.7 

WR  Berkley 

18.5 

12.3 

11.2 

20.8 

17.0 

-3.6 

20.8 

0.7 

535 

43 

8.1 

St  Paul  Cos 

18.5 

16.3 

14.3 

12.6 

7.8 

9.8 

29.8 

0.0 

4,284 

389 

9.1 

Hanover  Insurance 

15.1 

6.4 

6.4 

0.0 

13.6 

5.8 

13.2 

4.8 

1,809 

49 

2.7 

Ohio  Casualty 

15.0 

14.9 

14.9 

0.0 

5.8 

5.2 

14.3 

41.0 

1,687 

97 

5.7 

Orion  Capital 

12.4 

17.3 

11.7 

39.1 

13.5 

-3.4 

NM 

10.1 

792 

31 

3.9 

ITT 

11.6 

8.0 

7.1 

44.0 

2.1 

1.6 

27.1 

-34.4 

20,524 

706 

3.4 

Berkshire  Hathaway 

11.3 

9.1 

8.3 

15.8 

17.2 

32.6 

NM 

26.9 

3,028 

482 

15.9 

Alleghany 

10.6t 

8.0 

7.5 

35.0 

33.3 

10.0 

4.6t 

-19.9 

1,496 

52 

3.5 

First  American  FinI 

10.4 

0.7 

3.3 

19.6 

10.7 

-1.7 

-25.3 

-88.3 

710 

1 

0.2 

Zenith  National  Ins 

9.5 

1.4 

1.2 

5.6 

12.2 

-0.2 

NM 

-88.0 

496 

2 

0.4 

Fremont  General 

8.2 

15.4 

12.3 

31.7 

NM 

2.9 

NM 

-2.0 

577 

29 

5.0 

Xerox 

7.6 

8.5 

8.8 

41.0 

9.3 

1.9 

-10.1 

289.3 

17,968 

598 

3.3 

Foremost  Corp  of  Amer 

6.9 

3.3 

2.0 

43.7 

-2.7 

2.0 

NM 

D-P 

442 

5 

1.1 

Continental  Corp 

6.3 

5.9 

6.2 

26.9 

1.7 

-5.5 

NM 

-21.6 

5,470 

126 

2.3 

USF&G 

def 

def 

def 

17.8 

4.2 

-9.5 

NM 

P-D 

4.252 

-746 

def 

Medians 

15.0 

13.0 

10.6 

18.0 

10.8 

3.9 

10.0 

0.3 

1.476 

73 

4.9 

Brokerage 

Marsh  &  McLennan  Cos 

38.9 

28.3 

22.6 

23.6 

13.4 

5.1 

11.4 

-0.2 

2.782 

306 

11.0 

Crawford  &  Co 

24.9 

25.8 

24.1 

4.2 

15.7 

17.9 

19.3 

15.3 

516 

36 

7.0 

Alexander  &  Alexander 

16.0 

10.4 

10.0 

28.8 

7.3 

3.9 

4.8* 

-7.6 

1.364 

45 

3.3 

Frank  B  Hall 
Medians 

def 

NE 

2.5 

48.9 

NM 

10.4 

NM 

D-D 

468 

-3 

def 

20.5 

18.1 

16.3 

26.2 

10.3 

7.7 

8.1 

-3.9 

940 

41 

5.2 

Industry  medians 

12.1 
13.2 

10.7 

9.9 

19.5 

9.6 

5.4 

4.9 

1.3 

1.476 

109 

5.1 

All-industry  medians 

9.9 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1.436 

40 

2.9 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.     P-D:  Profit  to  deficit.     D-Z:  Deficit  to  zero,    def:  Deficit.     NA:  Not  available, 
meaningful.     *  Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investment. 


NE:  Negative  equity.     NM:  Not 
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If  Your  Production  Should  Me  Off  When  You 
Move  To  Georgia,  It  Wouldn't  Be  The  First  Time. 


When  the  first  B-29  rolled  off  tfie  assembly 
line  in  Marietta,  Georgia,  it  started  a  small 
revolution  of  its  own. 

Mass  production,  on  a  massive  scale,  had 
come  to  Georgia.  Within  the  decade,  the 
.  huge  B-29  facility  would  be  taken  over 
by  the  newly  formed  Lockheed  Aircraft 
Company.  And,  before  long,  transportation 
equipment  would  be  the  number  one 
industry  in  the  Atlanta  area. 

Today  Geoi^gia  has  become  a  major  pro- 
ducer of  everything  from  corporate  jets  to 
candy  canes,  electronic  equipment  to  man- 
ufactured housing.  For  reasons  that,  in  this 
case,  are  decidedly  down-to-earth. 

There's  the  productivity  rate  of  Georgia 


workers,  for  instance.  A  rate  that's  substan- 
tially higher  than  the  national  average, 
while  labor  costs  are  substantially  lower. 

There's  the  wide  choice  of  available  sites 
throughout  Georgia.  From  existing  build- 
ings, large  or  small,  to  new  ones  that  can  be 
finished  to  your  own  specifications.  Our 
free,  confidential  site  selection  service  can 
provide  you  location  studies  and  detailed 
information,  right  down  to  site  plats,  build- 
ing layouts,  photographs,  and  aerial  and 
topographic  maps.  And,  with  our  one-stop 
environmental  permitting,  you  can  be 
ready  for  start-up  within  90  days. 

For  that  matter,  so  can  your  workers.  Our 
innovative  Quick  Start  program  designed  to 


provide  you  with  a  trained  work  force  from 
the  day  you  open  your  doors. 

So  write  on  your  letterhead  or  send  your 
business  card,  to  Charlie  Gatlin,  Georgia 
Department  of  Industry,  Trade  &  Tour- 
ism, Dept.  FBS ,  P.O.  Box  1776, 
Atlanta,  GA  30301 .  Or  call  us  at  404- 
656-9306.  And  find  out  more  about  the 
advantages  of  Georgia. 

We  can  help  you  get  your  business  off 
to  a  flying  start. 

GEORGIA 

The  State  of  Business  Today 


METALS 


It's  a  good  thing  the  steel  industry  worked  so  hard 
in  the  1980s  to  prepare  for  the  next  recession. 


By  Vicki  Contavespi 

•^  utos  and  appliances — steel's  largest  customers — 

Im  simply  aren't  selling.  No  wonder  1991  steel  ship- 
r^^  ments  were  down  about  8%,  to  78  million  tons, 
^L  J^  putting  downward  pressure  on  prices. 

Nobody  is  comparing  what's  happening  now  with  the 
1981-83  downturn,  when  the  six  largest  U.S.  steelmakers 
at  the  time  lost  nearly  $6  billion,  laid  off  more  than 
200,000  workers  and  cut  25  million  tons  of  capacity. 

Following  that,  the  industn^  embarked  on  extensive 
plant  modernization,  embraced  new  technologies — such 
as  continuous  and  thin-slab  casting — and  entered  into 
joint  ventures  with  foreign  steel  companies.  As  a  result. 


steel  companies  can  run  at  lower  capacities  and  still  turn  a 
profit.  Even  so,  current  capacit\'  utilization  of  75%  to  80% 
isn't  high  enough  for  some  integrated  steelmakers,  like 
Bethlehem  Steel  and  Armco,  to  be  profitable. 

Reconstituted  mills,  those  once -failed  factories  that 
have  risen  from  the  ashes,  like  Utah's  Geneva  Steel,  and 
minimills,  like  Nucor,  have  escaped  many  of  the  problems 
faced  by  the  integrated  manufacturers.  Most  reconstituted 
mills — rescued  from  bankruptc\' — avoided  union  rules 
and  pension  liabilities.  Minimills  have  lower  labor  costs, 
and  most  use  cheaper  scrap  rather  than  iron  ore.  Nucor,  a 
minimill,  is  no  lightweight,  with  sales  of  $1.5  billion  and 


"A  piece 
of  stainless 
would  be  there 
forever" 

"It's  disturbing  to  me 
when  I  drive  across  a  bridge 
and  see  the  railing  erod- 
ing. I  think:  A  piece  of 
stainless  would  be  there 
forever,"  says  Robert  P. 
Bozzone.  Of  course  Boz- 
zone  has  a  vested  interest. 
He's  president  and  chief 
executive  officer  of  $1  bil- 
lion (revenues)  Alleghe- 
ny Ludlum  Corp.,  one  of 
the  largest  domestic  pro- 
ducers of  stainless  steel  and 
specialty  metals. 

Bozzone  sees  plenty  of 
new  opportunities.  Aside 
from  the  150  pounds  of 
stainless  already  in  a  typical 
kitchen  (pots,  pans,  flat- 
ware, sinks  and  microwave 
ovens),  he  sees  more  of 
these  alloys  being  used  in 
autos,  ftirnaces  and  even 
home  electronics  equip- 
ment. Allegheny  Ludlum 
has  a  technology  center  in 
Natrona  Heights,  Pa.  and 
employs  430  scientists  and 
research  technicians 


companywide.  It  spends 
over  $30  million  on  re- 
search and  development  a 
year. 

Allegheny  Ludlum  has 
gone  ftiU  circle.  In  the 
1970s  the  company  di- 
versified into  small  home 
appliances  and  renamed 
itself  Allegheny  Interna- 
tional. Following  the 
1970s  notion  that  steel  was 
a  no-growth  industr)%  the 
steelmaking  operations 
were  sold  in  1980  to  a 
group  led  by  senior  man- 
agement. They  took  the 
company  public  again  in 
May  1987  and,  unlike 
most  steel  companies, 
made  money  throughout 
the  rest  of  the  decade. 

What's  Allegheny's  se- 
cret? Bozzone  says  that 
more  than  1 5  years  ago, 
long  before  its  competitors 
did,  Allegheny  started  us- 
ing a  computerized  cost 
system.  The  program  as- 
signs a  cost  factor  to  ever)' 
aspect  of  production  for 
each  product.  In  this  way 
the  company  sets  efficien- 
cy standards  that  it  keeps 
trying  to  beat.  Bozzone 
estimates  that  Allegheny 
saved  $4  million  to  $5 


million  a  year  since  it  began 
using  the  system. 

The  company  expects 
to  spend  about  $30  million 
in  1992  on  capital  im- 
provements. A  recendy 
completed  project  is  a 
cold-rolling  mill  in  Penn- 
sylvania that  will  elimi- 
nate several  production 
steps.  Bozzone  figures 
this  plant  will  save  Alleghe- 
ny $11  million  a  year. 

It  all  adds  up.  Merrill 
Lynch  analyst  Barbara  Cre- 
han  expects  1991  rcvc- 


Robert  Bozzone 
"We're  technology- 
driven." 


nues  of  around  $1,025  bil- 
lion, with  net  income  of 
$38.6  million.  She  has 
1992  earnings  at  an  opti- 
mistic S74  million. 

With  its  three  top  offi- 
cers having  degrees  in  met- 
allurgy-, Allegheny  is  pre- 
pared to  maintain  its  edge 
in  efficiency.  "We're 
technology-driven,"  sa>'S 
Bozzone.  -V.C.  ■ 
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earnings  of  $63  million  over  the  last  12  months. 

Steel's  biggest  rival,  aluminum,  is  in  the  doldrums. 
Although  U.S.  plants  are  running  at  a  healthy  97%  of 
capacity,  aluminum  inventories  are  high. 

But  the  biggest  problem  is  the  current  price:  49  cents  a 
pound,  close  to  the  lowest  in  history,  when  adjusted  for 
inflation.  U.S.  producers  have  reduced  capacity  about  3%, 
but  more  cutbacks  may  be  necessary.  Consumption  of 
aluminum  by  Western  nations  is  expected  to  decline  by  1 .4% 
in  1991 .  Alcoa's  results  for  the  last  12  months  tell  the  tale 


contrast,  the  aluminum  gjant  earned  $945  million  in  1989. 
Relatively  speaking,  copper  is  booming  at  $1.04  a 
pound,  thanks  to  sporadic  production  problems  in  places 
like  Zaire,  Zambia  and  Chile.  Even  so,  that  price  is  below 
last  year's  $1.15  a  pound.  The  price  could  continue  to 
soften  given  the  current  buildup  in  inventories  and  the 
weak  demand  for  finished  products  containing  copper. 
The  same  applies  to  nickel.  Sixty  percent  of  nickel's 
production  goes  into  stainless  steel.  Nickel  traded  over  $4 


$10  billion  in  sales  but 

only  $114  million  in  profits.  In 

quoted 

-*      AAA       ^   ^    ^    \^  ^       CJ.1.X^      J_y 

it  at  $3.25. 

''^"'""'£5^ 

1 

Metals 

Net 

Profit 

ProfHability 

Growth 

Sales 

income 

margin 

Return  on  equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Steel 

Allegheny  Ludlum 

46.7*           9.7 

8.1 

10.8 

11.6 

-4.7 

12.2t 

-62.0 

1,011 

34 

3.4 

33.6*           def 

def 

48.0 

NM 

NA 

22.4t 

NA 

5,177 

-291 

def 

Cyclops  Industries 

31.3t           def 

2.8      , 

48.7 

15.9 

-10.1 

NA 

D-D 

1,095 

-5 

def 

Birmingham  Steel 

26.0             0.4 

0.5 

39.3 

23.2 

-8.2 

20.6* 

-95.6 

404 

0 

0.1 

Lukens 

19.7           16.3 

13.4 

6.1 

12.1 

-3.9 

43.0* 

-16.7 

655 

41 

6.2 

Worthlngton  Inds 

17.4           13.0 

10.7 

12.7 

3.4 

-4.5 

4.3 

-14.8 

879 

45 

5.2 

Quanex 

15.3           10.2 

7.4 

48.1 

17.1 

-2.0 

89.9t 

-26.7 

608 

17 

2.8 

Nucor 

14.9             9.7 

12.1 

3.1 

15.8 

2.1 

7.9 

-9.5 

1,461 

63 

4.3 

Central  Steel  &  Wire 

12.9             3.7 

3.7 

0.0 

2.4 

-14.7 

NM 

-64.5 

457 

6 

1.2 

AM  Castle  &  Co 

11.6             def 

2.4 

51.5 

11.5 

-5.7 

NM 

P-D 

450 

0 

def 

Carpenter  Technology 

10.2            8.1 

6.2 

21.4 

3.3 

-2.1 

44.7 

-39.4 

564 

26 

4.6 

Acme  Steel 

7.1             0.7 

2.2 

27.4 

15.7 

-14.7 

NM 

-79.3 

387 

1 

0.3 

Inland  Steel  Inds 

6.2             def 

def 

23.2 

6.6 

-11.5 

NM 

P-D 

3,465 

-141 

def 

Armco 

3.7             def 

def 

27.8 

-10.8 

-7.9 

NM 

D-D 

1,601 

-104 

def 

Weirton  Steel 

2.6             def 

def 

60.7 

1.6 

-14.5 

NM 

P-D 

1,038 

-81 

def 

Texas  Industries 

2.2            0.0 

3.6 

43.2 

1.2 

-4.6 

NM 

-99.4 

631 

0 

def 

Bethlehem  Steel 

1.0            def 

def 

35.2 

1.5 

-7.3 

NM 

P-D 

4,493 

-646 

def 

Lone  Star  Tech 

def            6.8 

3.5 

21.6 

19.1 

-15.1 

NM 

D-P 

523 

9 

1.7 

LTV 

NE             NE 

def 

NE 

-5.2 

-0.4 

NM 

-73.7 

6,081 

63 

1.0 

Geneva  Steel 

NA          20.1 

12.6 

42.2 

NA 

-9.1 

NA 

-53.2 

481 

27 

5.6 

Wheeling  Pittsburgh 

NA             NA 

def 

40.8 

9.3 

-8.8 

NA 

NA 

994 

-45 

def 

Medians 

11.6            0.5 

2.8 

27.8 

8.0 

-7.6 

NM 

-73.7 

879 

1 

0.3 

Nonf errous  metals 

• 

Maxxam 

49.3          19.8 

10.8 

68.5 

NM 

-4.7 

NM 

-49.6 

2,296 

80 

3.5 

Inco 

44.9             8.1 

7.4 

30.9 

23.1 

-1.8 

69.5t 

-70.4 

3,131 

144 

4.6 

Phelps  Dodge 

25.2           17.8 

14.4 

17.3 

30.4 

-6.0 

73.8 

41.1 

2,457 

301 

12.2 

AMAX 

22.1             4.5 

5.0 

42.7 

22.8 

1.8 

30.lt 

-55.1 

3,817 

100 

2.6 

Reynolds  Metals 

18.9            5.0 

4.7 

35.5 

14.3 

-1.7 

30.2* 

-65.1 

5,879 

146 

2.5 

Magma  Copper 

16.8*         11.7 

8.8 

38.3 

21.6 

-9.5 

NM 

-29.9 

705 

46 

6.5 

Alcan  Aluminium 

16.2             3.0 

3.0 

26.6 

10.7 

-5.1 

30.9* 

-68.6 

8,165 

167 

2.1 

Asarco 

15.8             2.5 

3.0 

31.5 

18.0 

-10.2 

-16.lt 

-81.3 

1,967 

37 

1.9 

Cyprus  Minerals 

13.2             5.7 

5.5 

14.0 

24.8 

-4.0 

66.3* 

-46.2 

1,752 

80 

4.6 

Alcoa 

13.2             2.3 

4.9 

15.2 

12.9 

-5.1 

17.8* 

-80.3 

10,156 

114 

1.1 
def 

Homestake  Mining 

7.6*           def 

def 

5.9 

9.8 

-5.9 

NM 

P-D 

425 

-113 

Handy  &  Harman 

6.4            def 

def 

56.4 

4.4 

-4.5 

20.4t 

P-D 

487 

-35 

def 

Engelhard 

4.9          12.1 

11.4 

14.2 

4.1 

-13.9 

7.0 

D-P 

2,507 

87 

3.5 

Newmont  Mining 

3.3           70.4 

16.9 

44.8 

NM 

-5.5 

22.1* 

-81.7 

630 

77 

12.2 

Tredegar  Industries 
Medians 

NA            def 

def 

39.8 

1.6 

-17.7 

NA 

0.0 

477 

-14 

def 

16.0             5.0 

5.0 

31.5 

12.9 

-5.1 

21.2 

-65.1 

2,296 

80 

2.6 
1.8 

Industry  medians 

13.2             3.7 

3.7 

31.2 

10.7 

-5.7 

7.5 

-66.9 

1,025 

27 

All-industry  medians 

13.2             9.6 

7.6 

32.4 

11.3 

3.7 

4.5 

-5.9 

1,436 

40 

2.9 

D-D:  Deficit  to  deficit.      D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit. 

D-Z:  D« 

3f  icit  to  zero. 

def:  Defi 

cit.     NA:  No 

[available. 

NE:  Nega 

five  equity. 

NM:  Not 

meaningful.     *  Four-year  averaf 

je.     tlhree-year  average.     For  further  explana! 

tion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

fa  Base  Service  via  Lotus  CD  Investment. 
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In  retailing,  the  rich  are  getting  richer, 
and  many  of  the  poor  will  fall  by  the  wayside. 
For  the  industry,  latest  12-month  earnings 
were  down  almost  6%. 


By  Zina  Sawaya 

The  chasm  is  widening  between  the  top  retailers 
and  the  laggards.  Dillard  Department  Stores, 
the  Gap,  Circuit  City  Stores,  Home  Depot  and 
Wal-Mart  Stores  are  among  the  haves.  Federated 
Department  Stores,  Allied  Stores  and  Ames  Department 
Stores  are  among  the  have-nots. 

The  most  profitable  companies  generally  have  the  most 
sophisticated  computers  for  tracking  what  sells  and  reor- 
dering inventory  in  ways  that  make  working  capital  work 


harder  than  ever.  Computerization  is  expensive,  but  it 
pays.  Stocking  enough  goods  that  consumers  want  and 
keeping  leaner  inventories  of  slow-selling  items  enables 
the  better-run  chains  to  rely  less  on  cosdy  markdowns  to 
move  goods.  Working  with  vendors  to  get  them  to  ship 
their  merchandise  only  when  the  stores  need  it  cuts 
financing  costs. 

Several  companies  are  taking  their  cue  from  Wal-Mart's 
success    (see  box).  In  1990  Kmart  initiated  a  six-vear 


Retailing 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
mar^n 

Return  on  equity 

Return  on 
capital 

Sales 

Earnings 

per  share 

5-year         latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average       12  mos 

12  mos 

capital 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

Company 

%               % 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Department  stores 

May  Dept  Stores 

19.5           17.8 

10.2 

51.4 

8.6 

5.2 

29.8 

-A.6 

10,537 

501 

4.8 

Dillard  Dept  Stores 

17.4           15.0 

11.2 

40.5 

17.7 

12.8 

18.7 

11.0 

3,930 

205 

5.2 

JC  Penney 

15.7            8.8 

6.5 

33.3 

3.1 

-1.7 

14.9 

-41.8 

16,086 

433 

2.7 

Mercantile  Stores 

14.0           10.3 

9.8 

14.5 

4.7 

1.6 

4.5 

-8.6 

2,421 

121 

5.0 

Strawbridge 

12.1             3.7 

4.7 

43.3 

7.8 

-5.2 

NM 

-69.1 

955 

9 

1.0 

Equitable  of  Iowa 

9.4           12.4 

11.8 

18.0 

11.1 

12.4 

1.2 

54.3 

718 

35 

4.9 

Sears,  Roebuck 

9.0             7.1 

6.1 

49.4 

6.7 

2.2 

-4.3 

-13.8 

56,832 

971 

1.7 

Alexander's 

1.8             def 

def 

30.2 

^.1 

-6.5 

NM 

D-D 

430 

-4 

def 

Neiman  Marcus  Group 

deft           def 

3.8 

43.3 

12.4 

2.2 

NM 

P-D 

1,753 

7 

0.4 

Carter  Hawley  Hale 

NA             NE 

def 

150.6 

-2.7 

-21.5 

NM 

D-D 

2,245 

-124 

def 

Medians 

12.1             8.0 

6.3 

41.9 

7.3 

1.9 

-1.5 

-27.8 

2,333 

78 

2.2 

Apparel 

Gap 

36.2          43.3 

43.3 

11.7 

24.0 

26.2 

30.1 

65.8 

2,340 

202 

8.7 

Limited 

33.1           24.0 

17.7 

28.7 

16.2 

14.6 

20.5 

-0.5 

5,837 

375 

6.4 

Merry-Go-Round 

29.4          25.0 

21.8 

14.0 

30.7 

23.6 

35.8 

9.6 

732 

39 

5.4 

J  Baker 

20.3*           6.1 

5.9 

47.2 

30.3 

1.9 

8.8 

-51.3 

452 

6 

1.3 

Charming  Shoppes 

19.2           16.9 

15.1 

9.1 
30.1 

17.1 
8.0 

12.7 
17.0 

3.0 

40.3 

982 
1,348 

53 

5.4 

Edison  Bros  Stores 

18.9           17.7 

13.4 

NM 

-10.9 

61 

4.5 

Nordstrom 

18.8           17.1 

12.4 

33.4 

17.6 

8.9 

17.0 

39.5 

3,104 

141 

4.6 

Genesco 

17.9             0.6 

2.8 

22.8 

-1.7 

-1.7 

NM 

-86.7 

477 

1 

0.2 

Ross  Stores 

16.8           18.9 

13.9 

33.5 

15.0 

15.1 

21.4t 

8.6 

903 

24 

2.7 

Burlington  Coat 

12.8           10.8 
8.9             7.9 

9.5 

28.5 

18.2 
5.8 

9.5 
-5.6 

6.8 
NM 

3.2 
-21.8 

896 
1,729 

25 

2.8 

Brown  Group 

6.9 

26.9 

26 

1.5 

Petrie  Stores 

5.1             1.2 

1.8 

15.1 

1.8 

3.9 

-23.5 

-66.7 

1,343 

8 

0.6 

US  Shoe 

2.7             def 

def 

22.0 

7.6 

-1.2 

NM 

P-D 

2,737 

-29 

def 

Hartmarx 

0.0            def 

def 

40.3 

4.2 

-5.7 

NM 

D-D 

1,233 

-27 

def 

AnnTaylor  Stores 

NA            1.5 

4.7 

47.3 

19.8* 

5.7 

NA 

NA 

434 

6 

1.3 

TJX  Cos 

NA          26.3 

13.7 

44.8 

16.1 

13.7 

NM 

9.7 
-0.5 

2.672 
1,288 

71 
26 

2.7 
2.7 

Medians 

18.4           13.8 

10.9 

28.6 

16.2 

9.2 

3.0 

D-D:  Deficit  to  deficit.     D-P:  D 

eficit  to  profit.     P-D:  Profit  to  deficit. 

D-Z:  D( 

jficit  to  zero. 

def:  Defi 

cit.     NA:  Not  available. 

NE;  Nega 

tive  equity 

NM:  Not 

meaningful.     *  Four-year  averaj 

je.     tThree-year  average.     For  further  explanal 

ion,  see  page 

95. 

Sources:  Forbes;  Value  Line  Da 

ta  Base  Service  via  Lotu. 

!  CD  Investxnent. 
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Cutting  out 
the  middleman 

For  many  retailers,  post- 
Thanksgiving  Day  sales  dis- 
appointed. Sam  Walton 
was  not  disappointed.  All 
16  checkout  counters 
were  jammed  the  day  after 
Thanksgiving  at  the  Wal- 
Mart  store  in  Kingsport, 
Term.  The  Christmas 
shopping  season  was  in  ftill 
swing,  with  a  banner  pro- 
claiming "The  Wal-Mart 
price — 'Tis  the  reason 
you'll  be  jolly."  Several 
happy  women  swarmed 
around  a  bin  of  Bill  Blass 
pantyhose,  on  sale  for 
$1.96.  For  Wal-Mart  as  a 
whole,  same-store  sales 
were  up  1 1%  for  the  ten 
months  ending  Nov.  30. 

When  Walton  started 
Wal-Mart  Stores  in  sleepy 
Rogers,  Ark.  in  1962,  the 
absence  of  wholesalers  in 
small  towns  obliged  him 
to  develop  a  distribution 
system.  Today  Wal-Mart 
has  20  highly  automated 
centers  supplying  about 
80%  of  what  its  1 ,683  stores 
sell  (the  rest  comes  from 
wholesalers  or  manufactur- 
ers, direcdy  to  the  stores). 
To  move  these  goods,  Wal- 
Mart  operates  a  fleet  of 
1,973  trucks. 

"We  are  agents  for  our 
customers,"  says  David 
Glass,  56,  Wal-Mart's 
president  and  chief  execu- 
tive officer.  "We  want  to 
sell  them  what  they  want  to 
buy,  and  the  name  of  the 
game  is  who  can  most  effi- 
ciendy  deliver  that  mer- 
chandise from  raw  materi- 
als to  the  customer." 

Its  well-oiled  distribu- 
tion system  enables  Wal- 
Mart  to  cut  out  the  mid- 
dlemen for  a  growing  por- 
tion of  its  merchandise. 


Instead  of  wholesalers' 
sending  small  shipments 
to  each  store,  the  manufac- 
turer ships,  say,  25  truck- 
loads  of  an  item  to  one  of 
the  Wal-Mart  distribu- 
tion centers.  There  the 
merchandise  is  sorted 
mechanically  and  sent  to 
the  individual  stores. 


change  system  enables  it 
to  electronically  place  or- 
ders with  a  manufacturer. 

But  Wal-Mart  goes 
ftirther.  It  works  with  its 
suppliers  and  with  its  sup- 
pliers' suppliers.  For  exam- 
ple, with  a  company  like 
Gitano  it  will  work  with  the 
fabricmaker  and  even  the 


lows  it  to  track  inventory 
and  handle  accounting  and 
payments.  It  even  allows 
employees  to  transmit  their 
suggestions  to  their  store 
manager,  who,  in  turn, 
might  send  the  sugges- 
tion on  to  headquarters. 
Glass  claims  that  Wal- 
Mart  gets  most  of  its  ideas 


Besides  eliminating  the 
wholesalers'  markups  and 
reducing  its  cost-of-sales 
line,  this  allows  Wal-Mart 
to  work  closely  with  man- 
ufacturers. A  manufacturer 
like  Gitano  can  access 
Wal-Mart's  point  of  sale 
terminals  to  track  sales  of 
its  jeans.  This  way,  Gitano 
knows  when  to  crank  up 
production  to  resupply  a 
Wal-Mart  store  before 
the  store  runs  out  of  mer- 
chandise. Wal-Mart's 
Electronic  Data  Inter- 


fiber  producer.  "We  just  tie 
everyone  into  the  loop," 
says  Glass.  "You  won't  call 
the  apparel  manufacturer 
and  have  them  say,  'Gosh, 
we'd  make  that  for  you, 
but  we  don't  have  any 
fabric'  " 

The  ability  to  do  all  this 
costs  money.  Over  the  past 
five  years  the  company 
has  invested  $600  million 
in  inventory  manage- 
ment equipment  and  other 
technology.  A  satellite 
communications  system  al- 


David  Glass  of  Wal-Mart 
A  company  forced  to  be 
efficient  from  tlie  start. 


at  the  grass  roots  level. 

While  most  retailers  are 
cautiously  husbanding  re- 
sources, Wal-Mart  plans 
to  add  about  150  stores 
in  1992.  This  is  likely  to 
be  bad  news  for  East  and 
West  Coast  retailers  like 
Caldor  and  Ames,  because 
a  good  part  of  this  expan- 
sion will  be  directed  at 
them.  -Z.S.  WM 
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modernization  program.  It  improved  its  inventory  control 
system  by  installing  point-of-sale  equipment  in  all  of  its 
stores  and  transferred  all  of  its  merchandising  to  central- 
ized locations.  Kmart's  sales  for  the  nine  months  ended  in 
October  were  up  almost  8%,  to  $24  billion,  while  net 
income  increased  7%,  to  $380  million.  Going  into  the  all- 
important  Christmas  quarter,  same-store  sales  in  Novem- 
ber, including  the  traditional  Thanksgiving  weekend 
shopping  rush,  were  up  0.6%. 

But  what  of  those  companies  burdened  with  debt  or 


hindered  by  weak  organization?  Federated  Department 
Stores,  which  was  brought  down  by  the  collapse  of  Robert 
Campeau's  empire,  is  expected  to  emerge  from  bankrupt- 
cy in  February  as  a  publicly  traded  company,  but  Federated 
will  have  a  tough  time  catching  up  if  it  doesn't  have  the 
necessary  funds  to  invest  in  new  technology  or  upgrade  its 
stores.  Both  Hills  Department  Stores  and  Carter  Hawley 
Hale  filed  for  Chapter  11  in  February  1991. 

Carl  Steidtmann,  chief  economist  at  Management  Ho- 
rizons, a  division  of  Price  Waterhouse,  notes  that  retailers 


Retailing 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

Return  on 

equity 

Sales 

Earnings  per  share 

Return  on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

% 

% 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

Consumer  electronics 

Intelligent  Electron 

33.2 

26.4 

27.6 

10.2 

137.5 

26.4 

111.0* 

33.3 

1,709 

38 

2.2 

Circuit  City  Stores 

26.0 

14.8 

12.7 

19.1 

27.4 

11.6 

22.5 

-30.8 

2,519 

55 

2.2 

MicroAge 

17.8 

9.5 

10.3 

17.6 

39.0 

26.4 

NM 

-48.6 

787 

3 

0.4 

Tandy 

16.8 

10.7 

10.0 

14.3 

8.7 

-1.6 

4.7 

-29.3 

4,530 

196 

4.3 

InterTAN 

11.4 

3.9 

4.0 

14.5 

11.8 

-3.0 

-25.4t 

-61.1 

679 

9 

1.3 

Best  Buy  Co 

8.8 

12.4 

10.2 

11.7 

38.8 

23.4 

NM 

18.1 

746 

7 

1.0 

Egghead 

3.6 

14.6 

14.7 

0.6 

58.7 

19.9 

NM 

197.1 

594 

17 

2.9 

Highland  Superstores 

def 

def 

def 

155.0 

11.3 

-13.9 

NM 

D-D 

785 

-89 

def 

Medians 

14.1 

11.6 

10.2 

14.4 

33.1 

15.7 

NM 

-30.0 

786 

13 

1.7 

Drug  &  discount 

Pamida  Holdings 

56.7* 

def 

6.6 

95.9 

7.0 

4.4 

NM 

P-D 

670 

-2 

def 

Wal-Mart  Stores 

35.0 

27.7 

21.4 

33.1 

30.3 

33.8 

32.1 

19.3 

40,748 

1,488 

3.7 

Walgreen 

20.8 

20.5 

16.5 

9.9 

12.7 

11.3 

15.1 

11.7 

6,733 

195 

2.9 

Arbor  Drugs 

19.9 

20.3 

15.7 

20.7 

20.4 

18.9 

19.6 

14.8 

406 

13 

3.2 

Drug  Emporium 
Pic'N'Save 

19.3 
18.5 

1.3 
14.9 

3.9 

51.9 

31.8 

28.0 

31.4* 

-90.5 

699 

1 

0.1 

11.5 

31.0 

14.3 

2.5 

-10.5 

111.4 

524 

30 

5.7 

Rite  Aid 

18.1 

14.6 

10.3 

34.5 

18.3 

8.9 

9.1 

8.4 

3,599 

115 

3.2 

Dayton  Hudson 

17.9 

13.9 

8.4 

58.6 

11.7 

9.6 

14.4 

-18.5 

15,731 

344 

2.2 

Longs  Drug  Stores 

17.6 

14.1 

13.3 

0.0 

9.3 

6.2 

13.3 

-7.6 

2,398 

57 

2.4 

Family  Dollar  Stores 
Woolworth 

17.2 
16.7 

20.4 
9.6 

19.0 

0.0 

15.3 

13.1 

5.6 

39.4 

989 

40 

4.1 

9.0 

9.2 

10.6 

3.4 

13.4 

-35.5 

9,842 

224 

2.3 

Fay's 

16.3 

11.8 

9.7 

54.0 

8.4 

22.4 

39.3 

-15.7 

788 

9 

1.2 

Kmart 

13.8 

14.3 

11.3 

38.0 

7.4 

5.3 

12.9 

129.9 

34,037 

782 

2.3 

Genovese  Drug  Stores 

13.5 

16.6 

11.8 

39.8 

13.5 

3.4 

12.8 

94.9 

444 

7 

1.5 

Dollar  General 

9.9 
9.9 

13.5 
43.3 

12.8 
21.8 

22.0 

2.5 

10.8 

NM 

37.2 

713 

18 

2.5 

Venture  Stores 

45.6 

7.0 

4.4 

NM 

16.9 

1.480 

39 

2.7 

Fred  Meyer 

9.8 

12.3 

8.7 

46.1 

9.8 

6.2 

6.0 

D-P 

2,593 

38 

1.5 

Medco  Containment 

8.9 

16.3 

15.6 

0.4 

56.2 

33.7 

41.6 

500.0+ 

1.442 

70 

4.9 

Consolidated  Stores 

7.6 

6.7 

7.4 

27.5 

25.5 

8.9 

-19.7 

D-P 

734 

10 

1.4 

Pacific  Enterprises 

6.7 
5.6 

9.4 
8.5 

6.5 
7.1 

37.7 

7.0 

-2.4 

NM 

D-P 

6,763 

189 

2.8 

BigB 

31.2 

22.2 

5.3 

NM 

D-P 

484 

6 

1.2 

Rose's  Stores 

0.5 

def 

def 

39.9 

8.4 

-4.8 

NM 

P-D 

1,466 

-34 

def 

Jamesway 

def 

def 

def 

50.7 

11.5 

-3.8 

NM 

D-D 

909 

-20 

def 

Perry  Drug  Stores 

def 

0.7 

4.7 

71.4 

3.4 

-3.3 

NM 

-94.6 

637 

0 

0.1 

Ames  Dept  Stores 

def 

NE 

def 

216.8 

23.0 

-25.8 

NM 

D-D 

3,122 

-304 

def 

Hills  Dept  Stores 

def 

NE 

def 

198.9 

9.7 

-17.6 

NM 

D-D 

1.803 

-254 

def 

Caldor 

NA 
13.7 

7.9 
12.3 

6.8 
9.0 

68.3 
38.0 

5.7* 
11.5 

5.2 

NA 

D-P 

1.837 

2 

0.1 

Medians 

5.3 

5.8 

14.8 

1,466 

18 

2.2 
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.      D-Z:  D 
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tive  equity. 

NM:  Not 

meaningful.     *Four-year  average.     tThree-year  average.     For  further  explanation,  see  page  95. 
Sources:  Forbes;  Value  Line  Data  Base  Service  via  Lotus  CD  Investmerit. 
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have  shed  over  350,000  jobs  since  July  1990.  This  and 
odier  cost- cutting  moves  have  created  considerable  oper- 
ating leverage  for  several  companies.  Indeed,  Steidtmann 
expects  that  overall  retail  sales  will  be  flat  or  down  when 
the  1991  books  are  closed,  but  profits  will  be  up  between 
5%  and  8%.  Once  revenues  begin  to  increase,  profits  for 
some  companies  should  grow  dramatically. 

Which  companies  are  best  positioned  for  the  year  ahead? 
If  the  economy  remains  relatively  weak,  cost-efficient 
discount  stores  such  as  Kmart,  Wal-Mart,  Walgreen  and 


Dayton  Hudson's  Target  Stores — and  wholesale  clubs  like 
Price  Co. — probably  have  the  edge  over  department  store 
chains  like  Macy's  and  Bloomingdale's.  Wal-Mart  and 
Price  are  now  bringing  their  stores  to  consumers  on  the 
East  and  West  coasts.  "Wal-Mart  really  has  established  this 
tone  throughout  the  industry  and  that's  now  taken  hold  in 
department  stores,"  says  Christine  Fasano,  a.  retail  analyst 
with  Donaldson,  Luflcin  &  Jenrette.  "Consumers  have 
been  well  trained  now  [to  wait  for  sales],  and  it's  not  easy 
for  retailers  to  change  that."  ^M 
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Home  improvement 

Home  Depot 

27.2 

27.8 

19.0 

13.7 

40.1 

37.6 

63.5 

33.3 

4.846 

223 

4.6 

Grossman's 

12.1 

def 

2.5 

32.4 

-5.3 

-0.1 

NM 

P-D 

811 

-2 

def 

Lowe's  Cos 

11.8 

8.0 

7.5 

16.5 

6.0 

3.0 

6.1 

-26.5 

2,933 

55 

1.9 

Hechinger 

10.7 

5.8 

5.4 

26.7 

25.3 

11.8 

NM 

-26.1 

1.559 

27 

1.7 

Waban 

NA 

7.8 

8.0 

21.6 

39.6 

15.0 

NA 

0.0 

2.681 

23 

0.9 

Medians 

11.9 

7.8 

7.5 

21.6 

25.3 

11.8 

NM 

-26.1 

2,681 

27 

1.7 

Home  shopping 

Lands'  End 

35.2 

19.7 

19.0 

1.4 

23.4 

11.3 

11.6 

46.3 

641 

23 

3.6 

Blair 

31.7 

25.3 

25.3 

0.0 

7.6 

3.9 

16.6 

-8.2 

488 

33 

6.7 

Spiegel 

21.1 

8.8 

6.9 

63.1 

19.1 

7.7 

25.0 

-46.5 

2,037 

40 

2.0 

Service  Merchandise 

10.0 

269.2 

17.0 

96.5 

7.3 

-0.6 

27.6t 

28.7 

3.414 

70 

2.0 

Home  Shopping 

7.0 

def 

1.6 

52.9 

37.9 

7.0 

NM 

P-D 

1,079 

-10 

def 

QVC  Network 

5.0* 

12.4 

7.6 

61.1 

NM 

10.0 

NM 

D-P 

890 

20 
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cue  International 

4.1 

NE 

37.8 

93.2 

38.5 

22.7 

18.3 

119.8 

501 

24 

4.9 

Horn  &  Hardart 
Medians 
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NE 
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13.9 

NM 
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24 
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8.5 
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Specialty  retailers 

Sotheby's  Holdings 

45.6 

6.9 

7.9 

0.1 

24.5 

-46.6 

58.3* 

-83.0 

248 

22 

9.0 

Tiffany 

40.4 

19.6 

18.3 

20.9 

25.2 

9.3 

41.3 

-5.9 
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35 

7.3 

AutoZone 

34.2* 

47.0 

30.4 

3.2 

24.4 

21.8 

78.2 

70.1 
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44 

5.4 

Blockbuster 

33.1 

24.6 

19.7 

33.5 

NM 

36.3 

84.4t 

30.0 

796 

86 

10.8 

Jostens 

33.0 

23.1 

20.5 

9.3 

9.1 

7.6 

7.7 

3.9 

860 

64 

7.5 

Price  Co 

22.8 

21.1 

17.8 

39.1 

19.8 

24.8 

17.0 

8.5 
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134 

2.0 

Toys  'R'  Us 

20.9 

15.0 

13.4 

8.0 
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10.3 

23.7 

-4.5 
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312 

5.5 

Costco  Wholesale 

17.8 

19.6 

18.2 

0.6 

46.4 

28.4 

82.9 

58.6 

5,305 

85 

1.6 

Smart  &  Final 

16.1* 

2.8 

3.3 

2.6 

13.8* 

NA 

18.1* 

NA 

648 

2 

0.3 

Getty  Petroleum 

15.2 

def 

def 

56.8 

NM 

6.4 

NM 

P-D 
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-22 

def 

Pier  1  Imports 

14.8 

8.1 

6.6 

41.7 

24.7 

28.5 

NM 

-41.1 

715 

13 

1.9 

Pep  Boys 

13.8 

10.3 

7.5 

43.2 

17.9 

9.3 

8.7 

-8.6 

971 

36 

3.7 

Office  Depot 
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7.5 

6.3 

6.5 
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NM 
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10 
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7.5 
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NM 
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16 

4.7 
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4.4 

1.6 

5.5 
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14.2 

NM 
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1.139 

5 

0.4 

General  Host 

2.9 
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9.5 
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-3.5 

0.5 

NM 
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3.4 

Lionel 

0.3 

def 
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def 

Child  World 
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Railroads  enjoyed  one  of  their  better  years  in  1991, 

but  truckers  weren't  as  lucky.  Now  the  old  foes 

are  getting  more  serious  about  intermodal  cooperation. 


By  Roula  Khalaf 

Railroads  got  a  shot  in  the  arm  from  a  presidential 
emergency  board  set  up  in  1990  to  mediate  the 
dispute  between  railroads  and  their  labor  unions. 
,  Last  January  the  board  recommended  wage 
increases  of  10%  spread  over  three  years,  in  line  with 
inflation  but  far  below  what  the  unions  wanted.  A  brief 
strike  ensued.  But  Congress  responded  by  passing  legisla- 
tion that  affirmed  the  board's  recommendations. 

Congress  also  reiterated  the  board's  decision  that  indi- 
vidual railroads  must  negotiate  agreements  with  unions 
over  the  number  of  crew  members  needed  to  run  a  train  or 


face  binding  arbitration.  Many  railroads  still  operate  with 
four-man  crews — an  engineer,  a  conductor  and  two  brake- 
men.  At  the  least,  the  industry  wants  to  eliminate  the 
second  brakeman. 

Veteran  railroad  analyst  Isabel  Benham,  of  Printon, 
Kane  Research,  says  such  a  move  could  save  the  industry 
over  $1  billion  over  a  period  of  years.  Up  to  now  only 
Burlington  Northern,  Norfolk  Southern  and  Illinois  Cen- 
tral have  reached  such  agreements  with  their  unions. 

Railroad  stocks  ralhed  in  1991  on  the  news  of  labor 
gains.  This  encouraged  railroads  to  reduce  debt  on  their 


Transport 

5  Company 

Profitability 

Growth 

Sales 

Net 
income 

Proftt 
margin 

Return  on  equity 

5-year         latest 
average       12  mos 

%               % 

Return  on 

capital 

latest 

12  mos 

% 

Debt/ 
capital 

% 

Sales 

5-year 
average 

% 

latest 
12  mos 

% 

Earnings 

5-year 
average 

% 

per  share 

latest 
12  mos 

% 

latest 

12  mos 

$mil 

latest 

12  mos 

$mil 

latest 

12  mos 

% 

Railroads 

Burlington  Northern 
Union  Pacific 
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CSX 
Consolidated  Rail 

20.5             def 
13.4             1.4 
10.8           10.5 
10.3           11.4 
6.8t           7.9 
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2.5 
6.4 
6.7 
6.6 

53.2 
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15.1 
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31.4 
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1.6 

-3.3 
2.2 
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P-D 
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56 
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Santa  Fe  Pacific 
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Trucking  &  shipping 
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balance  sheets.  Last  May,  for  example,  Illinois  Central  sold 
4  million  common  shares  for  $75.5  million. 

Meanwhile,  cargo  volumes  were  down  nearly  5%  for  the 
first  45  weeks  of  the  year,  led  by  losses  in  autos,  lumber  and 
metallurgical  coke.  But  next  year  should  be  better.  The 
1990  Clean  Air  Act,  which  calls  for  the  use  of  lower-sulfiir 
coal,  should  boost  traffic  for  lines  like  Burlington  North- 
ern and  Union  Pacific.  Thanks  to  chaos  in  the  old  Soviet 
Union,  U.S.  grain  shipments  should  also  improve. 

The  railroad  industry  scored  another  gain  on  Capitol 
Hill  in  1991,  this  one  at  the  expense  of  the  truckers. 
Railroad  lobbyists  succeeded  in  inserting  provisions  in  the 
House  and  Senate  highway  bills  to  freeze  the  proliferation 
of  the  truckers'  double  48-foot  and  triple  28-foot  trailers 
on  the  nation's  highways.  These  behemoths,  now  running 
in  17  states,  will  not  be  allowed  in  other  states. 

This  is  bad  news  for  the  truckers,  who  don't  need  bad 
news.  Their  operating  margins  were  under  intense  pres- 
sure in  1991.  With  depressed  markets  for  durable  goods, 
the  industry  was  unable  to  pass  along  rate  increases. 

Perhaps  in  response  to  hard  times,  the  trucking  industry 


has  gotten  more  serious  about  an  old  idea:  "intermodal- 
ism,"  or  moving  trailers  and  containers  by  a  combination 
of  transport  modes.  J.B.  Hunt  and  Santa  Fe  Pacific,  for 
example,  expanded  their  intermodal  operations  in  1991. 
Hunt  trucks  freight  to  Santa  Fe's  railhead  in  Chicago  for 
transport  to  Los  Angeles,  where  another  Hunt  truck  picks 
up  the  container  again  for  delivery  both  locally  and  to 
neighboring  states. 

The  air  freight  industry  also  felt  the  sting  of  the 
recession.  Many  customers  were  willing  to  wait  a  few  more 
hours  or  even  an  extra  day  for  packages.  In  response,  both 
Federal  Express  and  Airborne  Freight  expanded  their 
"deferred"  services. 

In  the  shipping  industry,  American  President  Cos., 
which  operates  container  ships  in  the  Pacific,  benefited 
from  moving  mihtary  freight  to  the  Middle  East  during  the 
Gulf  war  and  moving  this  equipment  back  to  the  U.S.  afi:er 
the  war  ended.  But  Alexander  &  Baldwin,  which  operates 
ships  between  Hawaii  and  the  U.S.  Pacific  Coast,  was  hurt 
by  the  war  and  the  recession,  which  led  to  a  steep  drop  in 
tourism  on  the  island.  ^ 


^^The  enemy 
wasus*' 

In  THE  mid-1980s  Union 
Pacific  Railroad,  the  na- 
tion's second-largest  rail- 
road, was  running  on  the 
wrong  track.  Customers 
were  alienated,  sharehold- 
ers were  angry  and  truck- 
ers were  taking  away  sales. 

This  began  to  change 
in  1986  when  former  Sec- 
retary of  Transportation 
Drew  Lewis  was  hired  to 
run  the  railroad.  Since 
1986  Lewis,  who  quickly 
moved  up  to  become  the 
parent's  chairman,  has 
turned  the  railroad  into 
one  of  America's  most  effi- 
cient lines. 

Recognizing  that  low- 
density  lines  bring  little 
profit  and  are  best  left:  to 
short-haul  operators  that 
use  nonunion  labor, 
Lewis  shed  nearly  3,000 
miles  of  Union  Pacific's 
unprofitable  track. 

Of  equal  importance, 
Lewis  cut  management 
ranks  by  half,  wiping  out 
800  jobs  in  the  process.  He 
also  got  tough  with  the 


unions.  The  number  of 
Union  Pacific's  rail  em- 
ployees fell  from  43,000  in 
1984  to  29,500  last  year. 
Union  Pacific  has  three - 
member  crews  on  90%  of 
its  runs.  The  railroad  has 
been  negotiating  with  la- 
bor to  cut  yet  another  crew 
member. 

"When  we  asked  our 
frondine  managers  what 
was  preventing  them 
fi-orh  being  customer-re- 
sponsive, they  said  the 
bureaucracy  was  standing 
in  the  way,"  explains 
Richard  Davidson,  a  Union 
Pacific  veteran  who  took 
over  day-to-day  railroad 
operations  last  year.  "It 
was  like  we  found  the  ene- 
my and  the  enemy  was 
us."  After  weeding  out  re- 
dundant managers  and 
workers,  Davidson  can  now 
brag  of  an  85%  customer 
satisfaction  level. 

Lewis  achieved  much 
of  this  success  by  centraliz- 
ing operations  and  using 
computer  technology. 
Back  in  the  mid-1980s 
the  railroad  had  thousands 
of  agents  scattered 
around  the  western  U.S.  to 


take  customer  orders  and 
handle  billing.  There  were 
many  more  yard  offices 
that  acted  as  middlemen 
between  headquarters 
and  train  crews.  Lewds 
moved  all  these  positions 
to  a  customer- service  cen- 
ter in  St.  Louis. 

Lewis  also  consolidat- 
ed ten  regional  train  dis- 
patch centers  into  a  war 
room  in  Omaha,  equipped 
with  two  huge  electronic 
panoramas,  each  stretching 
the  length  of  a  football 
field.  This  setup  can  follow, 
on  screen,  the  movement 


Union  Pacific's 
Richard  Davidson 
Weeding  out  redundancy. 


of  more  than  700  trains 
across  19,000  miles  of 
track.  The  railroad  is  also 
spending  $90  million  to 
install  computers  on  trains. 

"Prior  to  Drew  Lewis' 
arrival,  our  holding  compa- 
ny thought  the  railroad 
had  lost  its  sex  appeal," 
says  Davidson.  "Five 
years  later,  it  has  recog- 
nized that  the  railroad  is 
really  the  crown  jewel  of  the 
corporation."      -R.K.  ■■ 
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The  words  "airline"  and  ^^erminal"  are  often  linked. 
In  the  1990s  they  have  a  new,  and  painftil,  association. 


By  William  Heuslein 

Hard  on  the  heels  of  a  record  $3.9  billion  loss  in 
1990,  the  airlines  lost  another  $2  billion  last 
year — bringing  the  two-year  deficit  close  to  a 
staggering  $6  billion. 
The  grinding  industry  recession — driven  by  too  many 
seats  and  too  few  travelers — has  proved  fatal  for  a  number 
of  carriers.  Eastern,  Pan  Am  and  Midway  all  stopped  flying 
last  year.  Continental  and  America  West  remain  under 
Chapter  11  bankruptcy  protection.  Carl  Icahn's  heavily 
indebted  TWA  is  preparing  to  file  a  prepackaged  bankrupt- 
cy by  early  1992.  But  at  the  same  time,  TWA  is  flirting  with  a 
merger  with  Continental. 

Midway,  a  product  of  airline  deregulation,  failed  to 
survive  after  it  couldn't  come  to  final  terms  for  its  acquisi- 
tion by  NWA,  the  parent  of  Northwest  Airlines.  Privately 
held  and  financially  strapped  Northwest  also  couldn't 
consummate  a  plan  to  take  over  the  operation  of  the  still- 
for-sale  Trump  Shuttle.  The  shutdown  of  Pan  Am  put 
7,500  people  out  of  work  and  closed  the  books  on  a 


pioneer  in  U.S.  aviation  history. 

In  the  months  before  Pan  Am  collapsed,  would-be 
savior  Delta  paid  over  $400  million  for  Pan  Am's  North- 
east shuttle,  its  remaining  transadantic  routes,  its  Frank- 
furt hub  and  its  European  operations.  Delta  was  also 
supposed  to  have  a  45%  stake  in  a  reorganized  Pan  Am.  But 
afi:er  providing  Pan  Am  with  $115  million  in  emergency 
operating  cash.  Delta  abrupdy  turned  off  the  faucet  in 
December  and  pulled  away  fi"om  its  financing  deal. 

Following  Pan  Am's  shutdown,  its  jFK-to-Mexico  City 
route  was  auctioned  off  to  Delta  for  $25  million.  Pan  Am's 
last  important  assets,  the  remaining  Latin  American  route 
authorities,  were  won  by  UAL's  United  Airlines,  which 
came  up  with  a  bid  of  $135  million  in  cash.  (The  deals  are 
still  subject  to  government  approval.) 

Does  the  shakeout  mean  a  turnaround  is  coming?  "This 
was  a  purging  process  that  was  necessary  to  get  rid  of 
excesses  in  the  system,"  says  industry  analyst  Kevin  Mur- 
phy of  Morgan  Stanley.  Certainly  Delta,  United  and 
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EXPERIENCE: 


One  of  the  ways  GE  Capital  brings  good  things  to  life. 


VV  hen  you're  looking  for  a 
financial  partner,  you  want 
someone  who  understands 
your  business.  Someone  with 
the  experience  to  recognize 
problems  and  opportunities. 

Someone  like  GE  Capital. 
We're  part  of  GE,  one  of  the 
world's  largest,  most  diversified 
corporations.  And  chances  are 
good  we  know  your  business 
because,  since  our  start  in  1932, 
we've  developed  in-depth 
expertise  in  dozens  of  industries. 

So  while  other  lenders  are 
trying  to  figure  out  what  your 
business  is  all  about,  we're  busy 
putting  a  program  together. 
Working  hard  to  find  innovative 


When  Operation  Desert  Storm  began,  the 
U.S.  had  to  ship  vast  amounts  of  materiel 
to  the  Middle  East.  On  very  short 
notice  major  U.S. 
shipping  lines 
were  asked  to 
assemble 
f^  thousands  of 
containers.  They 
called  on  Genstar, 
a  GE  Capital 

^^^^^^^^^Bl§^%|ifte  world's 

wgest  marine 
wtainer  leasing 
ipany. 
responded 
Ickly  with  an 
traordinary 
forty  ft. 
mtainers. 


When  growth-minded  businesspeople 
need  to  acquire  the  latest  equipment — 
anywhere  in  the  world  —  GE  Capital 
Commercial  Equipment  Financing 
comes  through.  When  a  group  of 
German  doctors  needed  radiology 
equipment  to  set  up  a  clinic  in  what 
used  to  be  East  Germany,  GE  Capital 
provided  the  DM  6.9  million  they  needed. 


ways  to  make  it  all  happen. 

Putting  our  experience  to 
work  for  customers  has  helped 
make  us  one  of  the  world's 
foremost  financial  services 
companies,  with  more  than  $70 
billion  in  assets.  We  are  North 
America's  largest  equipment 
lessor.  The  world's  largest 
issuer  of  third-party  credit 


cards.  The  number  one  name 
in  mortgage  and  debt  security 
insurance.  And  a  leader  in 
project  finance  and  equipment 
management . 

Experience.  Reliability. 
Creativity.  Qualities  that  have 
helped  GE  Capital  bring 
financial  solutions  to  life  for 
nearly  60  years.  Give  us  a  call  at 
1-800-243-2222  to  find  out  how 
we  can  help  you. 

Seeking  to  refinance  $76  million  in 
turnpike  bonds,  the  State  of  New 
Hampshire  put  together  a  fixed/variable 
rate  structure  combining  Dutch  auction 
and  residual  interest  bonds.  This 
enabled  them  to  sell  the  debt  at  variable 
rates  without  interest  rate  risk.  To 
increase  the  bonds'value,  the  state 
needed  a  guarantor  skilled  in 
evaluating  its  credit-worthiness  as  well 
as  the  complexities  of  such  relatively 
new  structures — at  a  competitive  price. 
One  insurer  met  these  criteria:  GE  Capital 
subsidiary  Financial  Guaranty 
Insurance  Company. 


GE  Capital 

We  bring  good  things  to  life. 


Auto  Fleet  Financing  Sc  Services  •  Commercial  Equipment  Financing  •  Commercial  Real  Estate  Financing 

Computer  Leasing  •  Corporate  Finance  Group  •  Financial  Guaranty  Insurance  Company  •  GECC  Financial/Hawaii 

Geico  Space  •  Genstar  Container  •  Insurance  Services  •  Mortgage  Corporation  •  Polaris  Aircraft  Leasing  •  Railcar  Services 

Retailer  Financial  Services  •  TIP  •  Transportation  and  Industrial  Funding  •  Vendor  Financial  Services 


TRAUEL 
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American  have  all  been  able  to  expand  their  international 
operations.  But  Samuel  Buttrick,  an  analyst  at  Kidder, 
Peabody,  warns  that  while  survivors  are  now  in  a  better 
position  to  face  heavy  competition  from  foreign  carriers, 
many  of  which  are  government  subsidized,  investors 
shouldn't  get  carried  away.  "Moving  from  an  industry  that 
competes  on  a  national  basis  to  one  that  competes  on  a 
global  basis  should  not  necessarily  be  viewed  as  a  competi- 
tive shift  that  will  produce  windfall  profits,"  he  says. 

How  about  the  hotel  business?  It's  feeling  the  grips  of 
the  recession  and  business  travel  cutbacks,  too.  The 


industry  is  battling  overcapacity,  collapsing  property  val- 
ues, high  fixed  operating  costs  and  hefty  debt  service. 

Gambling  hasn't  been  left  unscathed,  either.  Revenue 
growdi  in  Las  Vegas  last  year  was  half  of  the  1990  pace. 
More  casino  operators,  such  as  Stephen  Wynn's  Mirage 
Resorts  and  Kirk  Kerkorian's  MGM  Grand,  are  getting  into 
family  resorts,  theme -park- like  amenities  and  casinos  for 
low-  and  middle-income  gamblers — a  market  first  identi- 
fied by  Circus  Circus  Enterprises.  With  more  revenue - 
hungry  states  looking  at  legalizing  gambling,  this  could  be 
a  timely  move  for  the  Nevada  casino  operators.  ^ 


Managing  for 
the  long  haul 

How  DOES  an  airline  be- 
come more  efficient  than  its 
competitors?  One  way  is 
with  new,  fiiel-sipping  air- 
craft. Chicago-based 
UAL,  the  parent  of  United 
Airlines,  has  a  four-year, 
$15.8  billion  spending  pro  - 


At  the  moment  profits 
are  elusive  for  United  as 
well:  The  company  ex- 
pects record  losses  in  1991. 
Matters  are  not  helped  by 
the  fact  that  United  is  up 
against  two  Chapter  1 1 
carriers — Continental  and 
America  West^which 
have  resorted  to  discount 
pricing. 

Despite  these  prob- 
lems. Chairman  and  Chief 


of  $1.3  billion  in  cash, 
making  it  possible  for  Wolf 
and  Pope  to  build  an  effi- 
cient international  route 
structure. 

The  core  routes  in  each 
of  United's  international 
divisions — the  Pacific, 
the  Atiantic  and,  soon,  Lat- 
in America — were  once 
operated  by  Pan  Am.  Re- 
member that  Pan  Am's 
dominant  problem  was  that 


Stephen  Wolf, 
UAL  Corp. 
chief  executive 
He's  facing 
record  losses 
but  still  snatching 
up  choice  assets 
from  weaiter 
carriers. 


gram  in  place — with  223 
ftiel-efficient  Boeing  planes 
on  order.  As  the  decade 
progresses  this  could  help 
United  close  the  gap  with 
American  (amr),  which  has 
decided  to  scale  back  its 
own  ambitious  capital - 
spending  program  be- 
cause of  lower  profits. 


Executive  Stephen  Wolf 
and  Chief  Financial  Officer 
John  Pope  haven't 
backed  down  on  their  plan 
to  make  United  a  global 
leader.  It  still  has  a  respect- 
able balance  sheet;  its 
debt-to-capital  of  41%  is 
below  the  industry  aver- 
age. And  there's  a  nest  egg 


it  had  an  entirely  insuffi- 
cient domestic  route  struc- 
ture to  feed  its  interna- 
tional network.  United 
doesn't  suffer  from  that. 

Many  of  the  new  assets 
have  come  to  ual  at  bar- 
gain prices.  Its  acquisi- 
tion cost  of  Pan  Arn's 
routes  to  London's 


Heathrow  ($290  million) 
was  lower  than  what  Dal- 
las-Fort Worth- based 
American  paid  for  twa's 
Heathrow  routes  ($445 
million).  The  same  holds 
true  for  United's  recent 
$135  million  winning  bid 
for  Pan  Am's  Latin  Ameri- 
can route  system  ($100 
million  below  United's  of- 
fer last  summer  for  the 
operations).  In  contrast, 
AMR  paid  $425  million  in 
1990  to  acquire  Eastern's 
Latin  routes. 

On  the  domestic  front, 
UAL  recentiy  proposed  a 
$76  million  offer  for  Air 
Wis  Services  (Air  Wiscon- 
sin), which  would  be- 
come the  first  UAL-owned 
commuter  carrier  in  its 
network  of  four  feeder 
lines.  The  goal?  To  have 
one  seamless  airline  that 
can  feed  in  customers 
from  small -town  airports 
such  as  Oshkosh  and  Ce- 
dar Rapids  and  take  them  as 
far  as  Seattie  or  Tok\'o. 

UAL  and  its  manage- 
ment surN-ived  the  collapse 
of  the  corporate  takeover 
attempt  in  1990  with  little 
damage  to  reputation 
and  credibilit\'.  These  days 
relative  labor  harmony 
has  replaced  a  contentious 
atmosphere. 

Now,  with  most  of 
ual's  distractions  left  be- 
hind, Wolf  and  Pope  are 
manae;ing  the  airline  for  the 
lon^  haul.  -W.H.  H 
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A  Japanese  sensu  fan  with  the  character  "Wa"  written 
on  it  is  a  most  fitting  symbol  for  this  year's  special  sec- 
tion on  Japan.  "Wa"  suggests  "harmony"  and  "peace" 
and  is  the  character  representing  Japan's  name.  In  a 
sense,  Japan  itself  is  harmony,  and  the  Japanese  people 
constantly  search  for  mutual  understanding  in  their  ^/^ 
dealings  with  others. 
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Technology^  that  captures  this  kinc 
of  movin^target  brilliantly: 


Hitachi's  Visualization  System  simulates  the  invisible 


Imagine  trying  to  capture  the  image  of  a  golf 
ball,  l/6000th  of  a  second  after  being  struck.  With 
the  help  of  a  Hitachi  supercomputer  and  a  Hitachi 
HDTV  (High-Definition  Television)  display,  a 
superior  system  has  been  created  to  allow  a  simu- 
lated vision  to  be  viewed  with  incredible  resolution 
and  clarity. 

This  Supercomputing  Scientific  Visualization 


System  has  vast  implications  in  the  world  of  indi 
try  as  well  as  the  study  of  Earth's  many  environ- 
mental concerns.  Included  in  this  latter  area  are  t. 
advances  in  picturing  ozone  depletion  levels, 
simulating  the  effects  of  tsunami  in  the  Pacific 
ocean  and  visualizing  the  water  purification  proce 
for  our  lakes  and  rivers.  All  with  a  brilliance  nev( 
before  attained. 


! 


©1992  Hitachi,  Ltd.  Tokyo,  Japan  All  rights  reserved  'Simulation  of  a  ball  being  struck  by  a  golf  club  at  650  feet  per  second  -  a  rate  four  times  faster  than  is  possible  for  nwn. 


Meanwhile,  a  little  closer  to  home,  Hitachi's 
im\  video  camera  gives  you  the  opportunity  to 
cord  images  with  equal  clarity  and  precision.  And 
a  width  of  just  2.3  inches  this,  the  world's  thin- 
2st  camcorder,  automatically  regulates  color,  sets 
-vposure  levels  and  focuses,  to  let  you  concen- 
ate  on  a,  more  times  than  not,  moving  target. 

Such  varied  technologies  are  a  good  example  of 


how  Hitachi's  16,000-strong  research  and  develop- 
ment department  is  constantly  working  toward 
bringing  the  world  a  vision  of  the  future. 

For  more  information  about  Hitachi  8mm  video  cameras, 
call  toll-free  1-800-HlTACHI.  (Applicable  within  U.S.  only) 

HITACHI 


Doing  Our  Best ...  .To  Achieve  the  Best 


Working  together  at  I/X  TEK.  the  worlds  most  modem  cold-rolling  steel  mill 


In  1990,  after  two  years  of  careful  preparation  to  provide  the 
American  market  with  the  best  premium  cold-rolled  steel 
sheet  and  the  best  service,  NIPPON  STEEL  and  INLAND 
STEEL  established  I/N  TEK. 

As  always,  NIPPON  STEEL  is  doing  its  best  to  be 
a  responsible  member  of  the  world  community  by  providing 
products  and  ideas  that  will  contribute  to  the  creation  of  a 
better  life  for  everyone,  everywhere. 


IMIPPOIM  STEEL 

the  leading  edge  of  technology 
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An  Increasingly  Important  Interdependence 


e  are  at  one  of 
those  turning  points 
in  history  which  de- 
fine an  era.  We  won 
the  cold  war;  Soviet 
military  power  is  reced- 
ing; Western  concepts 
of  democracy  and  free  mar- 
kets are  being  embraced 
even  in  the  Communist 
world,  in  the  future  interna- 
tional economic  issues  will 
assume  even  greater  promi- 
nence, and  a  strong  econo- 
my will  be  even  more  crucial 
to  our  national  security. 

Relations  between  the  United  States  and  Japan, 
as  the  two  largest  and  most  innovative  economies, 
will  exert  a  decisive  influence  on  the  shape  of  this 
new  era.  Between  us  we  account  for  nearly  40% 
of  the  world's  output.  We  are  the  world's  largest 
donors  of  official  assistance.  We  are  each  other's 
largest  overseas  market,  and  biggest  source  of 
foreign  direct  investment  and  technology.  Both 
our  ideas  and  our  products  have  profound  influ- 
ences on  thinking  in  both  countries  and  that  of 
the  rest  of  the  world. 

While  our  governments  are  necessary  partners 
in  creating  a  new  world  order,  our  companies 
are  also  natural  commercial  competitors.  Sizable 
imbalances  persist  in  the  flows  of  trade,  invest- 
ment, and  technology  between  us.  This  requires 
that  both  Japan  and  the  United  States  make  fur- 
ther efforts  to  extend  the  benefits  we  derive  from 
our  interdependence,  and  to  assure  that  those 
benefits  are  equitably  shared. 

Americans  are  beginning  to  recognize  that 
Japan's  extraordinary  industrial  prowess  owes  much 
to  its  attentiveness  to  economic  fundamentals— 


i.e.  high  levels  of  savings 
and  investment,  rapid  pro- 
ductivity increases,  a  grow- 
ing commitment  to  research 
and  development,  and  rig- 
orous training  of  young 
people  in  mathematics  and 
science.  This  is  stimulat- 
ing increased  awareness  of 
our  own  need  to  devote 
more  attention  to  basics. 

Such  recognition  of  what 
we  can  learn  from  each 
other  will  certainly  revital- 
ize our  partnership  in  the 
coming  decade.  Together 
we  must  preserve  a  stable  security  environment 
in  the  Pacific  Basin;  strengthen  the  global  trad- 
ing system;  promote  a  further  harmonization  of 
our  industrial  structure  and  business  practices; 
and  collaborate  to  deal  with  new  transnational 
problems. 

We  shall  continue  to  encourage  Japan  to 
accelerate  the  opening  of  its  market.  If  American 
companies  are  to  take  advantage  of  new  business 
opportunities  in  Japan,  however,  it  is  essential  that 
we  address  competitiveness  issues  with  greater 
purposefulness  and  a  greater  sense  of  urgency  at 
home.  And  American  companies  that  wish  to  play 
a  significant  global  role  must  master  the  require- 
ments of  success  in  the  Japanese  market. 

Forbes'  special  supplement  provides  a  rich  and 
vivid  portrait  of  Japan.  It  offers  readers  of  this  mag- 
azine a  clearer  understanding  of  what  makes  Ja- 
pan tick,  why  its  businesses  do  well,  what  we  can 
learn  from  their  experience  and,  most  importantly, 
how  our  firms  can  capitalize  on  the  incredible 
range  of  opportunities  available  here  in  the  1990s 
and  beyond. 

Michael  H.  Armacost 
United  States 
Ambassador  to  Japan 
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THENEWJAPAN-U.S. 
RELATIONSHIP 

Japan's  top  executives  speak 
out  in  the  following  pages  about 
the  new  japan-U.S.  relationship. 

"Some  years  back/'  one  ex- 
ecutive says,  "people  expressed 
the  Japan-U.S.  relationship 
by  saying  that  when  the  U.S. 
economy  sneezed,  the  Japanese 
economy  caught  a  cold.  Today 
however,  the  two  countries  are 
equal  partners.  If  the  U.S.  econ- 
omy sneezes  now,  the  Japanese 
economy  also  sneezes." 

The  new  relationship  is 
visible  in  many  forms,  not  all  of 
them  economic.  For  example, 
Americans  today  hold  Japanese 
corporations  responsible  for 
their  words  and  actions  in  the 
U.S.  And  numerous  examples  in 
this  year's  special  section  clearly 
show  how  the  companies  have 
responded  as  good  corporate 
citizens  to  support  their  local 
communities  throughout  the 
country. 

With  the  disintegration  of 
the  Soviet  Union,  the  U.S.  has 
emerged  as  the  world's  most 
powerful  nation.  Japan,  on  the 
other  hand,  is  recognized  as  a 
leading  industrial  nation  whose 
tremendous  economic  influence 
is  felt  worldwide.  In  the  emerg- 
ing new  world  order  for  achiev- 
ing peace,  therefore,  the  Japan- 
U.S.  relationship  of  mutual 
reliance  can  only  increase  in 
significance. 

In  these  pages  you  will  see 
how  Japan's  business  leaders  are 
emphasizing  that  this  is  indeed 
the  time  to  energetically  pro- 
mote greater  understanding 
between  Japan  and  the  United 
States. 


ANON 

Canon  Inc.  has  a  company  philoso- 
phy and  management  strategy  that 
complement  one  another.  President 
Keizo  Yamaji  explains,  "Our  corpo- 
rate philosophy  is  to  conduct  busi- 
ness activities  in  v^ays  that  contribute 
to  world  peace  and  prosperity." 

The  principle  of  Canon's  basic 
management  strategy  —  "mutual 
coexistence"  —  re- 
quires some  explana- 
tion. "The  Chinese 
characters  for  this  ex- 
pression are  replete 
with  meaning," 
Yamaji  says.  "We  in- 
terpret the  combina- 
tion of  characters  to 
mean  people  and 
people,  people  and 
machines,  and  people 
and  nature." 

In  a  sense,  all  of 
Canon's  corporate  ac- 
tions are  based  on  its 
fundamental  manage- 
ment  strategy.    For 
people  and   people. 
Canon  began  by  help- 
ing people  to  commu- 
nicate more  effectively 
with     each     other 
through  images  and  information  — 
first  of  all,  with  Canon  cameras.  As 
Yamaji  observes,  "Canon  began  with 
cameras,  so  that  people  could  com- 
municate with  each  other  by  means 
of  visual  images.  This  was  followed 
by  diversification  into  business  ma- 
chines, which  enhanced  informa- 
tion communication.  As  the  saying 
goes,  a  picture  is  worth  a  thousand 
words." 

Developing  an  effective  interface 
between  people  and  machines  is 
also  important  to  Canon's  growth. 
Yamaji  elaborates,  "The  key  notion 
here  is  creating  a  comfortable  office 
environment.  You  might  ask  how 
we  go  about  that.  Well,  we  do  it, 
for  example,  through  noiseless 


printers,  electronic  filing  systems 
and  the  development  of  ferroelec- 
tric liquid  crystal  displays  to  prevent 
problems  like  excess  eye  fatigue." 

The  third  aspect  of  Canon's  basic 
management  strategy  is  the  inter- 
face between  people  and  nature. 
"Two  typical  examples  of  what  we 
do  in  this  area,"  Yamaji  says,  "are 
the  recycling  of  toner  cartridges 
used  in  laser  beam  printers  and  per- 
sonal copiers,  and  the  development 
of  solar  cells  as  a  form  of  clean  en- 
ergy. Since  last  June,  we've  col- 
lected over  600,000  cartridges.  We 


pulverize  them,  and  95%  of  the 
basic  material  is  used  to  make  new 
cartridges  at  a  plant  in  China.  We 
are  thinking  of  setting  up  a  similar 
plant  in  the  U.S."  Not  only  does  the 
company  recycle  the  cartridges,  it 
also  donates  $1  per  cartridge  to  en- 
vironmental conservation  organiza- 
tions in  the  U.S.  and  Canada. 

Canon  views  globalization  differ- 
ently from  other  companies.  "Most 
companies  feel  that  simply  building 
plants  or  R&D  centers  overseas  is 
globalization,"  he  explains,  "but  we 
feel  a  certain  sensitivity  is  needed. 
For  example,  in  our  overseas  joint 
ventures,  we  take  a  minority  share 
of  equity,  even  when  our  position  is 
clearly  strong  enough  to  demand  a 
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majority  share.  We  also  make  a 
point  of  hiring  host  country  manag- 
ers and  maximizing  local  content. 
That's  our  kind  of  sensitivity." 

In  its  R&D  activities,  Canon  also 
has  a  unique  set  of  criteria  for  se- 
lecting u'hat  it  will  v^ork  on,  and 
has  formulated  certain  ethical 
guidelines.  "We  won't  work  on 
R&D  for  military  purposes,"  Yamaji 
says,  "nor  in  areas  that  might  lead 
to  environmental  or  ecological 
problems.  Our  interest  is  in  new 
technology  and  new  product  cat- 
egories, with  the  emphasis  on  origi- 
nality, and  we  try  to  conduct 
specific  R&D  activities  in  host 
countries  where  the  technologies  or 
products  fit  best." 

What  Canon  has  done  with  its 
typewriter  division  is  a  fine  ex- 
ample of  its  successful  application 
of  "sensitive"  globalization,  and 
shifting  the  R&D,  production  and 
marketing  emphasis  of  particular 
products  to  particular  host  coun- 
tries. "It  dawned  on  us  one  day," 
Yamaji  says,  "that  typewriters  were 
a  Western  invention  and  Western- 
ers were  more  familiar  with  them 
than  the  Japanese.  So  we  moved  all 
our  typewriter  operations  to  Los 
Angeles.  We  now  export  30%  of 
production  to  Europe,  and  even 
send  2%  to  Japan.  Moving  to  Los 
Angeles  was  one  of  the  smartest 
moves  we  ever  made." 

A  robust  man  who  likes  to  play 
golf,  Yamaji  attributes  his  good 
health  to  his  resolve  not  to  let  any- 
thing bother  him.  "I  do  my  best  in 
every  situation,"  he  says,  "and  if 
things  go  wrong,  I  make  careful 
note  of  the  lesson  learned." 


ITACHI 

President  Tsutomu  Kanai  of 
Hitachi,  Ltd.  has  only  been  in  of- 
fice since  June  1991  and  so  is  a 
relatively  new  face  to  the  interna- 
tional business  community.  But  as 


Photo  by  Kenji  Nachi 

head  of  a  company 
with  over  300,000 
employees  and  con- 
sol  idated  net  sales 
of  almost  ¥8  trillion 
(about  $60  billion), 
Kanai  will  become 
increasingly  famil- 
iar. Hiscandid  man- 
ner and  enlightened 
approach  to  corpo- 
rate responsibility 
should  stand  him  in 
good  stead  both  at 
home  and  abroad. 

"Hitachi  is  such 
a   large  organiza- 
tion,"  Kanai   says. 
"Our    size    really 
dominates  all   as- 
pects of  our  busi- 
ness." An  industrial 
giant,   Hitachi   has 
742  consolidated  subsidiaries,  189 
of  which  are  located  overseas.  The 
business  embraces  a  remarkably  di- 
versified product  range,  including 
information  systems  and  electronics, 
power  and  industrial  systems,  and  a 
variety  of  consumer  products.  The 
Hitachi  conglomerate  regularly 
modifies  its  product  mix  in  re- 
sponse to  the  current  needs  of  con- 
sumers and  society  —  the  initiative 
behind  the  company's  innovative 
technology. 

Hitachi's  scope  and  diversity  ac- 
count for  its  commitment  to  chal- 
lenge. "It  is  easy  for  a  large 
organization  to  stifle  creativity," 
Kanai  says,  "but  if  a  company  stops 
being  innovative,  it  stops  growing. 
At  the  same  time,  risk  accompanies 
creativity,  and  risk  means  possible 
failure.  So  I  constantly  remind  ev- 
eryone not  to  be  afraid  of  challeng- 
ing the  unknown.  I  don't  invite 
mistakes,  but  I  tell  my  employees  to 
dare  to  be  creative." 

Hitachi  firmly  emphasizes  tech- 
nological innovation  and  invests 
6.3%  of  its  net  sales  in  R&D.  The 
company  considers  this  emphasis 
on  technology  the  driving  force  be- 
hind its  corporate  progress,  both  in 
terms  of  competitiveness  and 
growth.  "The  focus  at  Hitachi,"  as- 


serts Kanai,  "is  on  developing  more 
sophisticated  technology  than  our 
competitors  — technology  that  ties 
to  new  products  that  are  attractive, 
timely,  and  reasonably  priced." 

This  strategy  has  served  Hitachi 
well  — so  well  that  in  1990  the 
company  celebrated  its  80th  anni- 
versary with  an  exhibition  that 
demonstrated  many  of  Hitachi's  re- 
cent technological  achievements 
and  products  through  practical  ap- 
plications in  social,  educational 
and  scientific  areas,  such  as  in  video 
and  microelectronics  technology. 

And  Hitachi  is  devoting  particu- 
lar attention  to  the  energy  sector. 
As  part  of  the  company's  commit- 
ment to  environmental  protection, 
Hitachi  research  has  given  birth  to 
a  number  of  innovative  technolo- 
gies, including  energy  systems 
that  improve  fuel  efficiency,  and 
the  refinement  of  CO2  separation 
technologies  to  combat  global 
warming. 

Complementing  this  ongoing 
commitment  to  R&D  is  Hitachi's 
global  outlook.  Hitachi  has  produc- 
tion and  marketing  bases  in  the  U.S., 
Europe  and  Asia.  In  order  to  expand 
overseas  production  and  moderate 
imports,  the  company  is  shifting  its 
focus,  particularly  in  the  U.S., 
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Improving  the 
environment,  9  to  5. 


^     As  one  of  the  world's  largest  computer  and  communi- 
cations companies,  we  feel  a  great  responsibility  in 
'  preserving  our  planef  s  natural  environment. 

But  after  considering  the  harmful  elements  that  often 
exist  within  our  everyday  office  environment  we've 
also  become  active  in  producing  user-friendly  office 
equipment  thats  designed  with  the  employees'  health 
foremost  in  mind. 

A  good  example  of  this  effort  can  be  seen  in  the  NEC 
Multisync  monitor.  Not  only  has  distortion  and  reflection 
been  reduced  to  a  minimum,  but  NEC's  Reduced 
*  Magnetic  Field^*^  technology  has  greatly  decreased  the 
potentially  harmful  emissions  that  plague  other 
monitors.  The  result  is  a  computer  monitor  that  is  safer, 
more  efficient  and  a  pioneer  for  a  whole  new  generation 
of  computer  peripherals. 

Building  a  better  monitor  may  not  solve  problems  as 
universal  as  our  disappearing  ozone  layer  or  rain 
forests.  But  for  those  sitting  behind  a  screen  during 
their  working  day,  its  an  effort  every  bit  as  important. 
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For  further  information,  please  contact:  NEC  Technologies,  Inc.,  Graphics  SBU, 
1255  Michael  Drive,  Wood  Dale,  Illinois  60193 
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NEC  Corporation  is  a  leading 
global  supplier  of  computers 
and  communications  systems 
and  equipment.  From 
marketing  to  research  and 
development,  while  producing 
everything  from  satellites 
to  semiconductors,  our  basis 
of  operations  is  to  promote 
a  world  of  mutual 
understanding  through  the 
synergistic  integration  of 
'C8C  -  computers  and 
communications. 


NEC 


SPECIAL  JAPAN  ADVERTISING  SECT 


where  it  has  numerous  manufactur- 
ing, sales  and  service  operations. 

"Years  ago,"  says  Kanai,  "it  was 
acceptable  to  site  a  plant  in  the 
U.S.  and  export  materials  to  it  from 
Japan.  Today,  our  emphasis  is  on  do- 
ing what  benefits  the  American  cus- 
tomer best,  such  as  increasing  local 
content  and  local  participation  in 
R&D  and  design.  And  that  trend 
will  continue.  We're  aiming  eventu- 
ally to  have  overseas  production  ac- 
count for  50%  of  overseas  sales. 

"Production  at  plants  such  as  the 
brand-new  TV  tube  plant  in 
Greenville,  South  Carolina,  and  the 
semiconductor  plant  in  Dallas, 
Texas  will  help  to  offset  Japan's 
trade  imbalance  with  the  U.S." 

Furthering  its  global  presence, 
Hitachi  engages  in  a  broad  spec- 
trum of  nonprofit  activities  around 
the  world.  In  1985,  the  company  set 
up  the  philanthropic  Hitachi  Foun- 
dation in  the  U.S.  to  fund  cultural 
and  educational  projects  both  in  lo- 
cal communities  and  at  the  national 
level.  This  foundation,  along  with 
six  others  created  by  Hitachi,  sup- 
ports an  extensive  range  of  cultural, 
scientific  and  educational  programs. 
In  addition,  the  company  directly 
sponsors  cultural  activities  of  inter- 
national stature. 

Kanai  sums  up,  "By  dedicating 
ourselves  to  the  communities  and 
people  where  we  operate  all  over 
the  world,  and  by  always  striving  to 
meet  the  future  needs  and  concerns 
of  society  — this  is  how  Hitachi  can 
best  be  regarded  as  a  responsible, 
enlightened  corporate  citizen." 


AZDA 

Awarenessof  the  global  importance 
of  environmental  issues  has  in- 
creased, and  as  a  responsible  corpo- 
rate citizen,  Mazda  Motor 
Corporation  places  particular  em- 
phasis on  environmental  consider- 
ations in  its  plants  and  in  its 


products  and  technologies. 

"A  recent  example  of  how  Mazda 
responds  to  environmental  concerns, 
says  President  Norimasa  Furuta,  "is  the 
HR-X  concept  passenger  car,  displayed 
in  the  29th  Tokyo  Motor  Show  in  late 
1 99 1 .  The  H  R-X  uses  a  hydrogen  rotary 
engine  that  runs  on 
non-polluting  hydro- 
gen fuel. 

"The  hydrogen 
car  is  an  ideal  type 
of  non-polluting  pas- 
senger car  for  urban 
commuting  in  the 
21st  century,"  ac- 
cording to  Furuta. 
Hydrogen  is  a  pre- 
ferred alternative  to 
fossil  fuels  for  sev- 
eral reasons.  For  ex- 
ample, it  produces 
no  harmful  emis- 
sions when  burned 
and  is  available  in 
an  almost  inexhaust- 
ible supply.  "We 
believe,"  Furuta 
says,  "hydrogen  is 
certain  to  play  a  prin- 
cipal role  as  an  alternative  fuel  in 
the  next  century.  We  are  continuing 
our  research  into  it,  while  also  pur- 
suing R&D  into  other  promising  al- 
ternative fuels. 

"The  rotary  engine  is  better 
suited  to  hydrogen  use  than  the  re- 
ciprocating engine,  giving  Mazda  a 
unique  advantage,"  Furuta  says. 
"Mazda  is  the  only  mass-producer 
of  rotary  engines  in  the  world.  The 
intake  and  combustion  chambers  of 
a  rotary  engine  are  separate,  which 
means  the  hydrogen  will  not  fire 
prematurely  and  cause  backfiring 
during  the  intake  process,  as  can 
occur  in  reciprocating  engines. 

"There  are  two  main  areas  for 
further  technical  improvement," 
Furuta  explains,  "the  absorption  ca- 
pacity of  metal  hydrides,  for  a 
smaller,  lighter  fuel  tank,  and 
greater  combustion  efficiency.  The 
supporting  infrastructure  for  hydro- 
gen use  must  also  be  developed. 
Mazda  is  actively  promoting  R&D 
for  practical  application  of  hydro- 


no!  for  maximum  adaptability. 

Two  other  areas  of  importance  to 
Mazda  are  safety  and  recycling. 
/'Safety  is  naturally  a  priority  concern 
for  automakers,"  Furuta  says,  "and 
we  look  at  vehicle  safety  in  com- 
prehensive terms.  We  express  that 
in  our  Safe  Driving  System  (SDS)." 

Still  being  developed,  the  SDS 
has  navigation,  cruise  control,  haz- 
ard warning  and  emergency  back- 
up functions.  "Our  idea,"  Furuta 
explains,  "is  to  have  the  SDS  assist 
the  driver  and  enhance  the  driving 
experience,  rather  than  take  control 
of  the  vehicle." 

The  SDS  uses  two  side-mounted 
cameras  that  focus  mainly  on  ob- 
jects in  front  and  a  third  camera 
that  focuses  on  the  road's  center 
line.  It  also  uses  a  laser  radar  that 
monitors  the  car's  distance  from  ob- 
jects before  it.  An  antenna,  mean- 
while, receives  traffic  information 
from  a  vehicle  information  and 
communication  system  (VICS)  cen- 
ter. The  system  also  includes  a 


A  Global  Response  to  Individual  Needs 

Dramatic  changes  are  reshaping  the  world's  economy.  Geopolitical  boundaries  shift,  market  borders  fade.  Local  and 
global  trends  interact  faster  than  ever.  It  all  adds  up  to  an  unprecedented  opportunity  for  worldwide  growth  and 
prosperity.  Nomura  has  the  vision  to  make  that  possibility  a  reality. 

Nomura's  strategy  is  simple:  we  view  our  customers'  needs  in  an  overall  context.  No  matter  how  modest  the  scale,  we 
fine  tune  each  proposal  from  a  global  perspective.  With  an  international  network  of  more  than  60  offices,  one  of  the 
worid's  largest  economic  think  tanks  —  NRI  Ltd.  —  and  a  staff  of  dedicated  professionals,  we're  in  touch  with  emerging 
market  trends  worldwide.  Backed  by  these  resources,  we  can  see  just  how  each  decision  fits  into  the  total  picture. 

This  perspective  lets  us  make  timely  judgements  about  individual  needs.  To  create  opportunities  that  will  work  for 
each  of  our  customers.  While  contributing  to  steady,  balanced  growth  in  an  age  of  globalization. 
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THE  NOMURA  SECURITIES  CO.,  LTD. 

1-9-1,  Nihonbashi,  Chuo-ku,  Tokyo 

NOMURA  SECURITIES  INTERNATIONAL,  INC.  Member  siPC 
180  Maiden  Lane,  New  York,  New  York  10038 

Woridwjde  Network 
The  Americas:  New  YorK  Chicago,  Los  Angeles,  San  Francisco,  Toronto,  Montreal,  Sao  Paulo 
Europe:  London,  Madrid,  Pans,  Brussels,  Amsterdam,  Luxemtwurg,  Frankfurt,  Munich,  Zurich,  Geneva,  Basel,  Lugano,  Milan,  Budapest,  Rome,  Berlin,  Vienna.  Stockholm 
i  Oceania  and  the  Middle  East  Hong  Kong,  Singapore,  Bahrain,  Jakarta,  Bangkok,  Sydney,  Melbourne,  Seoul,  Beijing,  Shanghai,  Shenzhen,  Taipei,  Kuala  Lumpur,  New  Delhi 
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One  Vfytld 
One  Olympic  Games  Fax  Network 

In  the  spirit  of  human  accomplishment  that  embodies  the  Olympic  Games,  Ricoh  has  created 
the  first  Olympic  Games  fax  network  to  link  all  the  National  Olympic  Committees  from  around  the  world. 

This  same  spirit  has  driven  Ricoh  to  build  the  world's  most  popular  line  of  fax  machines.  From  our  PF-1  portable  fax,  which  is  in 
the  Guinness  Book  of  Records*  as  the  world's  smallest  portable  fax  machine,  to  our  broad  line  of  plain  paper  fax  machines. 

Ricoh  offers  our  best  wishes  to  all  the  Olympic  athletes  as  they  strive  for  success  in  1992. 
To  spur  your  company's  success,  call  1-800-63-RICOH  ext.  1295  and  put  the  fax  machines  used  by 

more  people  around  the  world  on  your  team. 
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*  As  certified  by  the  Guinness  Book  of  Records 


Where  Imagmation  Becomes  Reality 


WD(1(twJdt  Facsimile  SpMtsor 
1992  Olympic  Games 

099 

36  use  380 


SPECIAL  JAPAN  ADVERTISING  SECTION 


<-^ 


computer,  a  display  screen  and  ac- 
tuators for  the  throttle  and  brake. 

The  third  area  of  importance  to 
Mazda  is  recycling.  About  75%  of  a 
car's  weight  is  in  recyclable  materi- 
als, including  steel  and  aluminum, 
and  the  remaining  25%  is  largely 
plastics.  "The  recycling  of  plastics  is 
one  of  Mazda's  main  concerns," 
Furuta  says.  "Besides  increasing  the 
use  of  easily  recyclable  thermoplas- 
tics for  bumpers,  rear  spoilers  and 
other  large  parts,  we  are  studying  re- 
cycling technologies  and  logistics 
through  two  pilot  reclamation  and  re- 
processing programs,  one  each  in 
Germany  and  Japan,  where  we  test 
collection,  reprocessing  and  recy- 
cling systems  for  large  plastic  parts." 

Effective  recycling  does  not  de- 
pend solely  on  collection  and  re- 
processing. "Our  approach  to 
recycling  must  be  comprehensive," 
Furuta  says.  "In  design,  for  example, 
we  used  to  have  metallic  stays  built 
into  our  bumpers,  which  had  to  be 
removed  before  we  could  recycle  the 
plastic.  Now  we  use  plastic  stays, 
simplifying  the  recycling  process. 

"Alternative  fuels,  clean  engines, 
safety  and  recycling,"  Furuta  says, 
"are  links  in  Mazda's  overall  chain 
of  efforts  to  integrate  the  automo- 
bile harmoniously  into  the  pattern 
of  society  and  the  environment." 


ITOH 

"Too  many  times,"  says  President 
Minoru  Murofushi  of  C.  Itoh  &  Co.^ 
Ltd.,  "the  problems  between  Japan 
and  the  U.S.  derive  from  misunder- 
standings, rather  than  absolute  differ- 
ences in  their  respective  positions." 
He  is  convinced  that  the  best  way  to 
improve  Japan-U.S.  relations  is 
through  ongoing,  frank  dialogue. 

The  approaching  Uruguay  Round 
is  an  especially  important  set  of 
GATT  negotiations  for  Japan.  To  ev- 
eryone he  meets,  Murofushi  empha- 
sizes that  Japan  should  take  the 


initiative.  "Prime  Minister  Miyazawa 
speaks  excellent  English  and  has 
considerable  experience  in  politics 
and  business,"  he  says.  "His  presence 
on  the  international  scene  should 
help  prevent  the  type  of  unfortunate 
misunderstandings  that  have  plagued 
Japan-U.S.  talks  in  the  past." 

Murofushi's  favorite  saying  is, 
"Nothing  is  impossible."  He  learned 
through  personal  experience  that 
when  a  person  is  confronted  with  a 
seemingly  impossible  challenge,  it 
is  possible  —  by  hard  work  —  to 
overcome  it.  He  cites  an  example 
in  the  early  1970s  when  C.  Itoh 
proposed  a  tie-up  between  General 
Motors  and  Isuzu  Motors.  "The  GM 
chairman  couldn't  see  the  advan- 
tages in  the  proposal  for  his  com- 
pany. Although  I  felt  the  situation 
was  hopeless,  I  was  convinced  that 
both  companies  would  benefit  from 
a  tie-up,  so  I  spent  the  rest  of  the 
year  trying  to  convince  GM.  Imag- 
ine my  delight  when  GM  acquired 
a  34.2%  equity  stake  in  Isuzu  in 
July  1971!" 

Murofushi's  first  stay  in  the  U.S. 
with  C.  Itoh  lasted  from  1 963  to 
1972.  During  this  time,  he  felt  that 
Japan  and  the  U.S.  had  a  teacher/ 
student  or  father/son  relationship,  in 
which  the  U.S.  was  all-powerful. 
"When  I  returned  to  the  U.S.  in 
1 986  as  president  of  C.  Itoh 
America,"  he  notes,  "I  felt  this  rela- 
tionship had  changed.  Japan  and 
the  U.S.  were  almost  like  brothers, 
with  the  U.S.  being  slightly  older. 
We  had  become  more  equal. 

"When  Japanese  companies  first 
started  doing  business  in  the  U.S.," 
he  recalls,  "Americans  didn't  take 
them  seriously,  so  they  weren't  ex- 
pected to  be  responsible  for  their 
activities  in  the  community.  Today, 
however,  the  U.S.  demands  that 
Japanese  companies  behave  like  re- 
sponsible corporate  citizens,  and 
the  companies  themselves  are  much 
more  aware  of  their  obligations." 

"The  Japan-U.S.  partnership  has 
reached  a  high  stage  of  maturity.  It 
is  a  natural  development,  and  it 
comes  at  a  vital  time." 

How  is  C.  Itoh,  with  over  800 


group  companies  worldwide, 
adapting  to  these  changes  in  the  in- 
ternational business  environment? 
"That  is  precisely  the  objective  of 
our  Global  93  medium-term  plan," 
says  Murofushi.  "We  aim  to  tran- 
scend the  limitations  of  the  tradi- 
tional trading  company  with  global 
distribution  of  managerial  resources 
—  for  example,  by  giving  greater 
authority  to  top  management  over- 
seas. We  are  also  one  of  the  very 
first  Japanese  companies  to  for- 
mally adopt  English  as  our  second 
official  language.  Our  ultimate  goal 
is  to  reach  the  21  st  century  as  a 
globally  integrated  corporation, 
while  emphasizing  high  value- 
added  business." 


ITSUBISHI 
MOTORS 

President  Hirokazu  Nakamura  of 
Mitsubishi  Motors  Corporation 

(MMC)  is  a  maverick  when  it 
comes  to  alternative  fuels  for  auto- 
mobiles. Although  most  leading 
automakers  talk  about  the  depletion 
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Of  all  the  triumphs  at  the  1992 

Olympic  Games,therel5  one 

you  can  experience  In  your  home. 

Panasonic  Digital  Video  Technology 
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A  pistol  is  fired.  Bodies  are  set  in  motion. 
All  eyes  are  focused  on  the  Olympic  ath- 
letes. Behind  the  scenes  there's  a  gruel- 
ing contest  you  won't  see.  Covering  the 
Olympic  Games  requires  the  agility  of  an 
athlete.  To  help  broadcasters  like  NBC, 
Panasonic  introduced  the  D-3  1/2-inch 
Digital  Video  System.  Its  camera/ 
recorder  is  small,  light  and  allows  for 
more  spontaneous  coverage.  Since  it's 
digital,  its  image  has  incredible  quality. 
While  Panasonic  Digital  Technology 
helps  bring  the  excitement  of  the  Barce- 
lona Olympic  Games  to  your  home,  it's 
also  helped  us  develop  a  new  camcorder 
for  your  home.  One  so  small  it  fits  in  the 
palm  of  your  hand. 

DIGITAL  VIDEO  RIVALS  REALITY. 

At  the  1992  Olympic  Games,  world  records  will 
be  broken.  New  standards  of  excellence  will  be 
set.  But  of  all  the  triumphs,  there's  one  you  may 
not  read  about.  But  you'll  see  it  and  hear  it  every 
time  you  watch  the  Olympic  Summer  Games- 
Panasonic  Digital  Video  Technology. 

The  Panasonic  D-3  1/2-inch  Digital  Video 
System  includes  a  lightweight  Digital  Camera/ 


Recorder  and  Digital  Studio  VTRs.  They  make 
keeping  up  with  the  quick-paced  Olympic 
Games  easy.  And,  with  the  D-3  system,  tapes 
can  be  dubbed  and  edited  without  any  video  or 
audio  degradation.  The  result  is  a  sharper  pic- 
ture, better  sound  and  improved  coverage  of  the 
Olympic  Games. 

PROFESSIONAL  VIDEO  COMES  HOME. 

The  engineering,  design  and  thinking  behind 
Panasonic's  Professional  Digital  Video  Tech- 
nology have  had  a  strong  impact  on  our  home 
VCRs,  TVs  and  camcorders.  For  instance,  the 
Panasonic  PV-41  Palmcorder"  camcorder  is 
incredibly  small,  light  and  easy  to  handle.  And 
it  too  has  digital  technology.  Its  Digital 
Electronic  Image  Stabilizer  electronically  helps 
hold  the  picture  steady  when  you  can't  hold 
the  camcorder  steady.  It  also  has  an  advanced 
12  to  1  digital  zoom. 

HUMAN  ELECTRONICS. 

Digital  video  technology  that  can  capture  the 
excitement  of  the  Olympic  Games  is  at  the  core 
of  what  we  call  Human  Electronics.  Every  day 
we  dedicate  ourselves  to  creating  new  technolo- 
gies and  marketing  new  products  that  make  life 
richer,  safer  and  more  comfortable.  This  dedica- 
tion results  in  a  single-minded  philosophy:  Don't 
create  technology  for  technology's  sake,  but  for 
man's  sake. 


Panasonic 

MATSUSHITA  ELECTRIC 
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of  the  earth's  oil  resources  in  30  or 
40  years  and  the  urgent  need  to  de- 
velop new  types  of  engines  and  al- 
ternative fuels,  Nakamura  takes  the 
opposite  view. 

"I  agree  with  those  who  say 
there  are  sufficient  oil  resources  to 
carry  us  through  the  entire  21st 
century,  even  at  current  consump- 
tion levels,"  he  says.  "And  if  we 
devise  ways  to  conserve  energy 
and  reduce  fuel  consumption,  I 
think  our  resources  will  last  even 
longer." 

Nakamura  believes  there  are 
many  others  in  the  auto  industry 
who  share  his  optimistic. view. 
"But,"  he  says,  "people  don't  come 
out  and  say  so  directly.  They  think 
it's  more  important  to  stress  the 
R&D  a  company  is  doing  on  non- 
gasoline  engines  and  alternative 
fuels.  Certainly,  we'll  have  to  think 
more  seriously  in  the  future  about 
alternative  engines  and  fuels,  but 


this  is  not  the  best  time  to  discard 
the  existing  infrastructure  based  on 
diesel  and  gasoline  engines. 

"Anyway,"  Nakamura  says,  "our 
principal  interest  regarding  engines 
is  to  promote  further  development 
of  our  current  gasoline  engines,  and 
make  them  cleaner  and  more  fuel- 
efficient.  The  latest  result  of  our  ef- 
forts is  the  MVV  1 500cc 
four-cylinder  engine  that  incorpo- 
rates vertical  vortex  and  lean-burn 
combustion  technology.  We 
mounted  this  engine  in  the  new  Mi- 
rage/Lancer we  marketed  in  Japan 
last  October.  It  provides  fuel 
economy  in  city  driving  equivalent 
to  that  of  diesel  engines,  which  is 
quite  good.  We  will  continue  devel- 
oping this  type  of  engine  as  an  al- 
ternative to  the  conventional  diesel 
engine." 

Safety  is  another  important  con- 
cern for  MMC.  "There  are  two  kinds 
of  safety  features  for  motor  ve- 
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hides,"  Nakamura  explains,  "active 
and  passive.  The  former  refers  to 
features  that  help  avoid  accidents; 
the  latter  refers  to  features  that  help 
reduce  the  damage  if  an  accident 
occurs." 

MMC  introduced  special  safety 
features  in  an  advanced  experimen- 
tal vehicle,  the  HSR-III,  displayed  at 
the  Tokyo  Motor  Show  last  Octo- 


ber. "The  HSR-Ill  expresses  our 
thinking  about  what  a  car  should  be 
like  when  we  emphasize  the 
driver,"  Nakamura  says.  "We  al- 
ready use  'all-wheel  control,'  for 
example,  in  some  of  our  cars,  and 
the  HSR-III  takes  that  thinking  a 
step  further.  All-wheel  control  gives 
a  car  outstanding  mobility  even  as  it 
heightens  its  ability  to  avoid  acci- 
dents. Also,  a  safety  mechanism 
shifts  the  car  into  auto  control  and 
assumes  the  driving  functions,  if 
necessary,  when  the  driving  burden 
is  greatest  on  the  driver. 

"One  of  the  innovative  safety  ap- 
proaches we're  considering,"  says 
Nakamura,  "is  using  lever-type  con- 
trols on  the  steering  wheel  to  replace 
the  accelerator  and  brake  pedals.  In 
medical  terms,  the  hand  responds 
faster  than  the  foot  to  instructions 
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from  the  human  brain,  and  hand- 
operated  levers  will  thus  improve 
the  chances  of  avoiding  an  accident. 
Also,  using  lever-type  controls  on 
the  steering  wheel  for  the  accelera- 
tor and  brake  pedals  will  enable 
persons  with  leg  handicaps  to  oper- 
ate the  vehicle.  The  HSR-III  adopts 
this  concept." 


OMURA 


Japan's  securities  industry  is  cur- 
rently undergoing  extensive  reform 
in  a  very  rapid  and  positive  fashion. 
Taking  the  "in-house"  lead  in  re- 
forming the  industry  is  Nomura 
Securities  Co.,  the  largest  securities 
house  in  the  world.  At  the  end  of 
last  July,  Nomura  urged  Honorary 
Chairman  Yukio  Aida,  a  44-year 
company  veteran,  to  end  his  brief 


period  of  retirement  and  lead  the 
company's  own  renovation 
efforts. 

Translating  a  regard  for  indi- 
vidual citizens  into  specific  action 
to  reform  Nomura's  organizational 
structure  is  an  area  that  absorbs 
much  of  Aida's  thinking.  "It  will 
continue  to  take  much  time  and 
great  effort,"  he  notes,  "but  mostly  I 
want  to  offset  quantity  with  quality, 
by  which  I  mean  human  quality. 
Up  to  now,  there's  been  too  much 
emphasis  on  quantity,  on  making 
money.  We  were  preoccupied  with 
volume:  the  more  the  better." 

Aida's  comment  about  volume  is 
buttressed  by  the  fact  that  the  stock 
market  in  Tokyo  is  now  as  large  as, 
or  larger  than,  those  in  New  York, 
London  and  other  major  financial 
centers.  Future  emphasis  on  quality 
is  certain  to  impose  on  Nomura 
abrupt  short-term  changes  that 
will  affect  the  rest  of  the  industry. 

"In  the  long  run,"  Aida  says, 
"Nomura  will  be  a  better-respected, 


truly  globalized  securities  house.  It 
will  be  known  as  a  company  that 
cares  about  the  human  aspect  of  the 


SAI-Vegetables 


NIKU-Meat 


Great  Flavor  Knows  No  Boundaries 


Our  world,  a  place  where  people  speak  a  multitude  of  languages  and  follow 
different  customs.  But  one  thing  is  universally  understood:  the  pleasure  of  enjoying 
great  food.  And  Kikkoman  offers  the  flavors  that  bring  people  together. 

We're  most  famous  for  our  soy  sauce.  But  today,  Kikkoman  represents 
much  more  than  soy  sauce.  Our  product  lineup  is  larger 
than  ever  before  and  includes  high  quality  wines,  soft 
drinks,  sauces  and  seasonings. 

Blending  over  three  centuries  of  experience  with 
the  latest  in  biotechnology  and  food  development 
activities,  Kikkoman  brings  out  the  best  in  any  cuisine. 


KiKKoman 


Kikkoman  Corporation 

1-25.  Kanda  Nishiki-cho,  Chiyoda-ku,  Tokyo  101,  Japan 


Production  Facilities:  Japan.  USA..  Singapore.  Brazil  and  Taiwan       Subsidiaries:  U.S.A.,  Canada,  F.R.Germany,  Hong  Kong,  Australia  and  Singapore 
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Xhe  eyes  have  one 
language  everywhere." 


George  Herbert 


True  vision  is  without  boundaries. 
So  when  the  New  York-based  Project 
ORBIS  developed  a  program  to  save  or 
restore  eyesight,  they  put  a  teaching 
hospital  on  an  airplane  and  took  it 
around  the  world. 

On  board  are  five  Toshiba  laptop 
computers.  Not  only  to  record  surgical 
schedules,  patient  records,  and 
lecture  materials,  but  also  to  manage  the 
flow  of  information  between  the  aircraft, 
Project  ORBIS  headquarters  and  its 
offices  throughout  the  world. 

For  Toshiba,  it's  one  more  chance  to 
help  all  of  us  see  a  better  tomorrow. 

In  Touch  with  Tomorrow 

TOSHIBA 


Color  TVs 
&VCRs 

Computers 
&  Printers 

Copiers 

CT  Scanners 

Digital 
Instrumentation 

Disk  Drives 

Facsimile 
Systems 

Industrial  Motors 
&  Controls 

Liquid  Crystal 
Displays 

Medical  TUbes 

Mobile  Electronics 

MR  Imaging 

Nuclear  Medicine 

OPTO  Electronic 
Devices 

Picture  Tkbes 

Professional 
Video  Systems 

Room  Air 
Conditioners 

Satellite  Receivers 
Semiconductors 

Telecommunication 
Systems 

Turbines  & 
Generators 

Ultrasound 

Uninterruptible 
Power  Supply 

Variable  Speed 
Drives 

X-Ray  Systems 
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securities  business,  and  will  win 
greater  international  trust.  Each  of 
its  employees  will  try  to  understand 
the  host  communities  where  they 
work  and  fit  in  as  good  citizens, 
whether  in  Japan  or  overseas." 

None  of  this  implies  that  it  is  im- 
proper for  a  company  to  be  profit- 
able, but  fairness  and  honesty  come 
first.  "In  the  international  market- 
place there  is  no  room  for  arro- 
gance or  deception.  Japanese 
companies  doing  business  overseas 
must  be  fair  and  open  with  their 
customers." 

Aida  believes  that  eventually  the 
meaning  of  "market"  will  change. 
"There  are  no  particular  markets 
anymore.  The  U.S.  market  is  actu- 
ally a  New  York-based  international 
market,  and  Japan's  is  a  Tokyo- 
based  international  market.  That's 
what  the  world  has  come  to.  But  no 
matter  what  currency  we  discuss, 
when  the  subject  is  international 
markets,  the  primary  trading  cur- 
rency is  still  the  American  dollar." 

As  world  markets  merge,  it  is 
crucial  for  participants  to  abide  by 
the  rules  of  the  international  finan- 
cial community.  Aida  has  been 
keenly  aware  of  this  ever  since  he 
first  went  to  the  U.S.  in  1958.  He  is 
well  known  for  his  extensive  over- 
seas contacts,  which  he  will  use  to 
full  advantage.  "My  main  role,"  he 
says  "is  to  act  as  the  interface  be- 
tween the  'New  Nomura'  and  the 
outside  world." 


ROTHER 


Brother  Industries,  Ltd.  is  very  ac- 
tive in  international  sports,  and  this 
is  a  source  of  some  pride  for  Brother 
employees  in  the  U.S.  and  world- 
wide. Says  President  Yoshihiro 
Yasui,  "Brother  was  established 
through  the  joint  efforts  of  my  fa- 
ther, his  five  brothers  and  four  sis- 
ters. So  the  notion  of  'brotherhood' 
—  the  very  essence  of  the 


Olympic  spirit — has 
particular  signifi- 
cance for  us." 

Brother  became 
an  official  sponsorof 
the  Olympic  Games 
in  1984  and  recently 
signed  for  sponsor- 
ship of  the  1992 
Games.  The  com- 
pany is  one  of  only 
three  Japanese  cor- 
porate sponsors,  and 
supports  the  Olym- 
pic movement  by 
supplying  2,500 
typewriters  to  the 
games. 

In  the  lobby  of 
Brother's  head  office 
in  Nagoya,  thereisa 
glass  case  displaying 
the  pure  silver,  two- 
foot-high   "Brother 
Cup."    This    is    awarded    to    the 
winner  of  the  International  Rhyth- 
mic Sportive  Gymnastics  Competi- 
tion held  in  Japan  every  May.  Top 
athletes  from  20  countries  partici- 
pate in  the  tournament,  which  is 
designated  as  a  World  Cup  qualifier. 
The  Brother  Cup  is  very  much  a  sym- 
bol of  the  "brotherhood  of  sports." 

Yasui  himself  is  a  keen  sports  fan. 
"As  far  as  participating  goes,"  he 
says,  "I  like  skiing  and  water  skiing. 
I  also  used  to  wind-surf,  but  it's  too 
strenuous  for  me  now."  He  prefers 
team  activity,  however,  when  it 
comes  to  spectator  sports.  His  favor- 
ite is  rugby,  and  he  is  vice  chairman 
of  the  Aichi  Prefecture  Rugby  Asso- 
ciation. 

Sports  is  not  the  only  area  in 
which  Brother  contributes  to  the  in- 
ternational community.  As  part  of  its 
globalization  policy,  the  company 
supports  education  and  the  arts 
throughout  the  world.  Brother's 
backing  of  the  Halle  Orchestra, 
based  in  Manchester,  England,  is 
among  the  largest  single  sponsor- 
ships ever  given  to  an  orchestra  in 
the  U.K.  The  company  also  supports 
"The  International  Contest  For 
Young  Fashion  Creators."  Many  of 
the  world's  most  talented  young  de- 


signers have  their  international  de- 
but at  this  event,  held  in  Paris. 

In  the  U.S.,  where  Brother  began 
production  in  1 987,  the  company  is 
committed  to  supporting  education. 
In  1989,  Brother  announced  it 
would  underwrite  a  national  educa- 
tion program  with  the  Smithsonian 
Institute.  As  the  first  corporate  spon- 
sor for  the  Smithsonian's  Office  of 
Elementary  and  Secondary  Educa- 
tion, Brother  supplied  curriculum 
kits  to  students  at  5,000  high 
schools. 

Yasui  also  emphasizes  an  inter- 
national orientation  in  business. 
Brother  currently  has  production  fa- 
cilities in  eight  countries,  including 
Japan,  and  sales  subsidiaries  in  19 
countries.  "In  order  to  establish 
prompt  and  stable  supply  of  prod- 
ucts and  help  ease  trade  friction,  we 
have" expanded  our  overseas  pro- 
duction in  recent  years,"  notes 
Yasui.  "Recently,  our  overseas  pro- 
duction ratio  has  reached  the  20% 
mark. 

"The  days  are  long  gone  when 
lapanese  companies  could  produce 
hardware,  export  it  to,  say,  the  U.S., 
sell  it,  and  then  forget  about  it."  A 
clear  expression  of  that  statement  is 
the  $10  million  Brother  Training 
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Dont  blow  it 


We  all  know  that  to  make  a  wish  come  true 
you  have  to  blow  out  the  candles.  Unfortunately, 
protecting  our  planet  is  going  to  take  a  lot  more 
than  wishful  thinking. 

At  C.  Itoh  our  purpose  in  establishing  the 
Department  of  Global  Environment  is  to 
address  many  of  the  problems  that  can  still  be 
remedied,  so  that  we  can  help  put  the 
environment  back  in  healthy  condition.  Now 


our  management  policies  are  looked  at  for 
their  ecological  soundness  as  well  as  economic 
benefit.  And  that's  in  addition  to  our  growing 
involvement  in  eliminating  acid  rain,  global 
warming  and  deforestation. 

The  way  we  look  at  it,  this  could  be  our  last 
chance  to  do  something  to  help  the  Earth.  And 
we  don't  plan  to  blow  it. 
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We'll  put  the  whole 

worid  in 
your  hands 
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Information  and  resources 
for  global  success 

From  brokerage,  to  portfolio  advice 
and  management,  to  flexible  and 
responsive  corporate  finance  and 
M&A  assistance,  Yamaichi  is  hel|> 
ing  clients  realize  top  performance 
in  their  international  business 
activities. 

As  a  fully  integrated  financial 
institution  with  broad  international 
expertise,  Yamaichi  applies 
advanced  information  resources 
and  leading-edge  financial 
technology.  To  identify  a  world  of 
financial  potential,  and  place  it 
firmly  within  your  grasp. 
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Center,  currently  under  construction 
near  Brother's  head  office.  "The 
new  center  will  be  a  medium  for 
transferring  production  technology 
and  managerial  expertise  to  our 
overseas  dealers  and  industrial  cus- 
tomers/' Yasui  says.  "In  the  apparel 
machinery  industry  —  one  of  our 
main  areas  of  business  —  produc- 
tion systems  are  becoming  more  in- 
tegrated, and  machines  increasingly 
sophisticated  and  complex.  So  we 
bring  our  overseas  employees  to  our 
headquarters  for  special  training.  It 
may  cost  us  something  initially,  but 
in  the  long  run  we  will  benefit  in 
business  terms  and  in  goodwill  —  a 
growth  in  'brotherhood,'  if  you 
like." 


ITSUBISHI 
ELECTRIC 

Mitsubishi  Electric  Corporation  is 

one  of  Japan's  most  popular  all- 
round  electronics  equipment  and 
systems  makers.  With  subsidiaries 
and  affiliates  in  32  countries,  the 
company  has  97,000  employees 
and  manufactures  thousands  of  prod- 
ucts. Its  operations  include  space 
development,  semiconductors, 
communications  and  information- 
processing  systems,  AV  equipment, 
home  electronics,  energy,  industrial 
equipment  and  transportation  sys- 
tems. Mitsubishi  Electric  projects 
consolidated  sales  for  1992  of 
¥3,400  billion  (approximately  $26.2 
billion). 

President  Moriya  Shiki,  known 
for  his  outspoken  manner  and  the 
human  touch  he  brings  to  manage- 
ment, says,  "I  want  us  to  maintain 
the  image  we  have  built  up  over  the 
years  of  being  a  friendly,  accessible 
company."  Mitsubishi  Electric's 
business  activities  reflect  this 
"friendliness"  on  many  levels,  such 
as  demonstrating  a  willingness  to 
cooperate  with  other  companies 
and  investing  overseas.  Two  recent 
agreements  with  U.S.  companies 


emphasize  such  cooperation. 

"Last  May,"  Shiki  explains, 
"Mitsubishi  Electric  and  Hewlett- 
Packard  (HP)  agreed  to  run  HP's 
UNIX  system  on  Mitsubishi 
Electric's  new  RISC  series  of  work- 
stations and  servers.  We  have  recog- 
nized the  growing  demand  in  the 
market  for  distributed  processing 
and  multiprocessing  technology, 
and  decided  that  HP's  HP-UX 
would  be  the  most  appropriate  form 
of  UNIX. 

"In  early  October,"  he  continues, 
"we  established  a  long-term  rela- 
tionship with  AT&T  to  develop  high- 
performance  gallium-arsenide 
integrated  circuits  for  non-military 
use.  One  application  of  these  ICs  is 
in  devices  that  will  make  cellular 
telephones  lighter  and  prolong  bat- 
tery life." 

Mitsubishi  Electric  takes  interna- 
tional cooperation  seriously:  In  April 
1991,  the  company  founded  the  In- 
ternational Collaboration  Develop- 
ment Office  to  better  coordinate 
joint  international  activities. 

"But  not  all  our  overseas  invest- 
ments are  joint  ventures,"  Shiki  says. 
"We  will  open  a  plant  in  Germany 
in  early  1992  for  producing  4- 
megabit  DRAMs  and  other  ad- 
vanced ICs.  In  Thailand,  we  are 
building  a  plant  for  manufacturing 
elevators  and  escalators,  slated  to 
open  in  mid-1992.  These  two  plants 
will  each  create  some  500  job  op- 
portunities. 

"One  of  my  mottoes  is  'Bear 
small,  and  grow  large,'"  Shiki  says. 
"Fit  in  as  a  local  citizen  first,  and 
then  consider  wider  spheres  of  cor- 
porate activities." 

A  recent  philanthropic  develop- 
ment in  the  U.S.  was  the  establish- 
ment of  the  Mitsubishi  Electric 
America  Foundation.  "Interest 
earned  from  our  initial  endowment 
of  $1 5  million,"  Shiki  says,  "is  al- 
lowing grants  to  be  made  in  the  im- 
portant social  areas  of  rehabilitation, 
education  and  vocational  training  of 
handicapped  children  and  young 
adults. 

"Our  philosophy  is  the  same 
throughout  the  world,"  Shiki  says. 


"We  want  to  provide  quality  prod- 
ucts that  meet  the  needs  of  the  mar- 
ketplace, and  we  want  to  create  job 
opportunities  as  a  way  to  contribute 
to  the  local  community.  One  of  our 
most  important  assets  is  the  trust  and 
confidence  placed  in  us  by  our  cus- 
tomers and  other  people  in  our  re- 
gional communities." 


KURA 


To  the  guest  entering  the  Hotel 
Okura,  one  of  the  first  impressions  is 
of  traditional  Japanese  hospitality. 
"Our  guests  frequently  comment 
how  much  they  enjoy  the  very  Japa- 
nese atmosphere  of  the  hotel,"  says 
Managing  Director  Goro  Yamazaki. 
"They  also  appreciate  our  efforts  to 
blend  traditional  style  with  the  con- 
venience of  ultramodern  facilities. 
Our  Executive  Service  Salon,  Health 
Club  and  other  amenities  are  unpar- 
alleled." 

The  hotel  also  trains  its  multina- 
tional staff  to  provide  the  best  ser- 
vice to  guests.  "We  emphasize 
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Human  Equality, 

Cultural  Understanding, 

And  Business 


Yoshio  Maruta 

Chairman,  Kao  Corporation 


Chairman  Yoshio  Maruta  was  born  in  Nagano  City, 
japan  in  1914.  In  1935  he  joined  Kao  Corporation, 
then  known  as  Kao  Soap  Co.,  Ltd.  He  has  been 
heading  Kao's  operations  since  he  became  president 
in  1971.  Kao  Corporation  has  distinguished  itself 
by  providing  consistent  quality  and  service  to  its 
customers  for  over  100  years. 
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Yoshio   Maruta   of  Kao  Corporation    , 
a  foremost  leader  in  Japanese  busine^ 
circles.  Globally  minded.  Dr.  Maruta 
especially  well  known  for  his  outspoke 
criticism  of  Japan's  unclear  internationi 
stance.  After  graduating  from  Kiryu  Tecl" 
nical  College  in  1935  with  a  major  in  ap 
plied  chemistry,  Maruta  joined  Kao  Soa; 
Company,  the  forerunner  of  Kao  Corpc^ 
ration.  While  still  at  Kao,  Maruta  returnei  JirtK 
to  school  and  in  1948  earned  a  doctoratt, 
from  the  University  of  Kyoto.  He  learnec 
about  the   importance  of  creative   re 
search  at  university,  but  it  was  after  be 
coming  president  of  Kao  Corporation  ir 
1971,  a  post  he  subsequently  held  for  1S- 
years,  that  he  learned  his  most  importan, 
lessons  about  human  beings  and  value; 
in    life,    lessons   he   strives   assiduously 
today  to  transmit  to  others.  ] 


Q:  How  do  you  view  the  dissolution  and 
democratization  of  the  Soviet  Union? 

A:  I  welcome  those  developments  un- 
conditionally. Two  particularly  clear 
points  are,  first,  that  President  Gorbachev 
not  only  led  the  dissolution  of  the  Soviet 
Union,  but  also  made  it  possible  to 
create  a  new  Soviet  Union,  and  second, 
the  U.S.,  as  a  representative  of  the  West, 
made  a  great  contribution  to  that  end, 
and  in  the  process  became  the  world's 
most  powerful  nation,  not  only  in  name, 
but  in  substance. 

Also,  I  think  the  foresight  of  presidents 
Reagan  and  Bush,  and  their  determina- 
tion not  to  compromise,  contributed 
much  to  the  success  of  the  talks  to  re- 
duce nuclear  arms.  I  cannot  help  having 
great  respect  for  the  United  States  for  the 
tremendous  contribution  it  is  making  in 
realizing  world  peace  and  maintaining  a 
stable  world  order. 

In  Japan,  meanwhile,  many  members  of 
the  intelligentsia  still  embrace  Marxism 
and  Leninism,  and  they  have  exerted  a 
strong  negative  influence  on  education 
and  the  mass  media.  Now  that  Marxism 
and  Leninism  have  been  proven  to  be 
unreliable,  I  think  there  should  be 
a  widespread  move  to  correct  such 
thinking. 


Q:  What  do  you  think  is  lapan's  role  in 
the  international  community? 

A:  As  you  know,  restrictions  built  clearly 
into  its  constitution  prevented  japan 
from  providing  military  assistance  to  the 
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coalition  forces  after  war  erupted  In  the 
Persian  Gulf  early  last  January.  In  my 
{opinion,  Japan  should  adopt  a  system- 
including,  if  necessary,  constitutional 
reform— that  will  allow  it  in  the  future  to 
respond  expeditiously  to  similar  calls  for 
J  cooperation  to  maintain  international 
I  order.  Also,  I  think  Japan's  current  gener- 
ation of  business  and  government  lead- 
ers have  been  concerned  for  so  long 
with  internal  affairs  that  they  are  almost 
totally  ignorant  of  the  importance  of  ex- 
ternal considerations.  There  are  things 
'  I  that  Japan  can  do.  In  order  to  defend 
'"'  the  cause  of  free  trade  from  a  global  per- 
^  spective,  for  example,  it  can  take  the 
^  initiative  to  help  resolve  conflicts  related 
^  to  GATT  and  the  Uruguay  Round  of  trade 
talks.  Certainly,  the  introduction  of  pro- 
tectionist measures  is  not  the  best  way 
to  resolve  agricultural  problems.  Even 
^  without  such  protection,  Japan's  farmers 
are  capable  of  responding  sufficient- 
*|  ly  to  international  competition,  and  I 
think  leaving  the  matter  to  free  market 

(mechanisms    will    bring    about    much 
better  results. 


Q:  Kao  Corporation  is  known  especially 
for  its  household  and  personal  care 
products.  Can  you  tell  us  more  about 
your  company? 

"A:  Rather  than  a  company,  Kao  today  is 
a  group  that  operates  across  a  spectrum 
of  related  fields.  We've  expanded  and 
diversified,  moving  into  areas  such  as 
food  products  and  fatty  and  specialty 
chemicals,  and  applying  our  expertise  in 
^surface  science  and  polymer  chemistry 
to  developing  durable  floppy  disks.  We 
also  produce  digital  audio  tapes  and 
heat-sensitive  paper  for  facsimiles  and 
word  processors. 

Kao  alms  to  serve  consumers  around  the 
world  by  providing  Innovative  products 
developed  using  breakthrough  technol- 
ogy. Rather  than  winning  out  in  competi- 
tion with  other  companies  or  increasing 
its  market  share,  Kao's  primary  corporate 
objective  Is  to  provide  quality  services 
and  products  to  its  customers. 


Q:  Kao  places  a  good  deal  of  emphasis 
on  R&D.  What  is  your  approach  to  R&D? 

A:  Among  Japanese  corporations  Kao  is 
unique  for  the  paramount  importance  it 
places  on  R&D.  For  example,  about  28% 
of  our  overajl  work  force  of  7,500  Is  en- 
gaged in  R&D.  Our  aim  Is  to  create  origi- 
nal, user-friendly,  high-quality  products 
through  interdisciplinary  research,  and 
we  are  constantly  striving  to  develop 
breakthrough  technology. 


Q:  Your  personal  philosophy  about 
human  beings  being  equal  is  unique  for 
a  businessman.  Would  you  explain  that 


philosophy  and  how  you  apply  it  to 
business? 

A:  When  I  suddenly  became  president 
a  little  over  20  years  ago  I  was  not  fully 
prepared  for  my  duties.  In  my  search  for 
guidance,  I  began  practicing  Zen  medi- 
tation and  reading  philosophy  books. 
And  finally  I  was  Introduced  to  the 
teachings  of  Japan's  Prince  Shotoku  and 
those  of  the  Zen  priest  Dogen. 
The  central  idea  in  Prince  Shotoku's 
teachings  Is  that  there  Is  one,  and  only 
one,  universal  truth:  human  beings  are 
unconditionally  equal.  I  gradually  un- 
derstood the  significance  of  that  univer- 
sal truth,  and  I  have  tried  to  keep  Kao 
Corporation  competitive  in  business 
while  managing  it  according  to  the  prin- 
ciples of  Prince  Shotoku. 
Dogen,  too,  is  more  a  man  of  philosophy 
than  of  religion.  He  taught  that  man's 
subjective  perception  tends  to  blind  him 
to  the  natural  order  of  the  universe.  He 
says  we  should  concentrate  totally  on 
perfecting  the  task  at  hand  and  doing 
so  will  lead  to  an  understanding  of  the 
truth.  As  you  can  see,  this  idea  Is  im- 
mediately applicable  to  business,  be- 
cause an  understanding  of  the  truth 
Dogen  wrote  about  leads  not  only  to 
spiritual  enlightenment  but  also  to 
creativity  and  innovation,  two  essential 
ingredients  for  corporate  success  through 
service  to  consumers  In  the  contem- 
porary economic  situation. 


Q:  What  basic  corporate  philosophy 
guides  Kao  in  its  everyday  operations? 

A:  Besides  an  emphasis  on  cleanliness  of 
body  and  mind,  every  aspect  of  our  busi- 
ness operations  must  reflect  the  absolute 
equality  and  dignity  of  all  human  beings. 
Having  said  that,  we  know  that  human 
beings  are  vulnerable,  and  therefore 
those  In  higher  positions  must  lead  those 
In  lower  positions  in  the  direction  of 
truth.  One  specific  way  we  practice  this 
philosophy  Is  by  sharing  information 
resources  at  all  work  levels.  In  that  sense, 
Kao's  organization  doesn't  fit  the  familiar 
pyramid  structure,  because  subordinates 
have  access  to  the  same  information  as 
managers.  We  also  emphasize  the  need 
for  dialogue  and  discussion,  horizontally 
as  well  as  vertically,  which  helps  to  inte- 
grate and  unify  our  operations.  This 
egalitarian  approach  to  our  employees, 
suppliers,  and  customers  has  made  us 
into  a  closely  knit  group. 


Q:  What  degree  of  importance  does  Kao 
place  on  automation  and  computers? 

A:  Computers  and  communications  net- 
works have  developed  tremendously 
and  become  less  expensive.  Using  them, 
I  think  it  is  important  to  turn  corpora- 
tions into  structures  that  systematize  in- 


formation flows  and  allow  all  employees 
to  develop  their  creativity  to  the  greatest 
degree  possible.  At  Kao,  we  let  com- 
puters handle  as  much  noncreatlve  work 
as  possible,  allowing  our  employees  to 
concentrate  on  creative  work. 
We  also  have  our  staff  write  our  own 
software.  In  order  to  train  computer 
technicians  and  other  employees  to  be 
creative,  Kao  has  invested  ¥15  billion 
(about  $115  million)  In  training  and 
education  facilities.  The  results  of  these 
activities  will  benefit  consumers  around 
the  world  10-20  years  from  now. 


Q:  What  is  Kao  Corporation  doing  in 
the  area  of  environmental  protection? 

A:  Kao  is  very  active  in  protecting  the  en- 
vironment. For  example,  Kao  has  moved 
faster  than  other  companies  in  develop- 
ing more  compact  products,  and  in 
switching  from  plastic  to  cardboard  con- 
tainers, both  of  which  conserve  energy. 
Kao  today  uses  40%  less  energy  In  its 
overall  operations  than  it  did  at  the  time 
of  the  first  oil  crisis  in  1973. 
Also,  Kao  has  a  70%  share  of  the  Japa- 
nese market  for  de-inking  agents,  clean- 
ing agents  used  when  processing  old 
paper  for  recycling.  In  the  United  States, 
the  percentage  of  old  paper  being  re- 
cycled Is  much  lower  than  in  Japan,  but 
Kao  began  producing  de-Inking  agents 
in  the  U.S.  in  early  1991,  thereby  con- 
tributing to  more  effective  use  of  natural 
resources. 


Q:  In  conclusion,  do  you  have  any 
special  message  for  the  people  of  the 
United  States? 

A:  Japan's  contemporary  prosperity  be- 
gan in  the  postwar  years  with  tremen- 
dous aid  from  the  United  States,  which 
made  our  country's  miraculous  recovery 
possible.  Personally,  I  was  afforded  the 
opportunity  at  that  time,  in  the  context 
of  American  support  to  develop  Japan's 
scientific  and  technological  research,  to 
visit  a  number  of  American  universities 
and  research  centers.  The  tremendous 
potential  of  the  United  States,  the  world's 
leader  at  the  time,  overwhelmed  me. 
The  message  I  have  for  Americans  Is  the 
same  as  It  Is  for  Japanese.  Both  must  un- 
derstand that  respect  for  human  dignity 
Is  more  Important  than  making  a  profit 
in  business.  We  must  try  to  understand 
each  other's  culture  better.  We  are  all 
human  beings,  and  if  we  think  creatively 
together  I  am  convinced  we  can  over- 
come whatever  national  or  cultural 
barriers  block  the  way  to  mutual  under- 
standing. It  will  not  be  easy,  but  the 
result  will  be  worth  the  effort. 


Kao  Corporation 
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How  To  Succeed 
In  Japan's  Tough  But 
Rewarding  Market 

For  IBM,  Proctor  &  Gamble  and  many  other 
U.S.  corporations,  japan  is  a  $1  billion  a  year 
market.  Two  Tokyo-based  Japan  hands  discuss 
the  formula  of  success  in  the  world's  second 


BILLTOTTEN  (left),  WILLIAM  R.  FARRELL  (right) 


largest— and  perhaps  the  most  dynamic- 
market.  The  key  ingredient:  a  lasting  commit- 
ment to  the  market. 


As  American  Businessmen 
Working  In  Japan,  How  Do  You 
Look  At  The  Current  U.S.-japan 
Economic  Relations  From  The 
Other  Side  Of  The  Pacific 
Ocean? 

FARRELL:  Our  economic  relations  are 
closely  linked  to  our  political  relations 
and  both  are  terribly  complex.  To  say 
these  relations  are  good  or  bad  is  a  sim- 
plification. I  would  venture  to  say  that 
ours  is  a  relationship  that  needs  tending 
and  care  by  both  sides.  Nearly  50  years 
after  the  war,  the  U.S.  and  Japan  still 
have  a  lot  more  to  learn  about  and  from 
each  other. 

TOTTEN:  I'd  say  there's  actually  no  trade 
problem  whatsoever  between  our  two 
countries,  if  you  look  at  valid  statistics. 
The  Japanese  buy  just  as  much  from  us 
as  they  sell  to  us.  Japan  has  only  half  our 
population,  so  per  capita  they're  buying 
twice  as  much  from  us  as  they  are  selling 
to  us.  For  instance,  they  are  our  farmers' 
best  customers,  buying  20  percent  of  our 
agricultural  exports  and  70  percent  of 
our  beef  exports  every  year. 

FARRELL:  I  think  there's  a  lot  more  to  the 
answer  about  the  trade  friction.  Quite 
frankly,  the  American  economy  is  having 
difficulties.  There  are  people  who  take 
Japan  as  a  convenient  target,  but  I  think 
it's  much  more  symptomatic  of  the  exist- 
ing economic  problems:  because  many 
Americans  today  actually  see  a  contrac- 
tion of  their  wallets  and  feel  threatened 
and  uneasy. 


What  About  The  Current 
Dispute  Over  The  Export  Of 
American  Rice  To  The  Japanese 
Market? 

TOTTEN:  We  never  mention  that  Japa- 
nese are  our  farmers'  best  customers, 
and  all  we  do  is  harp  on  the  one-percent 
they  don't  buy. 

FARRELL:  The  rice  issue  seems  an  un- 
necessary distractor  that  is  getting  too 
much  attention.  There  are  many  other, 
much  more  complicated  problems  that 
need  to  be  addressed.  Certainly,  our 
agricultural  sales  to  Japan  are  enormous. 
But  the  worrisome  part  is  the  nature  of 
our  trade  relationship  and  the  type  of 
products  going  back  and  forth  between 
the  U.S.  and  Japan,  and  basically  trying 
to  balance  the  trade  on  our  raw  materials 
and  their  manufactured  goods.  What 
does  that  mean  for  the  future  of  the  U.S.? 

TOTTEN:  That's  an  excellent  point. 
I'm  afraid  we  are  shooting  ourselves.  For 
instance,  we're  falling  behind  in  com- 
puters because  we  don't  have  an  active 
television  industry  any  longer.  This 
makes  it  virtually  impossible  to  make  the 
screens  that  go  on  computers.  We  can't 
make  a  lot  of  other  things  that  we  could 
if  we  had  a  strong  TV  industry.  I'm  not 
defending  Japan  because  Japan  has  a  lot 
of  problems  of  its  own,  but  I'm  worried 
about  my  fellow  American  citizens. 
We  should  be  concentrating  on  what's 
happening  in  our  own  country  instead  of 
blaming  it  on  the  Japanese  and  deflect- 
ing attention  to  japan. 


t! 


More  Than  A  Few  People  In  The 
U.S.  Have  Criticized  Japan  For 
Maintaining  A  "Closed  Market" 
Policy.  From  Your  Own 
Experience,  How  Credible  Is 
Such  A  Perception? 

TOTTEN:  I  came  to  Japan  19  years  ago 
and  started  my  computer  software  com- 
pany with  $25,000  borrowed  from  five 
persons.  Today,  it's  a  $140  million  com- 
pany with  717  employees.  I  just  can't  see 
from  my  own  experience  how  this  market 
is  a  closed  market. 

FARRELL:  The  Japanese  market  has  been 
opening  up  over  the  past  few  years,  but 
there  still  is  the  perception  that  Japan  is  a 
very  closed  market.  The  biggest  impedi- 
ment for  U.S.  trade  in  Japan  right  now, 
however,  is  not  "government  regulation" 
but  the  high  cost.  In  a  time  when  resources 
are  constricted,  the  price  of  doing  busi- 
ness in  Japan  has  become  extremely  high, 
including  land,  labor,  and  materials. 

Obviously,  A  Good  Number 
Of  American  Companies  Are 
Successful  In  Japan.  Could  You 
Discuss  Why  You  Think  They 
Are  Doing  Well? 


FARRELL:  As  you  know,  a  lot  of  American 
companies  are  doing  very  well  in  japan- 
Motorola,  Digital  japan,  IBM,  Kodak, 
just  to  mention  a  few.  In  order  to  be  suc- 
cessful in  Japan,  American  companies 
have  to  recognize  that  their  customers 
are  Japanese  and  that  certain  adaptations 
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products  and  ideas  are  definitely 

quired  because  the  Japanese  are  very 

ugh  customers.  All  the  successful 

merican  companies  in  Japan  are  those 

ing  to  adapt  themselves  to  the  local 

nvironment  and  also  having  the  capital 

do  that. 

OTTEN:  Last  year  in  Japan,  Proctor  and 
amble  did  a  billion  dollars'  worth  of 
usiness.  IBM  sold  more  than  a  billion 
'ollars'  worth  of  computers.  I  think, 
owever,  that  U.S.  business  and  Japanese 
usiness  are  fundamentally  different  in 
erms  of  the  purpose  of  business.  Putting 
t  simply,  an  American  company  is  run 
.0  enrich  the  stockholders  by  producing 
ihort-term  profits,  while  a  Japanese  com- 
3any  emphasizes  the  employees'  welfare 
hrough  life-time  employment  and  seeks 
long-term  profits.  P&G  and  IBM  are 
mong  those  American  companies  in 
apan  that  have  come  to  grips  with  the 
need  to  adapt  themselves  very  well. 


BILLTOTTEN 

FARRELL:  I  agree.  The  successful  Ameri- 
can companies  have  all  adapted  them- 
selves to  the  Japanese  market  well.  That 
requires  preparation  and  patience.  They 
have  played  by  the  market  rules  that  are 
prevalent  in  Japan. 

So  You  Think  The  Japanese 
Market  Isn't  As  Unique  As  Some 
People  Think? 

FARRELL:  I  don't  think  Japan  is  that  unique, 
or  peculiar.  Japan  is  a  "Japanese"  market 
with  Japanesecustomers,  so  you  have 
to  sell  to  their  wants  and  needs.  Japan's 
"uniqueness"  has  been  perpetuated  by 
both  sides  far  too  much.  There  should  be 
more  Japanese  speaking  directly  to  the 
American  people— not  through  U.S.  PR 
firms— to  provide  a  better  picture  of  Japan. 

TOTTEN:  I  think  that  there  is  a  lot  of 
problems  and  misunderstandings  be- 


tween America  and  Japan,  which  has 
been  brought  upon  by  a  lack  of  smooth 
communication  between  our  two 
nations.  While  I  believe  more  Americans 
ought  to  learn  to  speak  the  Japanese 
language  when  doing  business  in  Japan, 
the  Japanese  should  make  greater  efforts 
to  sell  their  views  to  the  American  citizen. 
If  Japanese  private  business  can  sell  itself 
so  well  in  the  U.S.,  why  can't  the  govern- 
ment sell  itself  in  the  U.S.? 

FARRELL:  A  frustrating  thing  is  the 
scenario  that  people  have  to  talk  about 
the  U.S.-Japan  relationship  in  military 
terms— such  as,  "the  coming  war  with 
Japan."  It's  a  marketing  tool  that  makes 
books  sell.  If  you  want  to  talk  about  the 
U.S.-Japan  relationship  in  an  adversarial 
sense,  let's  bring  it  down  to  a  sports 
analogy,  because  what  we  have  is  a  fairly 
intensive  economic  competition— not 
war.  And,  if  we  lose  one  game,  it's  incum- 
bent upon  us  to  go  back  and  practice 
hard  and  come  back  and  win  the  next 
game.  In  that  sense,  we  are  a  stimulus  to 
both  sides. 

TOTTEN:  I  can't  agree  with  you  more. 
In  business,  you  never  obliterate  your 
opponent.  You  always  need  your  oppo- 
nent to  stimulate  you  to  better  quality, 
productivity,  and  service.  And,  if  the  pur- 
pose of  a  business  is  to  serve  a  customer, 
then  more  competitors  give  the  customer 
better  freedom  of  choice. 

Isn't  "Keiretsu"  Construed  As 

A  Typical  Example  Of  The  Peculiarity 

Of  The  Japanese  Market? 

FARRELL:  My  feeling  is  that  "KEIRETSU" 
—which  is  a  term  to  simply  describe  cor- 
porate affiliations— is  a  very  simple  word 
that's  greatly  misunderstood.  There  are 
some  positive  aspects  in  terms  of  corporate 
relationships,  dealing  within  a  group,  and 
forming  strong  alliances.  The  part  that 
most  of  us  would  criticize  isthe  exclusion- 
ary aspect  of  it.  This  is  a  serious  problem, 
and  I  think  the  term  is  very  poorly  under- 
stood outside  Japan.  People  talk  so  much 
about  Keiretsu  and  human  relations  as  if 
Japan  had  a  monopoly  on  human  relations, 
but  that's  also  very  true  in  the  States. 

TOTTEN:  I  think  if  somebody  says  you 
should  always  buy  a  product  at  the 
cheapest  price,  and  not  consider  the 
trust  or  the  past  relationship  with  the 
supplier,  it's  very  simple-minded  way  of 
doing  business.  I  don't  know  anyone  that 
does  business  that  way. 


FARRELL:  The  whole  concept  of  Keiretsu 
is  much  more  complex  than  most 
Westerners  will  allow.  It's  important 
to  understand  it  and  I  think  in  some 
respects  that  success  in  the  Japanese 
market  is  getting  into  somebody's 
Keiretsu.  This  applies  to  Japanese  com- 
panies also  who  seek  to  enter  a  new 
market  area  in  Japan. 


WILLIAM  R.  FARRELL 

What  Advice  Would  You  Give 
A  Newcomer  To  The  Japanese 
Market? 

FARRELL:  Do  your  homework,  which  is 
part  of  understanding  the  market.  First, 
know  what  your  product  is,  who  your 
competition  is,  where  you  want  to  sell  it, 
by  understanding  that  the  customer's 
perception  of  your  product  and  how  it  is 
viewed  is  going  to  be  different  in  Japan. 
Secondly,  be  prepared  not  to  be  satisfied 
with  your  current  product,  but  always 
think  about  the  next  generation  and  the 
following  generation.  In  other  words, 
you  need  an  intellectual  commitment  to 
do  business  in  Japan,  not  just  the  product 
you  want  to  sell. 

TOTTEN:  Also  realize  that  good  American 
companies  are  very  successful  in  Japan. 
You  have  to  come  understanding  that 
Japan  is  the  world's  second  largest  market, 
very  dynamic  and  very  lucrative.  I  would 
go  to  talk  to  the  IBMs,  the  McDonalds, 
the  Proctor  and  Gambles,  the  Max  Factors, 
and  the  American  Family  Life  Insurances 
—somebody  that's  in  your  field  and  find 
out  why  they're  so  successful. 


BILLTOTTEN:  Born  in  Long  Beach,  California,  in 
1941.  President  of  K.K.  Ashisuto  (established  in  1972), 
a  Tokyo-based  group  of  companies  that  distributes 
computer  software  packages. 

WILLIAM  R.  FARRELL:  Born  in  Bronx  N.Y.,  in  1944. 
Executive  Director  since  May  1990of  the  American 
Chamber  of  Commerce  in  Japan  comprising  650 
U.S.  corporations  doing  business  in  Japan. 


We  build  on  common  ground. 


IBM  Japan  Yamato  Laboratory. 

Designed  and  huilt  by 
Takenaka  Corporation. 


Eastman  Kodak  (Japan)  R&D  Center. 

Designed  and  built  by 
Takenaka  Corporation. 


Procter  &  Gamble  Far  Eaat 
Administration  Building. 

Designed  and  built  by 
Takenaka  Corporation. 


We  build  in  Japan.  For  American  companies. 

There's  an  ocean  between  us  but  little 
else.  Because  we  understand  the  expectations 
of  U.S.  firms  as  well  as  the  complexities  of 
Japanese  real  estate. 

You  expect  turnkey  services.  So  we 
handle  everything  from  site  selection  through 
design  and  construction  to  post-completion 
maintenance. 

You  expect  reliable  performance.  So  we 
employ  integrated  systems  that  overlook 
nothing. 

You  expect  answers.  So  we  speak  from 
380  years  of  experience. 

But  if  getting  answers  means  dialing  14 
digits  to  reach  where  it's  now  two  in  the 
morning,  so  what? 

So  with  stateside  offices  on  both  coasts, 
we  also  have  common  working  hours. 


Breaking  new  ground  in 
construction  and  engineering. 

63  TAKENAKA 

Planners,  Architects,  Engineers  &  Contractors 


TAKENAKA  CORPORATION    21-1    Gmza  8-chome  Chuo-ku  Tokyo  104,  lapan  Phone  03-3542-7100  Fax;  03-3545-9385  Telex  TAKTOK  126167 
U.S.A.:  Takenaka  International  (USAI  Ltd    New  York  Office:  70  E    55th  St  .  New  York   NY  10022   USA  Tel   (212)  759-3375  Fax:  (2121  758-7274 
Europe:  Takenaka  Europe  G.m.b.H.:  Ost  Strassc  10,  4000  Dusseldorf  I.  Germany  Tel  (2111  167940  Fax  (2111  1679444 
South  East  Asia:  Singapore  Representative  Office:  Room  18-04  Wisma  Atria.  435  Orchard  Road.  Singapore  0923  Tel:  737561 1  &  7323539  Fax  7335991 
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Continued  from  S-23 

excellence  in  accommodation,  cui- 
sine and  service,"  Yamazaki  ex- 
plains, "and  we  back  that  up  with 
superior  personnel.  Within  the  inter- 
national Hotel  Okura  chain  there  is 
an  active  staff  exchange  program 
that  enables  each  employee  to 
upgrade  his  standard  of  service." 

The  company  is  also  considering 
building  two  new  hotels  in  Japan. 
"Growth  to  us,"  Yamazaki  notes, 
"means  providing  our  guests  with  the 
same  high-quality  accommodation  of 
the  Hotel  Okura  in  new  locations." 


IPPON  STEEL 

President  Hiroshi  Saito  of  Nippon 
Steel  Corporation,  the  world's  larg- 
est steelmaker,  says  his  company's 


new  medium-term  business  plan  — 
supported  by  a  "multiple-business 
strategy"  —  projects  total  sales  of 
¥3.5  trillion  (about  $26.4  billion)  by 
the  end  of  March  1993. 

"Although  our  new  plan  calls  for 
diversification,"  Saito  says,  "our 


new  business  ventures  all  tie  in  with 
steel.  When  the  new  plan  is  com- 
pleted, steelmaking  operations  will 
account  for  64%  of  total  sales,  com- 
pared with  the  present  75%." 

The  principal  non-steel  areas  are 
chemicals,  engineering  and  con- 
struction, electronics  and  informa- 
tion/communications, and  new 
materials.  Together,  they  represent  a 
bold  expansion  in  the  scope  of  the 
company's  business.  In  1987,  the 
company's  articles  of  incorporation 
were  changed  to  cover  these  and 
other  new  business  ventures  for 
multiple-business  management. 

The  technology  of  system  integra- 
tion was  one  of  the  assets  that  justi- 
fied the  move  into  new  business 
areas.  "Steel  manufacturing  is  a 
complicated  technology,"  Saito 
says,  "that  requires  a  great  deal  of 
hardware  and  software.  In  the  pro- 
cess of  developing  that  software  for 
areas  such  as  production  control  at 
our  1 0  steelworks,  we  ended  up 
with  about  3,000  in-house  software 
specialists.  We  have  four  software 
companies  now  and  are  marketing 
our  software  for  use  by  other  com- 
panies." 

It  is  generally  agreed  that 
steel  making-related  software  is  more 
advanced  in  japan  than  in  the  U.S. 
And  for  Nippon  Steel,  writing  its 
own  software  led  naturally  to  the 
development  of  hardware  as  well, 
such  as  the  ultra-light  Librex  brand 
notebook  personal  computers  now 
being  sold  in  the  U.S.  and  the  U.K. 

Saito  comments,  "Our  company 
is  very  active  overseas,  especially  in 
the  U.S.  Two  of  our  noteworthy  U.S. 
investments  are  joint  ventures  with 
Inland  Steel  Industries  —  l/N  Tek 
and  l/N  Kote  —  both  located  in 
New  Carlisle,  Indiana."  Nippon 
Steel  provided  40%  of  the  $1 95 
million  capital  of  l/N  Tek  (estab- 
lished to  produce  cold-rolled  steel 
sheets)  and  50%  of  the  $  1 20  m  i  1 1  ion 
capital  of  l/N  Kote  for  production  of 
hot-dip  and  electrogalvanized  steel 
sheets. 

"The  match  between  Inland  Steel 
and  Nippon  Steel  is  perfect,"  Saito 
says.  "The  joint  ventures  with  Inland 


Steel  directly  provide  about  500 
new  job  opportunities  in  the  New 
Carlisle  area  and  indirectly  lead  to 
countless  more." 

Saito  stresses  the  irnportance  of 
companies  in  the  steel  industry  de- 
veloping new  technology.  In  order 
to  consolidate  its  R&D  and  engi- 
neering efforts,  Nippon  Steel 
opened  a  new  Research  &  Engineer- 
ing (R&E)  Center  in  November  1991 
in  Futtsu,  east  of  Tokyo.  "Our  Futtsu 
R&E  Center  is  the  largest  in  the 
world  for  a  steel  company,"  Saito 
explains  proudly.  "It  will  eventually 
have  about  1,200  full-time  research- 
ers and  staff.  With  so  many  re- 
searchers working  in  close 
proximity  to  each  other,  we  hope 
the  horizontal  liaison  between  them 
will  create  a  more  stimulating  re- 
search environment." 

Nippon  Steel  also  introduced  a 
system  that  gives  researchers  ap- 
pointed as  "Fellows"  a  status  equal 
to  director.  Notes  Saito,  "We  be- 
lieve that  by  recognizing  the 
achievements  of  researchers  in  such 
ways,  we  will  continue  to  attract 
qualified  technical  people." 
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OSHIBA 


Looking  ahead  to  the  future.  Presi- 
dent and  CEO  of  Tosiiiba  Corpora- 
tion joichi  Aoi  observes,  "Our  basic 
thinking  on  the  direction  world  soci- 
ety will  take  in  this  decade  and  the 
beginning  of  the  21  st  century  has 
not  altered,  but  the  markets  we  are 
aiming  to  develop  are  going  through 
a  tough  time."  As  a  result,  he  adds, 
Toshiba  needs  to  learn  to  be  more 
agile  in  its  response  to  a  new  busi- 
ness environment. 

Toshiba's  business  strategies  are 
exemplified  by  projects  I  and  W. 
Project  I  deals  with  information/ 
communications.  Project  W  with 
semiconductors.  Both  are  company- 
wide  programs  to  strengthen  capa- 
bilities in  key  business  areas.  Says 
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Aoi,  "There  has  been  no  qualitative 
change  in  the  goals  we  set  our- 
selves under  those  projects.  The 
business  environment  has  grown 
more  severe  and  competition  has 
intensified,  and  this  has  had  an  ef- 
fect on  our  targeted  areas,  but  we 
are  still  confident  of  long-term 
growth." 

Toshiba  adopts  a  globalized  ap- 
proach to  its  international  opera- 


tions as  it  expands  in  the  markets  of 
North  America,  Europe  and  Asia.  At 
the  same  time,  whenever  the  com- 
pany sets  up  a  new  plant  or  office 
overseas  it  makes  every  effort  to  en- 
sure complete  integration  with  the 
local  community.  "We  think  of 
companies  as  constructive  members 
of  society  in  general,"  notes  Aoi. 
"Overseas,  that  also  means  being 
constructive  members  of  the   local 
community." 

Aoi  goes  on  to  observe,  "A  com- 
pany goes  to  a  foreign  country  be- 
cause there's  a  market  there  —  the 
need  for  a  product  or  a  service. 
Some  people  show  concern  about 
the  source  of  investment  capital  it- 
self, which  country  it  comes  from. 
What  matters  more  is  the  added  value 
it  creates  for  the  community  and  the 


regional  economy." 

Toshiba  is  constantly  involved  in 
developing  new  products  and  tech- 
nologies. "We  have  enjoyed  suc- 
cess with  laptop  and  notebook 
computers,"  Aoi  says.    "But  we  still 
have  targets  to  reach  —  improved 
displays,  higher  integration  of 
memories,  improved  batteries." 
Along  with  technology,  Toshiba  is 
also  increasingly  concerned  with 

environmental  pro- 
tection. The  com- 
pany is  reducing  the 
use  of  chlo- 
rofluorocarbons 
(CFCs)  and  has  in- 
troduced a  range  of 
CFC-su  bstitu  te 
cleaning  agents. 
Says  Aoi,  "It  is  a 
fundamental  re- 
sponsibility of  indus- 
try to  put  a  stop  to 
pollution.  Manu- 
facturers need  to 
respect  the  environ- 
ment, or  we  will 
be  rightly  criticized 
and  not  allowed  to 
manufacture  any- 
thing!" 

Withhisex- 
pertise  in  power  sup- 
ply technology,  Aoi 
is       also       inter- 
ested in  conservation.  "We  need 
to  use  energy  more  efficiently,"  he 
says.  "I  see  that  as  starting  with 
power  generation,  and  I  would 
like  Toshiba  to  lead  the  way  in  im- 
proving power  generating  effi- 
ciency." 

Although  primarily  a  business- 
man, Aoi  has  a  poet's  sensibilities. 
His  interest  in  tanka  —  31 -syllable 
poems  —  is  well  known,  more  so 
than  his  forays  into  haiku,  the  most 
popular  form  of  Japanese  poetry. 
"When  I  travel  I  keep  a  sort  of  pri- 
vate diary  and  sometimes  find 
myself  writing  haiku.  It's  not  great 
work,  just  simple  words  and  combi- 
nations." He  recalls  a  visit  to  a  GE 
facility.  "Sometimes,  the  countryside 
in  the  United  States  can  be  remark- 
ably inspiring." 


INOLTA 

To  stay  in  shape.  President  Hideo 
Tashima  of  Minolta  Camera  Co., 
Ltd.  plays  golf  and  practices 
makkoho,  Japanese  yoga.  "A  key 
position  in  makkoho,"  Tashima 
says,  "involves  sitting  on  the  floor, 
spreading  the  legs  as  close  to  1 80 
degrees  as  possible,  and  leaning  for- 
ward slowly  until  the  forehead 
touches  the  floor.  I  can't  do  that  yet, 
but  I'm  not  giving  up.  This  exercise 
helps  my  concentration  and  gives 
me  new  management  ideas." 

The  same  dedication  and  deter- 
mination that  Tashima  invests  in  his 
daily  sessions  of  makkoho  help  him 
direct  the  company  his  father 
founded  in  1928.  Though  Minolta 
began  as  a  camera  maker,  the 
company's  recent  progress  has  been 
toward  increased  diversification. 
Minolta  is  still  a  top  manufacturer  of 
cameras,  but  today  only  37%  of  its 
net  sales  of  ¥370.5  billion  (about 
US$2.6  billion)  are  generated  from 
cameras,  accessories  and  other  pre- 
cision optical  instruments.  The  larg- 
est percentage  of  sales  comes  from  a 
wide  range  of  business  machines, 
including  copiers,  laser  printers  and 
facsimiles. 

"As  a  leading  camera  manufac- 
turer," says  Tashima,  "we  will  con- 
tinue to  pursue  growth  of  our 
camera  sales,  but  at  the  same  time, 
we  anticipate  that  sales  growth  of 
our  business  machine  operations 
will  increase  ever  more  rapidly,  be- 
coming equal  in  importance  to  our 
other  operations."  Perhaps  reflecting 
that  trend,  Minolta  has  only  two 
overseas  plants  for  manufacturing 
and  assembling  cameras  and  related 
items;  four  plants  exist  that  either 
assemble  copiers  or  produce  related 
items  such  as  toner,  lens  elements 
and  components. 

One  of  these  plants  is  Minolta 
Advance  Technology,  Inc.  (MAT)  in 
Goshen,  New  York,  which  produces 
copier  loner  for  the  domestic  U.S. 


Seeing  Light  Is  One  thing. 

Seeing  its  Possibilities 
Is  Quite  Another, 


At  Minolta,  the  possibilities  are  endless.  Perhaps  that's  why 
you'll  see  light's  potential  reflected  In  such  a  broad  spectrum  of 
Minolta  products. 

From  the  first  computerized  35mm  SLR  camera  to  focus 
automatically  like  the  human  eye,  to  the  world's  first  auto  focus 
binoculars. 

You'll  see  how  dazzling  optics  and  computerized  projection 
systems  combine  to  enable  minions  of  people  to  travel  to  the 
most  distant  reaches  of  the  universe  via  Minolta  planetarlums. 

You'll  see  a  heritage  of  optical  leadership  In  business  equip- 
ment. From  the  world's  first  variable  zoom  lens  copier  to  elec- 


tronic imaging  systems  capable  of  organizing  an  entire 
company 

You'll  see  why  Minolta  light  and  color  meters  have  become 
industry  standards  In  a  wide  range  of  fields.  From  television  and 
movies  to  agriculture,  medicine  and  manufacturing. 

But  for  us,  these  technological  advances  are  merely  the 
beginning. 

Because  the  way  we  see  It,  light  will  always  have  the  power 
to  illuminate  a  better  way  of  life. 


PRODUCTS  WITH  VISION 


ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


Binoculars  Cameras  Color  and  Light  Meters  Copiers  Document  Imaging  Systems  Fax  Machines  Planetariums 
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market.  Tashima  comments,  "MAT 
exports  22%  of  its  production  to  Eu- 
rope, and  we'd  like  to  increase  that 
figure  —  but  even  operating  at  full 
capacity  it's  difficult  handling  both 
export  volume  and  meeting 
American  domestic  demand." 

MAT  takes  an  enlightened  stance 
on  a  variety  of  issues  in  the  U.S., 
and  is  taking  the  lead  in  redefining 
the  role  of  global  corporate  citizen 
in  addressing  a  variety  of  social  and 
environmental  issues.  Minolta  sup- 
ports numerous  community  activi- 
ties in  the  U.S.  The  company  fo- 
cuses on  the  specific  needs  of  the 
local  community,  education-related 
contributions,  environmental   con- 
cerns and  personal  involvement  by 
Minolta  employees. 

Regarding  environmental   issues, 
Tashima  explains:  "Minolta's 
main  concerns  relate  to  the  disposal 
of  our  products  and  packaging 
materials,  such  as  plastics."  An  envi- 
ronmental committee  at  Minolta  is 
charged  with  studying  those  issues  and 
makes  specific  recommendations 
to  Tashima.  This  kind  of  dedication 
paid  off  when,  in  June  1991 ,  MAT  was 
locally  awarded   recognition  as  a 
model  environment-oriented  com- 
pany. This  arose  from  the  company's 


focus  on  recy- 
cling paper,  and 
this  concern  for 
the  environment 
has  filtered  down 
to  individual 
Minolta  employ- 
ees, who  invest 
and  volunteer 
their  personal 
time  in  collecting 
empty  cans  and 
bottles  for  recy- 
cling. 

As      well, 
Minolta  Corpora- 
tion (MC)  in  New 
Jersey  is  actively 
devoted  to  sup- 
porting the  com- 
munity  —   not 
only  through  fi- 
nancial contribu- 
tions, butthrough 
a  wide  variety  of  philanthropic  en- 
deavors. According  to  Tashima, 
"One  activity  that  stands  out  is  the 
Hugh  O'Brian  Youth  Foundation 
(HOBY),  which  recognizes  and  re- 
wards the  leadership  potential  of 
high  school  sophomores.  HOBY  was 
initially  established  for  Anierican  stu- 
dents, but  now  includes  high  school 
students  from  Japan  and  around  the 
world."  By  supporting  students  with 
various  education-related  programs 
such  as  HOBY,  MC  has  earned  wide- 
spread local  support  and  praise. 
It  is  through  activities  such  as 
these  that  Minolta  defines  itself  as  a 
truly  responsible  corporate  citizen. 
In  the  company's  consistent  efforts 
to  think  and  act  globally  —  a  fun- 
damental corporate  precept  —  the 
enlightened  vision  of  Minolta  con- 
tinues to  evolve. 


ITSUBISHI 
KASEI 

According  to  President  Masahiko 
Furukawa  of  Mitsubishi  Kasei  Cor- 
poration (MKC),  Japan's  largest  inte- 


grated chemical  company,  "The 
chemical  industry  has  one  very  seri- 
ous shortcoming:  It  is  highly  suscep- 
tible to  economic  fluctuations. 
When  general  business  conditions 
are  down,  the  chemical  industry  is 
down,  and  when  they're  up,  the 
chemical  industry  is  up." 

To  mitigate  the  ill  effects  of  eco- 
nomic variables,  MKC  introduced  a 
plan  in  the  early  1 980s  to  diversify 
its  business.  "We  placed  greater  em- 
phasis on  higher  value-added  prod- 
ucts —  what  we  call  functional 
products  —  such  as  information  and 
electronic  equipment,  pharmaceuti- 
cals and  engineering  plastics,"  says 
Furukawa.  "Such  products,  which  in 
1 980  accounted  for  1 0%  of  net 
sales,  came  to  account  for  32.4%  by 
March  1991." 

That  first  management  plan 
paved  the  way  for  MKC's  bold  new 
1 0-year  plan  that  took  effect  in  April 
1 991  and  will  carry  the  company 
into  the  21  st  century.  MKC  calls  the 
plan  "Global  10." 

"By  the  year  2000,"  Furukawa 
says,  "we  want  to  position  our  com- 
pany as  one  of  the  world's  top  1 0 
chemical  manufacturers.  To  do  so, 
we  have  targeted  consolidated  net 
sales  of  $15  billion,  as  against  ac- 
tual net  sales  of  $8.9  billion  as  of 
the  end  of  March  1991." 

Three  main  strategies  support 
MKC's  new  plan:  integrating  the 
strengths  of  the  companies  in  the 
MKC  Group;  selecting  profitable, 
high-growth  areas;  and  creating  a 
dynamic  corporate  culture.  The 
fields  MKC  views  as  most  promising 
are  the  life  sciences,  information 
and  electronics,  functional  materials 
and  organic  fine  chemicals.  "Among 
the  problems  corporations  will  face 
in  the  1990s,"  Furukawa  says,  "I 
think  those  related  to  the  environ- 
ment will  present  the  greatest  chal- 
lenges." 

Recycling  is  an  area  of  special  in- 
terest to  Furukawa.  "Most  people 
don't  realize  it,"  he  says,  "but  it 
costs  more  to  make  recycled  prod- 
ucts than  original  ones.  It  is  possible 
to  conserve  natural  resources  by  re- 
cycling, but  it's  got  to  be  clear  who 


c  irt. 


We  put 

a  lot  of  thought  into 

our  first  car 


75  years  later, 

our  cars 

think  a  lot  about  you 


They  were  shipbuilders.  Probably  the  best  in  their 
time.  But  this  elite  team  of  engineers  wouldn't  stop 
at  conquering  the  sea. 

In  a  special  part  of  their  workshop,  a  dream  was 
taking  shape.  A  peculiar,  motor-driven  buggy  that 
would  run  smoother  and  handle  better  than  any 
horseless  carriage  ever  had.  In  fact,  the  prototype 
was  so  successful  that  they  assembled  twenty 
more — making  the  1917  Mitsubishi  Model-A  Japan's 
first  series  production  car. 

That  moment  made  Japanese  motor  vehicle 
history,  and  launched  Mitsubishi's  75  year  tradition 
of  automotive  firsts.  But  while  the  same  spirit  of 
innovation  lives  on,  it  has  evolved  into  much 
more  than  a  knack  for  advanced  engineering.  At 


Mitsubishi  today,  automotive  innovation  is  the 
discovery  of  new  and  unexpected  ways  to  enhance 
the  relationship  between  cars  and  people.  And 
between  technology  and  our  earth. 

Driver  and  passenger  safety  as  touchstones 
for  every  new  idea.  Cleanliness  and  conserva- 
tion as  ultimate  virtues  to  pursue.  These  are 
but  some  of  the  arenas  where  Mitsubishi  de- 
signers and  engineers  demonstrate  their  com- 
mitment to  human  and  environment-conscious 
innovation.  And  their  achievements  continue 
to  include  important  industry  firsts  —  each 
refueling  the  same  pride  and  de-  ^ 

termination  that  propelled  those  ^T^jflj 
ambitious  shipbuilders  so  long  ago.    ^anniversary 


A 

MITSUBISHI 
MOTORS 


What's  a  difference  of 

one, 
more  or  less? 


AH  Bjorn  Borg  ever  tried  to  do  was  hit  the 
ball  one  time  more  than  his  opponents  did.  He 
won  the  Wimbledon  title  five  times  over. 

In  the  Seoul  Olympics,  one  stroke  took 
tiny  Surinam  to  glory  in  the  men's  100-meter 
butterfly. 

And  for  a  long,  long  time,  one  promon- 
tory in  West  Africa  was  all  that  stood  between 
Portuguese  mariners  and  their  precious  sea  route 
to  the  East. 

At  Nikko  Securities,  we  know  that  the 
difference  between  success  and  failure  can  some- 
times be  very,  very  small. 

We  recall  this  each  time  we  conclude  one 
more  sale. 

Satisfy  one  more  customer. 

Take  one  more  step,  when  everyone  else 
has  stopped. 

Admittedly,  "thinking  small"  isn't  exactly  in 
vogue  in  these  days  of  mega-mergers  and  multi- 
million  dollar  deals. 

But  it  is  the  kind  of  thinking  that,  slowly 
but  surely,  made  us  what  we  are  today:  a  leading 
investment  bank  with  operations  in  21  coun- 
tries, and  millions  of  individual  and  institutional 
clients  all  over  the  world. 

One  thing  more,  one  grade  better,  one 
mile  further. 

If  you  feel  the  same  way  about  your  busi- 
ness, we  should  probably  be  working  together. 

Who  knows,  it  could  be  the  start  of  some- 
thing very,  very  big. 


NIKKO 


The  Nikko  Securities  Co.  International,  Inc. 

One  World  Financial  Center, 

200  Liberty  Street,  New  York,  NY  10281,  U.S.A. 

Tel:  212-416-5400  Telex:  232861 


The  Nikko  Securities  Co.,  Ltd. 

3-1.  Marunouchi  3-chonie, 
Chiyoda-ku,  Tokyo  100,  lapan 
Tel:  (03)  3283-2211  Telex:  J22410 


The  Nikko  International  Network    SAN  FRANCISCO    LOS  ANGELES    CHICAGO    TORONTO    HONG  KONC>    SINGAItlRE    l.\KARTA    BANGKOK    Kl.M.AllMltR    SFOIL    BmilNi; 
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will  pay  the  added  costs.  I  don't  be- 
lieve that  the  entire  burden  should 
fail  on  corporations.  A  new  social 
system  must  be  created  that  also  in- 
cludes the  government  and  ordinary 
citizens  —  consumers  —  to  promote 
recycling." 

With  regard  to  new  investments 
in  the  U.S.,  Furukawa  believes  that 
the  outlook  is  not  so  good:  "We  in- 
vested pretty  heavily  in  the  U.S. 
over  the  past  two  or  three  years. 
Our  plant  in  Chesapeake,  Virginia 
opened  last  fall,  producing  an  alu- 
minum/plastic composite  material 
called  Alpolic.  That  will  be  our  fast 
new  plant  for  a  while.  I'll  be  sur- 
prised if  business  picks  up  before 
the  end  of  calendar  1 992,  so  this  is 
a  good  time  to  strengthen  the  opera- 
tions we  already  have  under  way  in 
the  U.S.,  rather  than  making  further 
new  investments." 

Furukawa  is  keen  on  tennis  and 
baseball.  The  last  time  he  played 
baseball  was  three  years  ago  in  an 
intracompany  softball  tournament. 
He  played  third  base  and  batted 
fourth.  The  cleanup  position  fits  him 
perfectly. 


AMAICHI 


Worldwide  changes  in  the  securities 
industry  have  served  to  focus  greater 
attention  on  the  markets  in  Asia  — 
an  area  where  Yamaichi  Securities 
Co.,  Ltd.  has  both  experience  and 
expertise. 

"The  principal  reasons  for  our 
strong  presence  in  the  Asian  securi- 
ties markets,"  Deputy  President 
Hitoshi  Ishihara  explains,  "are  the 
continuing  economic  growth  in 
those  countries,  a  great  and  increas- 
ing demand  for  capital  —  especially 
long-term,  low-cost  funds,  the  grow- 
ing number  of  companies  seeking 
listing  and  the  deregulation  gradu- 
ally taking  place." 

Yamaichi  moved  strongly  into  the 
emerging  Asian  markets  in  the  early 
1980s.  Today  the  company  has  sub- 
sidiaries in  Hong  Kong,  Singapore 
and  Australia,  representative  offices 
in  Malaysia,  Thailand,  Korea  and 
China  and  a  joint  venture  securities 
company  in  Jakarta.  Besides  broker- 
age and  trading  of  securities, 
Yamaichi  underwrites  government 
corporations  in  need  of  funds  and 
acts  as  a  manager  for  Japanese  cor- 
porations wishing  to  be  listed  on  lo- 
cal stock  exchanges  such  as  Hong 
Kong  and  Singapore.  Involvement  in 
privatization  of  government-owned 
enterprises  is  also  expected  to  in- 
crease. 

"Yamaichi  has  contributed  in 
outstanding  ways  to  the  develop- 
ment of  the  Asian  markets,"  Ishihara 
says.  "Besides  assisting  regional  in- 
vestors seeking  equity  investment 
opportunities  in  Japan  and  other 
countries,  we  have  arranged  equity 
financing  for  Japanese  corporations 
in  the  Asian  financial  markets.  We 
also  hold  seminars  throughout  the 
area  to  transfer  know-how,  and  wel- 
come trainees  to  Japan  from  coun- 
tries such  as  South  Korea  and 
China. 

"If  the  Asia-Pacific  region  is  to  at- 
tract more  foreign  investment," 


The  Hotel  Okura  is  the  first  choice 
of  executive  travellers  from  all  over 
the  world.  Why?  We  invite  you  to 
come  see  and  understand. 

See  your  travel  agent  or  our  hotel 
representatives: 

THE  LEADING  HOTELS  OF  THE 

WORLD 

Tel:  800-223-6800  Toll  Free 

New  York  City  Tel:  212-838-3110 

DISTINGUISHED  HOTELS 

Tel:  800-888-1199  Toll  Free 

UTELL  INTERNATIONAL 

Tel:  800-44UTELL  Toll  Free 

HOTEL  OKURA  OFFICES 

New  York  Tel:  212-755-0733 

Los  Angeles  Tel:  213-380-0218 

HOTEL  OKURA,  TOKYO,  JAPAN 
Tel:  03-3582-0111 

Telex:  J22790 

Fax:  03-3582-3707 


one  of 

'TheFJeadin^otels  ofthdWorld^ 
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Ishihara  says,  "it's  essential  to  im- 
prove the  market  infrastructure  by 
securing  desirable  market  partici- 
pants, establishing  formal  trading 
practices  and  disclosure  systems, 
formulating  a  ratings  system,  and 
promoting  better  investor  relations." 

Perhaps  the  most  important  de- 
velopment in  Asia  is  the  emergence 
of  venture  enterprises  in  the  ASEAN 
countries.  "We  expect  economic 
growth  in  Indonesia,  Malaysia  and 
Thailand  to  outperform  the  so-called 
NIEs,  where  labor  costs  have  sky- 
rocketed in  recent  years.  We  iden- 
tify companies  with  high  growth 
potential  in  the  ASEAN  region,  usu- 
ally family-held  companies,  and 
help  them  obtain  financing  through 
initial  public  offerings." 

Yamaichi  has  approached  each 
market  in  Asia  by  looking  for  out- 
standing local  partners.  "A  foreign 
company  doesn't  know  enough 
about  the  local  situation  to  enter 
the  market  alone,  or  with  another 
foreign  partner.  We  have  found  that 
joining  forces  with  local  firms 
works  best,  and  Yamaichi  has 
earned  a  reputation  as  a  company 
that  does  its  best  to  assist  people  in 


the  host  countries. 

"We're  looking  at  the  future 
rather  than  the  present,"  explains 
Ishihara.  "While  the  Western  econo- 
mies grow  at  about  2%-3%  per 
annum  and  the  NIEs  in  Asia  around 
5%-6%,  the  ASEAN  countries  will 
experience  growth  of  perhaps  7%- 
8%. 

"Asia  is  the  future,"  Ishihara  says. 
"And  Yamaichi  will  be  a  part  of  that 
future." 


ICOH 

At  the  Quality  Control  (QC)  Con- 
gress held  last  October  in  Washing- 
ton, D.C.,  President  Hiroshi 
Hamada  of  Ricoh  Co.,  Ltd.,  was  one 

of  the  guest  speakers.  "I  went  to  the 
QC  Congress  with  an  open  mind," 
Hamada  says.  "I  wanted  to  explain 
Ricoh's  thinking  about  QC  and 
quality  management,  and  I  wanted 
to  learn  what  I  could  from  the 
American  managers  and  others  at- 
tending the  Congress. 

"There  is  much  attention  being 
paid  in  the  U.S.  to  customer  satis- 
faction (CS),"  Hamada  says.  "Actu- 
ally, managers  in  Japan  and  the  U.S. 
already  agree  on  the  basic  thinking 
toward  QC,  even  though  some  of 
the  fine  points  might  differ.  In  Ricoh, 
for  example,  we  have  what  we  call 
our  'market-in'  concept." 

Hamada  says  that  market-in  is 
actually  another  way  of  expressing 
CS.  "When  we  develop  a  product," 
he  says,  "we  consider  not  only  how 
the  customer  will  use  it  but  also 
how  to  make  it  easier,  sell  it  easier, 
carry  it  easier  and  service  it  easier. 
In  effect,  everyone  working  at  each 
stage  of  the  process  has  his  own 
customers,  which  is  why  we  believe 
all  employees  must  participate  in 
quality  control." 

As  more  companies  do  business 
internationally,  the  world  is  gradual- 
ly becoming  'borderless.'  But  people 
in  different  countries  sometimes 


evaluate  the  same  products  the 
same  way,  and  sometimes  in  differ- 
ent ways,  even  when  in  terms  of  QC 
the  products  are  identically  pro- 
duced. 

"Sometimes  it's  impossible  to  sat- 
isfy customers  100%,"  says 
Hamada.  "We  can  produce  a 
copier,  for  example,  at  world  quality 
levels,  and  yet  the  customer  could 
be  dissatisfied  if  the  machine 
couldn't  copy  using  certain  paper 
produced  locally  —  paper  that  is 
neither  known  nor  accepted  world- 
wide. Cameras,  on  the  other  hand, 
to  use  a  different  example,  use  stan- 


dard film  produced  by  only  a  few 
manufacturers.  Maybe  the  only  item 
human  beings  everywhere  are  per- 
fectly satisfied  with  is  the  natural 
mixture  of  the  air  we  all  breathe." 

One  feature  of  the  contemporary 
business  situation  is  that  competi- 
tion sometimes  leads  to  rapid 
progress.  "Certain  machines,  such 
as  word  processors,  for  example, 
are  sometimes  improved  so 
quickly,"  Hamada  says,  "that  prices 
drop  rapidiv  even  for  more  ad- 
vanced machines  introduced  a 


Bziii  <;-^f. 


/^ 


\^^-m 


ICONOCLASM 


SEGA  breaks  through  entertainment  mediocrity. 


Every  day,  a  new  video  ^aine  Ls  horn. 
Wliich  woukl  he  fine  if  people  were  horn 
yesterday.  The  truth  is,  most  kids  ^et  hored 
w  ith  j^-aine  technology  faster  than  tlie  aver 
age  entertainment  company  can  disli  it  ont. 

Sega  isn't  an  average  entertaimnent 
company.  Oui  .'^0  years  ol  leadersliip  in 
creating  arcade  machines  has  enahled  us 
to  introihice  chalh'nging  16  hit  liardvvare 


and  games  for  the  home  —  vears  hefore 
our  nearest  competitor,   loday  our  creative 
engineers  keep  us  lar  aliead,  witli  hreak- 
tlirougiis  in  interactixe  CD-  KOM  and  \  irtual 
reality  machines  that  delight  kids  of  all  ages, 
lint  tomorrow  s  e\|)ectations  w  ill  he  even 
higher.  Reason  enough  for  Sega  to  continue 
exploring  new  entertaimnent  possihilities 
hevond  anyone's  wildest  dreams. 


SEGA  t  ntcrprises    Ltd     , 

SEGA  of  AmiTica    \t\c     i 
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KEEPING  UP  ISNT  GETTING  ANY 

OR  IS  IT? 


If  you  thinK  business  is  operating  on  a  fast  tracK  today. 
Just  wait  until  tomorrow.  And  the  next  day. 

But  no  matter  how  absurd  the  pace  gets,  from  now  on 
keeping  up  will  be  a  lot  easier. 

Thanks  to  the  Minolta  EP  8601  high-volume  copier. 

This  workhorse  turns  out  60  copies  per  minute.  Handily. 

Staples,  stamps  ("Urgent."  "Confidential,"  etc.)  and  sorts 
at  the  touch  of  a  button. 

Produces  up  to  50,000  copies  between  toner  refills 
(double  that  of  any  copier  in  its  class). 

Even  accesses  up  to  50  different  messages  for 


solving  virtually  any  copying  problem,  via  an  easy-to-read 
LCD  screen.  So  If  you're  interested  In  keeping  up,  we 
suggest  you  look  into  this  or  any  of  our  high-productivity 
copiers  today.  After  all,  time's  a-wastin'. 


QO?\^KS  AND  FAX  MACHINES 


ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


SPEGIALJAPAN  ADVERTISING  SECTION 


\    ^^ 


scant  few  months  after  the  first 
ones.  At  such  times,  it  is  not  un- 
usual for  a  customer  who  bought 
the  earlier  model  to  feel  he  should 
have  waited,  when  actually  he 
made  the  best  possible  choice  at 
the  time." 

When  there  are  trade-offs  be- 
tween a  new  product's  quality,  de- 
livery time  and  cost  to  consider,  the 
choice  is  always  clear  at  Ricoh. 
"Quality  must  receive  the  primary 
emphasis  every  time,"  Hamada  in- 
sists. "If  we  schedule  production  of 
a  new  product,  we  will  not  speed 
up  that  schedule  even  if  we  are 
promised  an  early  order  for  a  large 
number  of  machines  if  we  ship  the 
new  product  earlier.  We  will  not 
compromise  quality." 

"In  that  sense,"  Hamada  says, 
"Ricoh  will  continue  to  emphasize 
quality  above  all  other  product  fea- 
tures, even  as  we  continue  our  ef- 
forts to  win  the  maximum 
satisfaction  from  our  customers." 


IKKOMAN 

As  indispensable  as  salt  and  pepper 
in  the  West,  for  generations  the  soy 
sauce  bottle  has  found  its  way  onto 
the  table  of  every  home  or  restaurant 
in  japan.  The  distinctive  flavor  of 
one  of  the  world's  oldest  food  prod- 
ucts has  for  centuries  been  carefully 
formulated  by  Kikkoman  Corp. 

Brewing  soy  sauce  is  very  much 
a  traditional  art.  The  family  of 
Kikkoman's  Executive  Managing  Di- 
rector Yuzaburo  Mogi  has  been 
making  the  condiment  since  the 
early  1660s,  and  the  company  is 
one  of  Japan's  oldest  firms.  Com- 
menting on  his  company's  best- 
known  product,  Mogi  notes,  "Soy 
sagce  originally  came  to  Japan  from 
China  in  the  sixth  century  around 
the  same  time  as  Buddhism.  Over 
the  centuries,  we've  refined  the  fla- 
vor, and  built  up  a  wide  product 
range  based  on  traditional  soy  sauce. 


We're  constantly  striving  to  improve 
the  quality  of  our  soy  sauce." 

As  well  as  aiming  for  top  qualrty, 
Kikkoman  is  also  seeking  to  diver- 
sify. In  1990,  the  company  acquired 
the  operations  of  Del  Monte  in  the 
Asia-Pacific  region  (excluding  the 
Philippines).  Mogi  is  enthusiastic 
about  the  prospects  of  the  Del  Monte 
line:  "Del  Monte's  motto  —  'we 
grow  quality'  —  fits  in  perfectly  with 
Kikkoman's  own  corporate 
stance." 

Kikkoman  began  its  international 
operations  in  earnest  in  the  late 
1950s.  Kikkoman  International  Inc., 
established  in  San  Francisco  in 
1957,  remains  the  company's  over- 
seas headquarters,  and  the  United 
States  is  Kikkoman's  principal  over- 
seas market.  The  soy  sauce  plant 
built  in  1972  in  Walworth,  Wiscon- 
sin is  gradually  being  enlarged  to 
meet  increasing  demand  from  the 
domestic  U.S.  market  (10%  annual 


It  looks  like  a  floral  armngement 
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NTRODUCING  THE  NEW  MAZDA  929.  THE  FIRST 
LUXURY  SEDAN  THAT  DOESNT  DEPEND  ENTIRELY 
ON  LUXURY  TO  MAKE  YOU  FEEL  GOOD  Why  should  the 

rewards  of  owning  a  fine  automobile  be  restricted  to  the  purely  physical?  It  was  this 
unconventional  thinking  that  ultimately  led  to  the  new  Mazda  929.  A  luxury  sedan 
conceived  not  by  corporate  committee  but  by  a  fine  artist.  Resulting  in  aesthetics  that 
may  strike  a  somewhat  deeper  chord  in  you  than  cars  normally  do.  ^  And  to  help  satisfy 
your  desire  for  environmental  responsibility,  we've  eliminated  70%  of  our  manufacturing 
waste.  Further  distinguishing  the  new  929  from  automobiles  that  rely  on  extravagance 
as  their  sole  appeal.  ^  Of  course,  you  can  also  savor  the  eager  yet  smooth  acceleration 
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of  its  24-valve  V6  engine,  the  security  of  standard  air  bags 


for  both  driver  and  passenger  and  the  supple  contours  of  its 


leather- trimmed  upholstery.*  ^  After  all,  if  the  new  Mazda  929  didn't  offer  the  pre- 


requisites of  uncommon  comfort  and  performance,  it  not  only  wouldn't  be  a 


luxury  sedan.  It  wouldn't  be  a  Mazda. 


THE  MAZDA  929 

The  only  car  in  its  class  with  dual  air  bags  standard.  ABS. 
3.0L,24-vaIveV6  engine.  MultiAink  suspension.  *Available 
leather'trimmed  upholstery.  First  car  tvith  available  solar' 
powered  ventilation  system.  36^month/50,000^mile  limited 
warranty.  No-dedtictible,  "bumper'to-bumper"  protection. 
See  your  dealer  for  details.  For  a  free  brochure  on  the 
new  929  or  any  new  Mazda,  call  1-800-639-1000. 


*Seats  upholstered  in  leather  except  for  back  side  of  front  seats, 
bottom  cushion  side  panels,  and  other  minor  areas. 
©  1991  Mazda  Motor  of  America  Inc. 
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growth),  as  well  as  new  demand 
from  Europe. 

Mogi  believes  it  is  partly  because 
the  American  consumer  tends  to  be 
more  adventurous  than  consumers  of 
other  countries  that  the  United  States 
remains  Kikkoman's  most  important 
overseas  market.  He  comments,  "It 
was  the  Americans  who  started  using 
soy  sauce  on  steak,  and  they  who  in- 
vented teriyaki  steak  by  marinating 
meat  in  soy  sauce." 

Kikkoman  is  making  further  ef- 
forts to  broaden  its  overseas  activi- 
ties. Today,  overseas  sales  account 
for  20%-25%  of  consolidated  net 
sales;  North  America  accounts  for 
75%-80%  of  those  sales,  which 
consist  solely  of  soy  sauce  products. 

As  Kikkoman  broadens  its  global 
activities,  the  company  is  also  bear- 
ing its  corporate  responsibility  to- 
ward the  environment  by 
developing  containers  that  are  either 
totally  recyclable  or  reusable.  Mogi 
also  emphasizes  that  soy  sauce  pro- 
duction is  non-polluting:  "Almost 
everything  is  reused:  Soybeans  are 
pressed  to  make  the  sauce,  their 
residue  is  used  for  animal  feed  and 
the  remaining  oil  makes  laundry 
soap." 

Combining  time-honored  quality 
with  the  ability  to  adapt  to  a  chang- 
ing business  environment,  Kikkoman 
is  able  to  look  to  the  future  with  a 
measure  of  confidence  as  it  devel- 
ops its  overseas  operations. 


AT^USHITA 

President  Akio  Tanii  of  Matsushita 
Electric  Industrial  Co.,  Ltd.  likes  to 
visit  temples  and  view  Buddhist  im- 
ages. "They  are  a  calming  influence 
on  me,"  he  explains.  "I'm  usually 
involved  with  making  decisions 
about  today  and  tomorrow,  and  the 
Buddhist  statues  remind  me  to  re- 
member yesterday." 

One  of  the  current  issues  of  great 
concern  to  Tanii  is  that  of 


globalization:  "The 
general  globalization 
of  Japanese  corpo- 
rations is  a  song  that 
has  been  sung  for  a 
decade,  but  Matsu- 
shita has  perhaps 
tackled  it  more  seri- 
ously than  other 
Japanese  compa- 
nies." Tanii  firmly 
bel  ieves  that  no  Japa- 
nese company  today 
can  afford  to  treat  it 
lightly. 

Tanii   explains: 
"We  now  have  35 
companies   in   the 
U.S.,   including   19 
manufacturing  facili- 
ties,  and   nine   re- 
search    centers," 
Tanii    says.    "Our 
newest  R&D  center 
is  in  Research  Tri- 
angle  Park,   North 
Carolina.  Our  American  plants  ac- 
count for  about  20%  of  our  overseas 
production,  and  we  are  moving  to 
raise  the  local  content  of  American 
production  to  50%.  Matsushita  is 
setting  its  roots  firmly  in  the  U.S., 
and  our  local  American  content  will 
eventually  be  70%.  We  also  want  to 
increase  the  number  of  American 
executives  sitting  on  the  boards  of 
our  U.S.  companies." 

Tanii  adds,  "Many  people  don't 
realize  that  our  strategic  alliance  with 
MCA  by  itself  upped  the  number  of 
our  American  employees  from 
1 1 ,000  to  28,000.  I'm  also  happy  to 
say  that,  in  line  with  our  founder's 
precept  that  'everyone  is  an  asset,' 
we  have  initiated  a  plan  to  bring  as 
many  as  1 00  of  our  overseas  employ- 
ees, including  many  Americans,  to 
Japan  during  this  fiscal  year  to  work 
alongside  their  Japanese  counter- 
parts. If  this  plan  succeeds  —  and  it  is 
already  doing  well  —  we  will  sub- 
stantially increase  that  number  next 
year.  Their  experiences  in  Japan  will 
contribute  to  increased  mutual  un- 
derstanding." 

In  the  area  of  corporate  social  re- 
sponsibility, Matsushita  devotes  0.1% 


of  sales  in  the  U.S.  to  local  commu- 
nity programs.  One  of  the  most  suc- 
cessful of  these  is  called  Panasonic 
Kid  Witness  News,  which  allows 
sixth-graders  to  learn  to  produce  their 
own  news  programs  with  Panasonic 
equipment.  "It's  amazing,"  Tanii 
says,  "but  we  started  the  Kid  Witness 
News  in  1989  in  only  17  schools  in 
five  cities,  and  today  the  program  is 
expanding  to  cover  200  schools  in 
over  40  cities.  It's  really  heartwarm- 
ing to  see  the  local  response." 

Other  activities  in  the  U.S.  in- 
clude the  export  of  $600  million 
worth  of  American  products.  "A 
little  known  fact/'  Tanii  says,  "is 
that  Matsushita  annually  imports 
about  $30  billion  worth  of  products 
from  around  the  world,  more  than 
any  other  Japanese  manufacturer." 

Matsushita  also  has  joint  ven- 
tures in  the  U.S.  with  Tandy  (per- 
sonal computers),  Eastman  Kodak 
(batteries),  Selbourne  Computer  Inc. 
(workstations),  and  Whirlpool 
(vacuum  cleaners).  These  are  all  in 
line  with  the  company's  ongoing  ef- 
fort to  contribute  to  the  American 
economy  and  help  offset  lapan's 
overly  favorable  trade  balance. 
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THIS   IS   WHAT  WE   MAKE.   BUT  IT  ISN'T  ALL  WE   DO. 

We're  committed  to  producing  some  of  the  most  technologically  advanced  products  in  the  world.  But  we  feel  an  equal 
responsibility  to  create  a  healthy  business  environment  and  have  a  positive  impact  in  our  own  local  communities. 

A  MITSUBISHI 
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MITSUBISHI  ELECTRIC  AMERICA 


J^   A  member  of  MITSUBISHI  COMPANIES 


For  besr  results. 


For  all  its  complexities  the 
human  mind  operates  under 
a  very  simple  rule;  the  more 
you  use  it  the  stronger  it  becomes. 

At  the  Mitsubishi  Kasei  Institute  of  Life  Sciences  we 
possess  a  wealth  of  knowledge  about  the  human 
mind.  After  all,  we've  been  studying  it,  and 
conducting  other  basic  research,  for  over 
20  years.  In  fact  we  were  a  pioneer  in  the 
study  of  life  sciences,  and  we've  been  at 
the  forefront  ever  since. 

Our  focus  as  we  approach  the  next 
century,  and  a  rapidly  graying  society, 
is  the  study  of  aging  and  its  related 
disorders.  Starting  with  the  brain. 
Right  now  we're  working  on  the 
causes  and  possible  prevention  of 
Alzheimer's  disease. 


use  daily. 
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You  might  think  that  this 
type  of  information  is  unex- 
pected coming  from  Japan's 
largest  integrated  chemical 
company,  Mitsubishi  Kasei,  but  it's  the  perfect  example' 
of  how  we're  into  many  different  fields.  In  infor- 
mation and  electronics,  we're  the  only 

company  that  manufactures  floppy,  hard 
and  optical  disks.  In  plant  genetics  and 
agriculture,  we  develop  disease-  and 
insect-resistant  strains  and  hybrids  to 
feed  a  hungry  world.  And  we  make 
possible  the  continuing,  vital  research 
of  the  Mitsubishi  Kasei  Institute. 
To  find  out  more  about  Mitsubishi 
Kasei,  call  or  write  for  our  annual  report 
You'll  see  how  we're  using  our  brains  to 
help  save  yours. 


MITSUBISHI 
KASEI 


MKsubishi  Kasei  Cofporation  (Formerly  -Mitsubishi  Chemical  Industries  Limited")    Head  Oltlce:  5-2.  MarunouchI  2-chomo.  Chiyoda-ku.  Ibkyo  tOO.  Japw  Tkl^phon* :  03-3283-6274  FacstmiK:  03-3283-6287  IWw  BISICH  J24901 
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IKKO 

Nikko  Securities  Co.,  Ltd.  is  paying 
special  attention  these  days  to  inter- 
nal structural  reform.  Appointed 
president  in  June  1 991 ,  Kichiro 
Takao  aims  to  bring  Nikko  "back  to 
basics." 

"We  are  reconsidering  how  we 
relate  to  our  customers  and  employ- 
ees," Takao  says.  "We're  building  a 
'new'  Nikko  Securities,  and  total 
customer  satisfaction  is  a  particu- 
larly important  goal." 

So  Nikko  is  pursuing  a  people- 
oriented  strategy,  with  customer  sat- 
isfaction a  top  priority.  "I  constantly 
stress  to  our  frontline  employees," 
he  says,  "how  important  it  is  to  be 
■  totally  open  with  our  customers.  If 
we  provide  an  investor  with  infor- 


mation, it  must  be  clear,  sufficient 
and  appropriate.  The  principal  goal 
of  information  is  helping  the  cus- 
tomer, not  financial  gain  for  the 
company." 

His  view  on  taking  care  of  em- 


ployees is  rooted  in  his  personal  ex- 
perience at  Nikko.  He  says  the 
1986-1990  bull  market  reminds  him 
of  a  similar  time  from  1 958  to  1 965. 
"After  1965,"  he  recalls,  "when  the 
market  turned  sharply  bearish,  many 
promising  Nikko  employees  were 
disillusioned  with  the  securities 
market,  and  left  the  company  for 
other  industries.  To  help  prevent 
history  repeating  itself,  we  are  giv- 
ing greater  autonomy  than  ever  be- 
fore to  our  branch  offices,  and  have 
established  a  special  middle-man- 
agement committee  to  advise  top 
management  on  the  direction  the 
company  should  take." 

Takao  is  known  among  his  peers 
for  his  orthodox  managerial  ways. 
"My  background  in  Nikko  is 
grounded  firmly  in  branch  sales  and 
personnel  management,"  Takao 
says.  "In  the  turtle  and  hare  story, 
I'd  be  the  turtle.  I  believe  that  steady 
efforts  lead  to  solid  progress,  and 
that  our  customers  and  employees 
deserve  our  total  attention." 

One  area  Nikko  has  become 
strongly  identified  with  is  invest- 
ment technology  (IT),  where  interna- 
tional cooperation  is  a  key  factor. 
"We've  worked  with  American 
companies  like  BARRA,  Leiand 
O'Brien  Rubinstein  Associates, 
Sharpe  Associates  and  Wells  Fargo 
&  Co.  for  years,"  he  explains,  "and 
have  developed  a  number  of  sophis- 
ticated equity  and  fixed-income 
products. 

"Actually,"  Takao  says,  "Nikko 
offered  Wells  Fargo  products  to  its 
clients  for  over  three  years  before 
we  established  a  general  partnership 
called  Wells  Fargo  Nikko  Invest- 
ment Advisors  (WFNIA)  in  early 
1 990.  WFNIA  is  now  one  of  the 
world's  largest  passive  managers, 
with  over  $100  billion  under  man- 
agement." 

Takao  expects  the  domestic  secu- 
rities business  to  expand  qualita- 
tively, as  it  has  in  overseas  markets, 
and  eventually  there  will  have  to  be 
a  more  systematic  management  of 
funds  in  Tokyo  than  there  is  at 
present.  "When  that  time  comes," 
Takao  says,  "Nikko  employees  will 


have  the  degree  of  specialization 
needed  to  cope  with  sophisticated 
computer-based  products." 

Takao  played  a  lot  of  handball 
and  baseball  at  university,  but  now 
prefers  golf  for  relaxation  and  exer- 
cise. "Unfortunately,"  he  says,  "my 
new  job  isn't  helping  my  handi- 
cap!" 


EGA 


Competition  is  heating  up  in  the 
U.S.  high-tech  home  entertainment 
(HE)  industry,  and  that  suits 
President  Hayao  Nakayama  of 
Sega  Enterprises,  Ltd.  just  fine. 

"Not  so  long  ago,"  he  says,  "one 
game  company  held  a  monopoly  in 
the  Un^ited  States.  But  not  any  more. 
About  two  years  ago,  we  pioneered 
the  move  from  8-bit  to  1 6-bit  video 
game  systems,  and  the  American 
consumers  loved  it.  So  we  broke  the 


monopoly.  We  have  great  confi- 
dence in  our  hardware  and  software 
and  welcome  competition." 
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Excellence  is 
a  universal 
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At  Brother,  the  search  for 
excellence  begins  with  a  search  for 
what  you  need  to  achieve  your  personal 
best.  It's  an  attitude  reflected  in  our  products— 
and  our  sponsorship  of  the  worldwide  Olympic 
Games.  And  it's  been  a  driving  force  behind  our 
support  for  local  and  international  sports  and 
gymnastic  competitions  for  the  past  10  years. 

All  of  us  at  Brother  look  forward  to  the  1992 


Olympics,  where  once  again 
we'll  join  the  world's  top  athletes 
as  they  strive  for  excellence.  At  the 
Winter  Games  in  Albertville,  France,  and  the 
Summer  Games  in  Barcelona,  Spain,  we'll  be 
there  to  support  the 
contestants— and  help 
them  achieve  the  goal 
we  all  share. 


<y6> 
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Worldwide  Sponsor  of  the  1992  Olympic  Games 
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We're  at  your  side. 


BROTHER  INDUSTRIES,  LTD. 
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BROTHER  INTERNATIONAL  CORPORATION-U.S.A. 
SUPPORTER  OF  EDUCATION,  ATHLETICS  &  THE  ARTS 


Brother  International  Corporation,  the  sales  and 
marketing  company  for  Brother  products  in  the  United 
States,  with  its  corporate  headquarters  in  Somerset, 
New  Jersey,  has  a  philanthropy  program  which  it  does 
not  widely  publicize.  The  Corporation's  Chairman, 
President  &  CEO,  Hiromi  Gunji,  believes  that  the 
company  has  an  obligation  to  be  a  good  corporate  neigh- 
bor and  citizen.  Following  his  modest  example,  the 
company  does  these  things  without  seeking  publicity 
and  attention.  They  do  it  because  it  is  correct  to  try 
to  give  something  back  to  its  employees,  their  cus- 
tomers, and  to  the  country  which  nurtures  them. 

SMITHSONIAN  INSTITUTION  AND  BROTHER 
JOIN  TOGETHER  TO  PROMOTE  EDUCATION. 

Since  1989,  Brother  has  been  The  Official  Sponsor 
of  The  Smithsonian  Institution's  National  Education  and 
Outreach  Program,  funding  curriculum  kits  which  are 
aimed  at  teaching  High  School  juniors  and  seniors 
critical  thinking  skills  and  how  to  do  research.  The 
Smithsonian's  Office  of  Elementary  and  Secondary 
Education  had  long  realized  that  our  college  and  univer- 
sity students  needed  better  instruction  on  how  to  do 
research,  with  the  two  kits  (Carbons  to  Computers  — 
The  Changing  American  Office,  and  Image  &  Identity 
—  Clothing  and  Adolescence  in  the  1990s)  which  have 
akeady  been  completed  and  distributed  to  thousands 
of  High  Schools,  and  other  institutions.  Brother  helped 
them  to  fill  this  need.  This  program  is  ongoing,  and 
Brother  has  funded  a  third  curriculum  kit  which  will  be 
completed  and  ready  for  distribution  during  this 
1991/ '92  school  year;  its  working  titie  is  Protest  and 
Patriotism  in  the  United  States. 

BROTHER,  A  WORLDWIDE  SPONSOR  OF  THE 
OLYMPICS. 

In  1984,  Brother  became  The  Official  Typewriter 
Supplier  to  the  Los  Angeles  Summer  Olympic  Games. 
In  1988,  the  joint  Olympic  Organizations  created  a 
program  called  The  Olympic  Programme  (TOP), 
allowing  a  sponsor  to  become  a  worldwide  sponsor  by 
signing  four  contracts  (with  the  IOC,  the  USOC,  the 
Summer  Games  Organizing  Committee  in  Seoul,  and 
the  Winter  Games  Organizing  Committee  in  Calgary). 
By  becoming  a  TOP  sponsor,  one  does  not  negotiate 
individually  with  all  of  the  many  National  Organizing 
Committees  in  each  country,  because  all  of  the  smaller 
organizing  committees  are  automatically  included  in  a 
TOP  sponsorship.  There  were  nine  TOP  I  sponsors. 
For  1992,  TOP  11  was  organized,  and  eight  of  the 
original  TOP  sponsors  returned,  and  were  joined  by 


four  more  to  make  a  total  of  twelve.  Those  companies 
are,  3M,  Bausch  &  Lomb,  Brother,  Coca  Cola,  EMS 
(The  United  States  Postal  Service),  Kodak,  Matsushita 
(better  know  in  the  U.S.  as  Panasonic),  M  &  M  Mars, 
Phillips,  Ricoh,  Time  Inc.  (Sports  Illustrated  in  the 
U.S.),  and  VISA.  For  Brother,  its  Olympic  involvement 
allowed  it  to  achieve  two  of  its  goals....  to  support 
athletics  and  education.  Education  may  not  seem  im- 
mediately to  be  a  reason  for  sponsoring  the  Olympic 
Games,  but  Brother  believes  that  when  people  see  that 
their  Olympic  heroes  become  leading  corporate 
citizens,  they  realize  that  being  a  "jock"  does  not  mean 
you  can't  be  smart  too.  Secondly,  and  perhaps  more 
importantiy,  the  Olympic  Games  teaches  everyone  that 
they  can  compete  in  a  healthy,  non-violent  environment, 
while  it  promotes  international  peace  and  harmony. 

BROTHER'S  DEDICATION  TO  COMMUNITY. 

On  a  community  level.  Brother  has  been  a  major 
sponsor  of  Athletics  at  Rutgers,  The  State  University 
of  New  Jersey.  Rutgers  has  long  been  a  staunch  sup- 
porter of  excellence  in  academics,  not  just  athletics, 
to  the  point  of  sidelining  any  student  athlete  who  does 
not  meet  the  academic  standards.  A  part  of  Brother's 
sponsorship  dollars  goes  into  their  Student/Athlete 
Scholarship  Fund,  and  another  part  helps  to  support 
their  Athlete  Community  Service  Program,  where  ath- 
letes visit  underprivileged  or  sick  children  to  show  them 
you  can  achieve  excellence  in  both  academics  and 
athletics.  These  student  athletes  volunteer  their  time, 
and  Brother  supplies  them  with  T-shirts  and  other  tan- 
gible items  that  will  remind  these  children  about  the 
visit  they've  had  and  the  lesson  they've  learned. 
Additionally,  through  Brother's  largess,  Rutgers  has 
given  thousands  of  Football  tickets  to  groups  which 
might  not  otherwise  have  been  able  to  afford  to  attend 
games. 

Of  course,  like  all  large  corporations.  Brother  donates 
funds  to  other  worthwhile  organizations  and  events,  but 
they  do  it  with  the  single  purpose  of  helping  and  teach- 
ing others,  not  for  the  publicity  they  could  gamer. 

To  make  a  request  for  a  corporate  sponsorship  and 
donation,  it  must  be  done  in  writing,  and  sent  to  the 
attention  of  Ms.  Dorothy  Maltzman,  Corporate  Public 
Relations,  Brother  International  Corporation,  200 
Cottontail  Lane,  Somerset,  NJ  08875-6714. 

BROTHER  INDUSTRIES,  LTD. 
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"It  was  very  difficult,  if  not  im- 
possible, to  attract  software  devel- 
opers to  design  for  our  8-bit  game 
system  because  most  were  tied  into 
arrangements  with  Nintendo," 
Nakayama  explains.  "This  situation 
has  changed  dramatically  with  the 
success  of  Genesis  and  our  other 
new  products,  such  as  Came  Gear, 
the  color  portable  hand-held  sys- 
tem." 

When  Sega  was  considering  the 
introduction  of  16-bit  machines,  a 
serious  question  arose:  Should  the 
new  machines  be  allowed  to  use  8- 
bit  video  games?  "It's  not  so  relevant 
in  terms  of  performance,"  says 
Nakayama.  "The  8-bit  games  don't 
play  faster  or  suddenly  take  on  more 
vivid  colors  with  the  16-bit  ma- 
chines. But  there  was  another,  more 
important  consideration  —  the  con- 
sumer. We  felt  the  choice  should  lie 
with  the  consumer,  rather  than  be- 
ing determined  by  us." 

Despite  Nintendo's  recent  entry 
into  the  1 6-bit  category,  the  Sega 
Genesis  system  continues  to  be  the 
sales  leader.  Part  of  the  reason  is 
Sega's  more  sophisticated  and  ex- 
tensive software  library.  This  past 
Christmas,  Sega  offered  more  than 
1 00  titles  compared  to  about  1 8 
from  Nintendo. 

Nakayama  is  excited  about 
what  the  future  holds  in  the  HE  in- 
dustry beyond  the  1 6-bit  machines. 
"Multimedia  is  the  buzzword  in  our 
industry,"  he  says.  "It's  about  the 
only  area  left  for  introducing  new 
products.  It  won't  be  long,  for  ex- 
ample, before  we  attach  CD-ROMs 
to  our  16-bit  systems.  They'll  open 
up  completely  new  types  of  games. 
At  first,  the  CD-ROM  drive  will  be 
bought  separately,  but  before  long  it 
will  come  as  an  integrated  unit  with 
the  game  hardware." 

The  key  to  success  in  the  HE  in- 
dustry, according  to  Nakayama,  is  to 
develop  and  market  appealing  titles, 
and  this  boils  down  to  technological 
capabilities  in  hardware  and  software. 
"Around  600  of  our  2,000  employ- 
ees," he  says,  "are  in  R&D.  It  was  our 
own  in-house  staff  who  designed 
Sega's  16-bit  system.  As  a  result,  we 
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don't  face  the  problems  our  competi- 
tion faces  today  related  to  'overkill' 
specifications." 

With  regard  to  future  plans  for 
the  U.S.  market,  Nakayama  says: 
"We  currently  have  150  employees 
in  the  U.S.  That  figure  will  double 
within  a  year  as  we  move  to  bolster 
our  operations,  particularly  in  after- 
sales  servicing,  R&D  and  market- 
ing. The  American  market  is 
growing  fast,  and  Sega  intends  to 
remain  at  the  forefront  of  the  com- 
petition." 


Globalization  has  recently  become 
a  fashionable  concept  in  Japan,  but 
NEC  Corporation  first  applied  it  al- 
most a  full  century  ago. 

"Our  company," 
says  Dr.  Tadahiro 
Sekimoto,  president 
of  NEC,  "was  estab- 
lished in  1899  as 
Japan's  first  joint 
venture  between 
Japanese  and  Ameri- 
can partners.  The 
American  company 
was  Western  Elec- 
tric, and  the  Japanese 
partners  held  a  mi- 
nority stake  of  44%." 
That  was  the  begin- 
ning, and  today  NEC 
has  93  affiliates  and 
liaison  offices  in  44 
countries,  employ- 
ing over  170,000 
people  worldwide. 

Sekimoto's  office 
is  located  on  one  of 
the  upper  floors  of 
the   43-story    NEC 
Super  Tower,  the  company's  head 
office  building  in  Tokyo.  The  tower 
is  a  state-of-the-art,  intelligent 
building  that  embodies  two  of 
NEC's  favorite  concepts:  C&C,  the 
integration  of  computer  and  com- 


munications technologies,  and 
"holonic"  organization,  which  cre- 
ates a  harmonious  whole  while  also 
promoting  individualism.  "C&C  ex- 
presses our  corporate  philosophy 
best,"  Sekimoto  says.  "By  integrat- 
ing computers  and  communica- 
tions, we  try  to  promote  mutual 
understanding  and  help  people 
around  the  world  realize  their  hu- 
man potential." 

Sekimoto  has  a  talent  for  coining 
words.  "Holonic,"  for  example, 
combines  the  Greek  words  holos 
(whole)  and  on  (individual).  "I  cre- 
ated the  word  'holonic,'"  he  says, 
"to  express  the  idea  of  an  overall 
organization  operating  under  a 
single  banner,  in  which  the  indi- 
viduals who  comprise  the  whole 
are  harmoniously  integrated,  such 
as  by  sharing  information. 

"We  give  greater  autonomy  to 
each  group  and  affiliate,"  he  ex- 
plains, "while  simultaneously  ex- 
pecting the  whole  integrated 
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organization  to  grow  stronger." 

Meanwhile,  to  benefit  from  dif- 
ferent labor  costs  in  different  coun- 
tries, NEC  gradually  developed 
what  Sekimoto  calls  "mesh" 
globalization.  "Mesh  globalization 


Vrad  Business, 

the  NIKKH  View 


Japanese  businessmen  know  where  you 
get  your  business  information.  But  do  you 
know  where  they  get  theirs? 

While  top  business  people  follow  the 
Nikkei  Average,  Japan's  leading  stock  index, 
Nikkei  is  much,  much  more.  It's  the  multi- 
media network  that  most  Japanese 
businessmen  consult  every  day. 

Above  all,  Nikkei  is  The  Nihon  Keizai 
Shimbun—ihe  world's  largest  business 
daily— with  more  than  3  million  subscribers. 


Nikkei  is  also  specialized  papers,  and  Japan's 
top  English-language  business  newspaper, 
The  Nikkei  Weekly. 

Nikkei  is  database,  too,  including  Nikkei 
Telecom,  a  real-time  24-hour  service  in 
English  and  Japanese. 

All  this  plus  books  and  periodicals,  new 
media  and  broadcasting,  events  and  more. 

Nikkei.  It's  the  information  network 
Japanese  businessmen  live  by. 
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Nihon  Keizai  Shimbun.Inc.  1-9-5  Otemachi,  Chiyoda-ku,  Tokyo  100-66,  Japan  Tel:  (03)  3270-0251 

Nihon  Keizai  Shimbun  America,  Inc.  Neu-  York  Office:  1221  Avenue  of  the  Americas,  Suite  1802,  New  York,  NY  10020  U.S.A.  Tel:  (212)  512-3600  or  1-800-322-1657 

Los  Angeles  Office:  725  South  Figueroa  Street,  Suite  1515,  Los  Angeles,  CA  90017  U.S.A.  Tel:  (213)  955-7470 

Nihon  Keizai  Shimbun  Europe  Ltd.  London  Office:  Bush  House  North  West  Wing,  Aldwych  London,  WC2B  4PJ,  U.K.  Tel:  (071)  379-4994 

Frankfurt  Office:  Kettenhofweg  22,  6000  Frankfurt/M  1,  Germany  Tel:  (069)  720214 

Nihon  Keizai  Shimbun  Singapore  Pte  Ltd  10  Anson  Road,  Suite  14-13/14,  International  Plaza,  Singapore  0207  Tel:  2278260 


For  further  Information  on  Nikkei,  just  fill  out  this  coupon  and  mail. 

Planning  &  Development  Dept.,  Projects  Development  Bureau,  Nihon  Keizai  Shimbun,  Inc.,  1-9-5  Otemachi,  Chiyoda-ku,  Tokyo  100-66,  Japan 
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refers  to  decentralized  manage- 
ment," Sekimoto  explains.  "It  can 
be  observed,  for  example,  in  our 
semiconductor  chip  manufacturing. 
One  of  our  operations  has  chips 
that  are  produced  in  California,  as- 
sembled in  Singapore  and  then  sold 
in  Singapore  and  other  markets." 

NEC's  resourcefulness  in  promot- 
ing trade  is  not  unusual  for  a  Japa- 
nese company.  As  Sekimoto  says: 
"Unlike  resource-rich  countries  like 
the  U.S.,  Japan  must  import  natural 
resources  and  raw  materials,  and 
then  export  manufactured  products 
to  earn  foreign  currency  to  pay  for 
the  imports." 

NEC  has  a  long-term  action  plan 
for  reducing  its  in-house  trade  sur- 
plus, which  translates  into  an  ex- 
pansion of  imports  and  increased 
overseas  production.  "We  decided 
to  review  our  internal  operations," 
Sekimoto  remarks,  "and  bring  our 


corporate  export  and  import  figures 
into  closer  balance.  For  the  period 
ending  March  1991,  we  imported 
$916  million  worth  of  various 
items.  Our  plans  for  fiscal  1993  will 
raise  that  figure  to  about  $1 .4  bil- 
lion." 

For  its  trade  related  to  the  U.S., 
NEC  will  move  even  more  force- 
fully than  elsewhere  to  reach  an 
equilibrium.  "We  now  export  about 
$1 .3  billion  to  the  U.S.,"  Sekimoto 
explains,  "and  import  about  $700 
million.  By  the  end  of  fiscal  1 993, 
we  plan  to  reduce  our  exports  to 
$1 .2  billion  and  increase  our  im- 
ports to  about  $900  million.  That 
will  shrink  the  surplus  from  about 
$600  million  to  about  $300  million. 
At  the  same  time,  we  will  raise  the 
percentage  of  local  U.S.  produc- 
tion, in  terms  of  value  of  total  sales." 

It  used  to  be  said  in  economic 
circles  that  if  the  American 


PEOPLE  NOTED  FOR 
GIVING  THEIR  BEST 
USUALLY  EXPECT  IT 
IN  RETURN. 
THE  IMPERIAL 
IMPERATIVE. 


For  over  100  years  we've  been  providing  the  finest  services  and  facilities 
to  discriminating  guests  such  as  Madame  Pavlova,  Jascha  Heifetz,  Charlie 
J"  Chaplin,  and  countless  dignitaries.  In  return,  they  gave  us  our 
'-^  reputation  as  the  hotel  of  hotels  throughout  Japan— imperative 
for  its  consistent,  uncompromising  standards.  We're  still  in  the 
same  enviable  location— more  convenient  than  any  other  in  Tokyo.  And  the 
wodd's  most  informed,  fastidious  travelers  still  insist  on  the  Imperial  Hotel. 
It's  the  Imperial  imperative,  today  as  in  the  past. 


IMPERIAL    HOTEL 


Amambaiol 


TOKYO 


"ThtFlsadinfHoteholthifWorid' 


«<^a» 


For  Information,  conlaci  The  Imperial  Hotel  Tokyo  Overseas  Sales  Offices;  New  York  Tel:  (2121 692-9001,  Fax,  (212) «)"02il, 

Los  Angeles  Tel;  (213)  62^-6211,  Fax;  (213)  239-2402,  Umdon  Tel;  ('1)  930-2'10.  Fax;  (^1)  930-2"69  For  reser\-aiions,  contact  The  Imperial  Hotel  Tokv 

Tel;  (03)  35041111,  Fax;  (03)  3'>81-9146,  or  contact  your  nearest  tra\'el  agent,  or  any  Japan  Airlines  oflice. 


economy  sneezed,  the  lapanese 
economy  caught  a  cold.  But 
Sekimoto  says,  "No,  I  don't  think 
that's  true  today.  Now  u'e're  almost] 
on  equal  terms,  and  the  U.S.  has 
become  more  like  a  big  brother.  If 
the  American  economy  sneezes  to- 
day, I  think  the  Japanese  economy 
will  also  sneeze." 

Sekimoto  was  recently  honored 
to  become  a  foreign  associate  mem- 
ber of  the  American  National  Acad- 
emy of  Engineers.  He  says,  "I  think 
it's  most  important  for  Japanese  and 
Americans  to  respect  each  other  and 
be  more  flexible  toward  one 
another's  culture.  Cultural  aware- 
ness is  sometimes  the  key  to  greater 
economic  understanding."  ■ 

Ihe  14th  Annual  Special  Japan  Supplement, 
1992,  was  written  by  Thomas  I.  Elliott, 
Dynaword  Inc.,  Tokyo.  Designed  by  Atsumi 
Matsui,  101  Design  Office,  Tokyo. 
Photographed  by  Sheila  Phalon,  Tokyo. 
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The  leader  of  today  can  show 
you  the  way  into  the  future. 


Canon 


Tomorrow's  business  success  relies 
on  the  tools  you  choose  today,  whether 
you  re  in  one  of  America  s  largest  cor- 
porations or  a  one-person  office.  That's 
why  Canon  has  dedicated  itself  to  cre- 
ating a  complete  line  of  advanced  office 
products  with  forward-looking  features 
that  will  give  your  business  a  competitive 
edge  for  many  years  to  come.  Its  that  kind  of 
vision  that's  made  Canon  the  National  Office 

#  Machine  Dealers  Association's 
"Manufacturer  of  the  Year" 
^^^  for  two  years 
running. 


Color  Laser  Copier^ 
SOO  System 


Driven  by  a  commitment  to  produce  the 
best  possible  image  quality,  and  the 
highest  standards  of  reliability,  we've  created 
one  of  the  industry's  broadest  and  most 
innovative  copier  lines. 

As  a  pioneer  in  both  color  and  laser  tech- 
nologies, we  created  copiers  that  put   ^ 
us  years  ahead  of  our 
competition,  and  r^ 

put  you  years      

ahead  of  yours. 
Canon  Color 
Laser  Copiers. 

With  them, 
you  can  produce 
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Color  Ljser 
opier  300 


-^^ 
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irofessional  looking  color  presentations 
[without  leaving  the  office.  And  make  copies 
and  transparencies  from  virtually  any 
[source,  even  slides  or  photos. 

The  most  exciting  feature  may  be  connec- 
tivity. Using  optional  equipment  you  can 
produce  color  documents  created  with 
desktop  publishing  and  graphics  programs 
directly  from  your  personal  computer  or 
workstation. 

As  important  as  color  presentations  are 
to  a  company's  success,  black  and  white 
remains  the  mainstay  of  business  commu- 
nications. Canon  NP  Copiers  have  state- 
of-the-art  capabilities  that  save  time 
while  producing  copies 
that  rival  your       jfe^  JT 
originals.  Because 
different  offices 
have  different 
needs,  our  copier 
line  offers  a  wide 
range  of  customized 


solutions.  For  busi- 
nesses where  high- 
speed copying  and 
finishing  are  needed, 
we  created  a  system 
simple  enough  for  any- 
one to  walk  up  and  oper- 
ate. And  so  medium  and 
small-sized  businesses  can 
compete  with  larger  ones,  we  offer  the  option 
of  both  full-featured  mid-size  and  economical 
compact  copiers,  as  well  as  the  peace  of 
mind  of  the  Canon  Performance 
Guarantee'''  Program! 
Big  or  small.  Canon  copiers  give  you 
a  wide  variety  of  document  feeding  and 
finishing  options,  which  can  enhance 
your  productivity  even  more. 

And  Canon  quality  assures  that  you 
have  a  copier  you  count  on, demonstrated 
by  the  fact  that  our  copiers  have  been  the 
first  choice  of  American  business  for  nine 


straight  years. 


*  Details  at  participating  Canon  authorized  dealers. 


We  know  what  the  future 
can  bring.  And  send. 


FAX-L3300 


In  the  future,  virtually  every  fax  will  be 
received  on  plain  paper,  without  compromis- 
ing any  of  the  quality  of  the  original  image. 
The  advantages  are  obvious. 
Plain  paper  faxes 
won't  fade  and  are 
easier  to  handle, 
allowing  you  to 
write  on  them,  or  file 
'them  away  as  if  they 
Vere  the  original. 
Fortunately,  Canon  offers  this  technology 
today.  Our  complete  line  of  advanced,     j 
yet  easy-to-use  fax  machines  delivers  ^r 
all  the  plain-paper  benefits  along       ^y 
with  features  for  unsurpassed 
image-enhancement.  The 
result  is  a  business  commu 
nication  tool  that  has  the 
capabilities  you  need  now, 
and  the  Canon  quality  that  will 
keep  you  productive  for  years  to  come. 
By  looking  ahead,  we've  already  become 


FAX-L 


America's  #1  choice  for 
plain  paper  facsimile. 

Consider  our 
LaserClass™  700 
Series,  for  exam- 
ple. It  features  high- 
speed sending  and  receiving 
as  well  as  crisp,  clear  laser  output. 

Or  our  FAX-A5 01,  which  makes  plain- 
paper  technology  affordable  for  everyone. 
And  on  the  cutting  edge,  you  find  our 
line  of  04  facsimiles.  Each,  capable  of  digi- 
tally transmitting  documents 
at  an  astonishing  three  sec- 
onds per  page,  with 
image  resolution  that  is 
virtually  indistinguish- 
able from  the  original. 
With  so  much  innova- 
tion, and  such  an  extensive 
line,  it's  clear  Canon  faxes 
can  transmit  excellence  when 
your  image  is  on  the  line. 
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We  can  help  you  make 
the  future  perfectly  clear. 


i^  anon  perfected  the  first  desktop  laser 
V>/beam  printer,  which  paved  the  way  for 
desktop  publishing  by  producing  high-quality 
output,  quickly  and  quietly.  And  we  have 
continually  developed  our  laser  printing 
technology  toward  increased  compactness, 
affordability,  and  printing  sophistication. 

Our  innovative  Bubble-Jet '""  Printers  are  a 
quiet,  high-quality  alternative  to  noisy  dot 
matrix  printers.  These  remarkable  printers 
work  in  virtual  silence,  are  fast,      [ 
and  print  with  laser-quality 
resolution. 

Canon  Electronic  Typewriters 
and  Word  Processors  are 


Canofile  250 
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Bf-Wex 


designed  to  make  document 

creation  simple.  They  give 

you  the  sophistication  you 

need  for  anything  from  highly  complex  word 

processing  to  personal  letter  typing. 

And  as  a  leader  in  micrographics  since 
l1962.  Canon  offers  a  full  line  of  paper- 
less ways  to  store  and  retrieve  documents. 
Including  an  affordable  stand-alone  desktop 
electronic  optical  disk  filing  system,  the 

w^Canofile  250,  that  stores  thousands 
of  documents  in  almost  no 
space,  retrieves  them  in 
almost  no  time,  and 
prints  them  with  a  laser 
beam  printer. 


AP850-IU 


There's  a  good  chance  your  office  of  the 
future  will  be  in  your  home.  And  with 
Canon  Home  Office  Products,  you  can  single- 
handedly  project  the  image 
of  a  large  corporation. 
We  know  that 
equipment  for  the 
home  office  must  be 
compact,  affordable,  easy-to-use,  and  most 
importantly,  reliable. 

Canon  Personal  Copiers  revolutionized 
copying  with  a  Cartridge  System  that  makes 
them  virtually  maintenance-free,  and 

^super  compact." 
Small  wonder 
they're  America's  #1 
personal  copier. 
Our  FAXPHONE' 
line  of  personal  fac- 
similes lets  you  maintain 
your  buttoneSUp  image  even  when  sending 


StarWriter 


and  receiving 
at  home. 

We've  even 
brought  printing 

down  to  size  with  a  super-  -•     -^  bjs 

compact  Bubble-Jet  personal  printer  that 
quietly  produces  laser-quality  documents  at 
dot-matrix  prices. 

And  our  StarWriter™  Personal  Word 

Processors 
are  all-in-one 
personal  pub- 
lishing systems, 
giving  you  the  ability  to 
turn  out  letter-perfect  documents  every  time. 

At  Canon,  our  goal  is  to  build  the  future 
of  every  size  business.  So  when  you  look 
ahead,  look  to  Canon.  Because  today  and 
tomorrow,  your  image  matters  to  us.  For 
information  call  1-800-OK-CANON. 


©1991  Canon  U.S.A.,  Inc. 
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WHO'S  WHERE  IH  THE  STOCK  MARKET 


Wall  Street  had  a  good  year  in  1991: 
Through  mid-December  the  S&P  500 
gained  14%.  But  over  the  last  five  years, 
half  the  stocks  in  this  survey  did  not 
do  as  well  as  risk-fi'ee  Treasurys, 


By  Timothy  Dodman 

Over  the  past  five  years,  the  Forbes  universe  of 
1,180  industry  survey  stocks  (excluding  Bio- 
tech stocks)  fared  only  slighdy  better  than  the 
market,  averaging  a  58%  increase,  compared 
with  a  56%  gain  in  the  S&P  500  since  Dec.  31,  1986. 

Plugged  into  our  average  performance  is  the  1,073% 
gain  for  Jacobs  Engineering  and  Savin's  97%  loss.  The 
median  stock  in  our  survey,  556th-ranked  American 
Bankers  Insurance,  gained  only  26%  over  the  past  five 
years.  Which  means  that,  excluding  dividends,  more  than 
half  the  stocks  followed  in  this  issue  didn't  do  as  well  as 
risk-free  T  bills,  which  returned  41%  over  the  same  period. 
How  will  the  market  do  this  year.''  Last  year  the  bell- 
wether S&P  500  rose  about  14%  through  mid-December. 
That  increase  came  despite  consensus  forecasts  which 
showed  that  1991  earnings  of  the  s&P  500  would  be  off" 
about  9%.  This  year  profits  for  the  S&P  500  are  expected  to 
rise  31%,  according  to  the  consensus  earnings  estimates 
provided  by  the  Institutional  Brokers  Estimate  System. 
Does  that  mean  hefty  market  gains? 

Joseph  Battipaglia,  director  of  research  at  Gruntal  &  Co., 
thinks  those  earnings  estimates  are  too  optimistic.  But  he 
also  thinks  that  in  the  long  run  management's  response  to 
the  recession  and  the  slow  recovery  may  be  beneficial.  Why? 
Battipaglia  notes  that  corporations  took  advantage  of  a 
receptive  stock  market  last  year  to  offer  additional  shares  to 
the  public.  This  strengthened  balance  sheets  and  reduced 
financial  leverage.  Also,  companies  have  been  paring  staff" 
and  cutting  capacity.  He  thinks  growth  will  remain  sluggish 


The  best  companies  of  1986-91 


through  the  first  half  of  1992,  but  once  the  economy  starts 
to  pick  up  steam,  the  increased  earnings  leverage  should 
boost  profits — and  the  market. 

With  a  1,600%  five-year  price  gain,  U.S.  Surgical,  a 
member  of  the  top-ranked  health  care  industry,  is  the  best- 
performing  stock  in  this  year's  survey.  Based  in  Norwalk, 
Conn.,  U.S.  Surgical  has  more  than  70%  of  the  $560 
million  (sales)  surgical  stapler  market.  U.S.  Surgical  was  on 
the  Forbes  list  of  best  small  companies  in  America  three 
times  in  the  1980s.  As  recendy  as  last  year  the  company — 
which  now  has  sales  of  $755  million — was  too  small  to 
qualify  for  this  survey  of  larger  U.S.  corporations. 

Another  big  winner  was  Home  Depot,  the  chain  of 
warehouse-style  home  improvement  centers.  Can  Home 
Depot  continue  to  count  on. do-it-yourselfers  to  keep  its 
stock  on  Wall  Street's  top  shelf?  All  we  can  report  is  that  a 
few  security  analysts  are  in  sharp  disagreement  about  the 
company's  net  worth. 

As  was  the  case  last  year,  a  good  number  of  the  worst- 
performing  stocks  are  in  the  financial  services  industry. 
HomeFed  and  CalFed  both  lost  more  than  90%  during  the 
past  five  years,  while  American  Capital,  off  98%,  is  the 
worst  performer  in  this  survey. 

In  order  to  be  ranked  in  the  following  table,  a  firm  must 
be  publicly  traded  as  of  Dec.  30,  1988.  Three -year  price 
histories  are  footnoted  "b,"  and  four-year  histories  are 
footnoted  with  an  "a."  Companies  that  underwent  a 
major  merger  or  reorganization  since  1986  are  not  ranked 
if  the  event  significantiy  affected  stockholders'  equity.  WM 


5-year 

Recent 

Company 

price  change 

price 

US  Surgical 

1,599% 

94 

Home  Depot 

1,560 

58% 

Blockbuster 

1,414 

nva 

Novell 

1.356 

4678 

Stewart  &  Stevenson 

1,222 

54 

Microsoft 

1,100 

96y2 

Jacobs  Engineering 

1,073 

24 

Conseco 

956 

59yB 

Thorn  Apple  Valley 

914 

35y2 

NIKE 

868 

56% 

The  worst  companies 

Company 

Of  1986-91 

5-year 
price  change 

Recent 
price 

American  Capital 

HomeFed 

Sudbury 

Savin 

MLX 

-98% 

-98 

-97 

-97 

-97 

Vt 
Ve 
Vs 

MAI  Systems 
Finevest  Foods 
Eagle-Picher  Inds 
Continental  Airlines 
CalFed 

-97 
-97  b 
-97 
-96 
-96 

% 

V* 

IV* 

1% 

1% 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1986  to  Nov.  20, 
1991.    b:  Three-year  price  change. 
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Rank     Company 


5-year 
price 

change     Recent 
%  price 


EPS 

1992 

estimate 

$ 


Current 
yield 

% 


869 

AARCorp 

-20.6 

12% 

1.30 

3.9 

130 

Abbott  Laboratories 

154.2 

58 

2.96 

1.7 

412 

Acme  Steel 

51.9 

15 

1.24 

0.0 

624 

Adia  Services 

16.4 

17% 

1.40 

0.9 

796 

Advanced  Micro 
ADVO-System 

-7.3 

12% 

1.15 

0.0 

89 

198.2 

2078 

1.33 

0.0 

918 

Aetna  Life  &  Cas 

-33.0 

37% 

5.56 

7.3 

NR 

Affiliated  Pubs 

NA 

8 

0.25 

3.0 

922 

HF  Ahmanson 

-33.5 

14% 

2.30 

6.1 

NR 

Air  &  Water  Tech 
Air  Express  IntI 

NA 

18% 

0.64 

0.0 

249 

95.8 

17V8 

1.82 

0.9 

254 

Air  Prods  &  Chems 

92.5 

67% 

4.68 

2.3 

485 

Airborne  Freight 

38.1 

20% 

2.13 

1.5 

NR 

Akzo 

NA 

35y4 

4.36 

4.8 

745 

Alaska  Air  Group 

0.0 

20 

1.76 

1.0 

576 

Albany  International 

22.6a 

16V4 

1.21 

2.2 

106 

Alberto-Culver 

176.9 

27 

1.39 

0.8 

67 

Albertson's 

239.5 

36y2 

2.27 

1.5 

375 

Alcan  Aluminium 

59.3 

20 

0.69 

3.0 

384 

AIco  Standard 

57.6 

33 

2.53 

2.8 

895 

Alexander  &  Alexander 

-25.5 

19% 

1.29 

5.1 

639 

Alexander  &  Baldwin 

14.4 

25% 

2.23 

3.4 

894 

Alexander's 

-24.7 

29% 

NA 

0.0 

359 

Alleghany 

62.8 

991/2 

8.32 

0.0 

470 

Allegheny  Ludlum 

40.9ac 

23y8 

2.31 

3.8 

745  Allegheny  Power 

524  Allen  Group 

NR  Allergan 

NR  Alliant  Techsystems 

1091  Allied  Products 


0.0 

30.2 

NA 

NA 

-89.4 


44y4 

2oy2 

21% 
21% 

3y2 


3.77 
1.86 
1.54 
4.66 
-0.24 


7.1 
0.2 
1.7 
0.0 
0.0 


767 

Allied-Signal 

-2.5 

39% 

3.62 

2.6 

206 

Alltel 

110.7 

36% 

2.65 

4.0 

313 

Alcoa 

72.0 

58y4 

5.06 

3.1 

1080 

AM  International 

-84.3 

1 

0.05 

0.0 

383 

AMAX 

57.7 

I9y8 

1.20 

4.2 

971 

AMC  Entertainment 

-44.3 

4% 

0.16 

0.0 

649 

Amdahl 

13.4 

I3y4 

1.41 

0.8 

180 

Amerada  Hess 

119.5 

52% 

3.08 

1.2 

1081 

America  West  Airlines 

-84.6 

iy2 

-0.93 

0.0 

556 

American  Bankers 

25.9 

17% 

2.44 

3.4 

280 

American  Brands 

82.4 

38% 

4.43 

4.5 

381 

American  Building 

58.5 

33% 

NA 

2.8 

1113 

American  Capital 

-98.4 

yi6 

NA 

0.0 

441 

American  Cyanamid 

46.1 

56% 

4.59 

2.6 

660 

American  Electric 

12.3 

30% 

2.92 

7.8 

Rank     Company 


663  AMR 

743  AmSouth  Bancorp 

791  Anacomp 

1005  Analog  Devices 

738  Anchor  Bancorp 

469  Angelica 

225  Anheuser-Busch  Cos 

NR  AnnTaylor  Stores 

489  Aon 

438  Apogee  Enterprises 

140  Apple  Computer 

871  Applied  Magnetics 

133  Applied  Materials 

347  Applied  Power 

109  Arbor  Drugs 

101  Archer  Daniels 

419  Arden  Group 

56  Argonaut  Group 

873  Arkia 

814  Armco 

753  Armstrong  World  Inds 

172  Arrow  Electronics 

892  Arvin  Industries 

385  Asarco 

717  Ashland  Oil 

122  AST  Research 

1059  Atari 

1013  Guy  F  Atkinson 

416  Atlanta  Gas  Light 

699  Atlantic  Energy 


5-year 

EPS 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

% 

price 

$ 

% 

11.7 

59% 

4.76 

0.0 

0.4 

31% 

3.55 

4.6 

-6.7 

3'/^ 

0.50 

0.0 

-52.8 

7% 

0.77 

0.0 

1.3a 

5 

NA 

0.0 

41.1 

33% 

2.82 

2.6 

101.4 

52% 

3.70 

2.1 

NA 

16% 

1.48 

0.0 

37.4 

36y4 

4.08 

4.4 

47.1 

121^ 

NA 

2.1 

149.4 

5oy2 

4.13 

1.0 

-20.6 

5% 

0.05 

0.0 

152.6 

24 

1.95 

0.0 

65.6a 

I3y4 

1.20 

0.9 

173.9 

21 

1.01 

0.7 

181.3 

50.2 

264.3 

-21.1 

-9.8 

-0.4 
128.6 
-24.6 

57.1 
3.6 

160.2 

-75.2 

-54.2 

51.6 

6.0 


27 
40 

25% 
15 
4% 

29% 

14 

21% 

23% 

29 

16% 
1% 
6% 

36 

39% 


1.76 
NA 
3.42 
1.17 
0.39 

2.34 
1.25 
1.74 
2.00 
3.24 

2.38 
NA 
0.20 
2.43 
3.44 


0.4 
0.0 
2.7 
7.2 
0.0 

4.0 
0.0 
3.2 
6.8 
3.4 

0.0 
0.0 
0.0 
5.7 
7.6 


270 

Atlantic  Richfield 

85.2 

111% 

8.84 

4.9 

203 

Automatic  Data 

112.1 

37% 

1.82 

1.1 

NR 

AutoZone 

NA 

49% 

1.59 

0.0 

711 

Avery  Dennison 

4.8 

21% 

1.44 

3.7 

770 

Avnet 

-3.4 

24% 

1.75 

2.4 

468 

Avon  Products 

41.2 

38% 

3.45 

3.7 

1055 

Avondaie  Industries 

-73.2b 

4% 

-0.21 

0.0 

812 

Aztar 

-9.4 

6 

0.35 

0.0 

825 

J  Baker 

-11.7 

9% 

1.38 

0.7 

424 

Baker  Hughes 

49.5a 

20% 

1.52 

2.3 

774 

Ball  Corp 

^.3 

33% 

2.74 

3.6 

1070 

Bally  Manufacturing 

-80.4 

3% 

0.16 

0.0 

779 

Baltimore  G&E 

^.8 

32y4 

2.82 

6.5 

173 

Banc  One 

127.5 

43 

3.50 

2.7 

194 

Bancorp  Hawaii 

115.3 

43% 

4.45 

2.8 

925 

American  Express 

-33.8 

18% 

2.49 

5.3 

123 

Bandag 

159.4 

113 

6.34 

1.1 

227 

American  Family 

101.0 

26% 

2.07 

1.5 

1023 

Bank  of  Boston 

-57.2 

11% 

0.77 

0.0 

689 

American  General 

7.8 

39% 

4.57 

5.0 

880 

Bank  of  New  York 

-21.9 

30% 

3.80 

5.0 

479 

American  Greetings 

39.5 

36% 

3.17 

2.1 

149 

BankAmerica 

143.6 

35% 

5.22 

3.4 

257 

American  Home  Prods 

91.5 

73y8 

4.76 

3.5 

495 

Bankers  Trust  NY 

35.9 

61% 

7.88 

4.1 
2.2 

335 

American  IntI  Group 

67.7 

82 

7.83 

0.6 

426 

Banta 

49.3 

26% 

2.53 

755 

American  Maize 

-0.6 

19% 

2.50 

3.3 

439 

CR  Bard 

46.9 

26% 

1.37 

1.8 

NR 

American  Medical 

NA 

8% 

NA 

0.0 

579 

Barnes  Group 

22.1 

37y4 

3.55 

3.8 

818 

American  Natl  Ins 

-10.4 

36% 

4.09 

5.1 

759 

Barnett  Banks 

-1.2 

30% 

2.60 

4.3 

155 

American  Oil  &  Gas 

140.0 

12 

0.76 

0.0 

NR 

Baroid 

NA 
-6.6 

5% 
35y4 

0.46 
2.69 

3.5 

471 

American  President 

40.7 

36% 

3.83 

1.6 

790 

Bassett  Furniture  Ind 

2.8 

687 

American  Stores 

8.5 

29% 

3.45 

2.4 

126 

Bausch  &  Lomb 

155.6 

50 

2.89 

1.4 

442 

American  Tel  &  Tel 

46.0 

36% 

2.96 

3.6 

258 

Baxter  International 

89.0 

36% 

2.35 

2.0 

636 

American  Water  Works 

15.2 

23y4 

2.27 

3.7 

993 

BayBanks 

-50.3 

18% 

0.82 

0.0 

497 

Ameritech 

35.8 

60 

4.82 

5.7 

511 
529 

Bear  Stearns  Cos 

33.2 

14% 

1.78 

4.0 

388 

Ameritrust 

56.8 

29% 

1.96 

2.2 

Bearings 

29.8 

19V4 

1.50 

3.3 

626 

Ameron 

16.2 

35 

NA 

3.7 

781 

Beckman  Instruments 

-5.0b 

ISV* 

1.57 

1.7 

1101 

Ames  Dept  Stores 

-95.2 

1% 

NA 

0.0 

566 

Becton  Dickinson 

23.8 

61% 

5.41 

1.9 

775 

Ametek 

-4.3 

12% 

1.04 

5.4 

509 

Bell  Atlantic 

33.3 

45 

3.66 

5.6 

414 

Amoco 

51.7 

49% 

3.76 

4.4 

958 

Bell  Industries 

^2.9 

9% 

0.72 

4.1 

454 

AMP 

42.9 

51% 

2.96 

2.8 

580 

BellSouth 

22.1 

47 

3.44 

5,9 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31 ,  1986  to  Nov.  20, 1991.    NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company, 
a:  Four-year  price  change,    b:  Three-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Forbes:  Media  General;  Institutiorial  Brokers  Estimate  System,  from  IBES,  Inc..  via  Lotus  One  Source. 
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Rank    Company 


5-year  EPS 

price                        1992  Current 

change  Recent    estimate  yield 

%  price           $  % 


680 

AH  Belo 

119 

Bemis 

725 

Beneficial  Corp 

208 

Bergen  Brunswig 

403 

WR  Berkley 

91 

Berkshire  Hathaway 

205 

Best  Buy  Co 

248 

Bethlehem  Steel 

103 

Betz  Laboratories 

996 

Beverly  Enterprises 

686 

BigB 

449 

Bindley  Western  Inds 

393 

Birmingham  Steel 

766 

Black  &  Decker 

404 

Blair 

84 

H&R  Block 

160 

Block  Drug 

3 

Blockbuster 

1011 

Blount 

548 

Boatmen's  Bancshs 

415 

Bob  Evans  Farms 

242 

Boeing 

924 

Boise  Cascade 

525 

Borden 

824 

Boston  Edison 

929 

Bowater 

655 

Briggs  &  Stratton 

34 

Brinker  IntI 

246 

Bristol-Myers  Squibb 

351 

British  Petroleum 

NR 

Broad 

117 

Broken  Hill 

906 

Brooke  Group 

539 

Brooklyn  Union  Gas 

293 

Brown-Forman 

888 

Brown  Group 

874 

Browning-Ferris  Inds 

303 

Bruno's 

916 

Brunswick 

592 

Burlington  Coat 

389 

Burlington  Northern 

588 

Burlington  Resources 

1031 

Butler  Manufacturing 

311 

Cablevision  Systems 

721 

Cabot 

360 

Caesars  World 

NR 

Caldor 

1104 

CalFed 

785 

CalMat 

133 

Campbell  Soup 

613 

C&S/Sovran 

428 

Capital  Cities/ABC 

361 

Capital  Holding 

40 

Cardinal  Distribution 

458 

Carl  Karcher 

553 

Carlisle  Cos 

277 

Carnival  Cruise  Lines 

977 

Carolina  Freight 

550 

Carolina  Power  &  Lt 

396 

Carpenter  Technology 

1076 

Carter  Hawley  Hale 

118 

Carter-Wallace 

745 

Casey's  General  Store 

464 

AM  Castle  &  Co 

714 

Caterpillar 

420 

CBI  Industries 

9.3 
162.8 

2.9 

108.9 

54.3 


27% 
371/8 
571/8 
20V8 
27 


1.23 
2.33 
6.58 
1.62 
3.07 


1.9 
2.3 
4.6 
2.0 
1.2 


195.2 

8325 

327.50 

0.0 

110.8 

33% 

1.52 

0.0 

96.0 

12y4 

1.57 

3.3 

179.5 

56y4 

2.68 

2.2 

-51.1 

8 

0.59 

0.0 

8.6 

12% 

1.10 

1.3 

44.4 

1778 

1.32 

0.3 

56.3 

18% 

1.55 

2.7 

-2.3 

15% 

1.36 

2.5 

54.3 

45V8 

4.00 

4.9 

208.9 

34% 

1.78 

2.5 

137.5 

55% 

NA 

1.6 

1413.6 

liy8 

0.75 

0.0 

-53.1 

5% 

NA 

7.8 

26.7 

44y2 

4.44 

4.9 

51.6 

2oy8 

1.30 

1.4 

97.5 

4478 

4.93 

2.2 

-33.8 

23% 

-0.53 

6.4 

30.1 

30y2 

2.60 

3.7 

-11.7 

22% 
20 

2.06 

6.9 

-34.2 

1.26 

6.0 

12.8 

39% 

3.09 

4.0 

336.8 

45% 

1.64 

0.0 

97.0 

81% 

4.73 

2.9 

64.7 

71% 

4.73 

6.8 

NA 

15% 

2.28 

1.3 

164.0 

46y2 

2.96 

2.7 

-28.3a 

5% 

0.51 

10.4 

28.3 

29y2 

2.46 

6.4 

78.5 

72y8 

6.22 

3.1 

-23.6 

26% 

2.38 

6.1 

-21.2 

17% 

1.36 

3.9 

75.2 

I3y4 

0.82 

1.5 

-32.8 

11% 

0.98 

3.9 

20.3 

i9y4 

1.64 

0.0 

56.8b 

36y4 

3.24 

3.3 

21.1b 

39y2 

1.79 

1.8 

-61.0c 

iiy2 

0.74 

0.0 

72.8 

32% 

-13.31 

0.0 

3.3 

31 

2.91 

3.4 

62.5 

3078 

2.36 

0.0 

NA 

I4y2 

2.23 

0.0 

-95.9 

1% 

0.63 

0.0 

-5.8 

i9y8 

1.51 

3.3 

152.6 

36 

3.83 

1.6 

17.9 

2878 

2.43 

5.4 

49.2 

400 

27.47 

0.1 

62.4 

49% 

6.42 

2.4 

319.6 

30% 

1.54 

0.3 

42.2 

8 

0.94 

1.0 

26.4 

37% 

3.13 

3.4 

83.3a 

22 

1.98 

2.4 

-45.4 

i9y8 

1.46 

3.1 

26.5 

4878 

4.39 

6.2 

56.0 

48% 

3.96 

5.0 

-82.4a 

V/i 

0.12 

0.0 

164.0 

99 

4.30 

1.0 

0.0 

14% 

1.00 

0.8 

41.5 

10 

1.13 

4.0 

4,4 

4178 

2.39 

2.9 

50.0 

2878 

1.96 

1.7 

5-year 

EPS 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

Rank 

Company 

% 

price 

$ 

% 

667 

CBS 

11.0 

141 

10.15 

0.7 

662 

CDI 

12.0 

6% 

0.52 

0.0 

287 

Centel 

80.8 

30 

0.73 

2.9 

854 

Centerior  Energy 

-17.0 

1878 

1.81 

8.5 

597 

Centex 

19.6 
48.2 

37% 
50% 

3.19 
4.16 

1.1 

433 

Central  &  So  West 

5.8 

813 

Central  Hudson  G&E 

-9.5 

27y4 

^.59 

7.0 

694 

Central  Maine  Power 

7.4 

20 

1.86 

7.8 

NR 

Central  Newspapers 

NA 

19'^ 

1.13 

2.1 

521 

Central  Steel  &  Wire 

30.4 

600 

NA 

2.8 

867 

Champion  IntI 

-20.3 

24y2 

1.01 

0.8 

713 

Charming  Shoppes 

4.4 

20% 

1.27 

0.6 

288 

Charter 

80.6 

7 

0.81 

0.7 

1004 

Chase  Manhattan 

-52.3 

17 

3.08 

7.1 

889 

Chemed 

-23.7 

25% 

1.26 
3.30 

7.9 

978 

Chemical  Banking 

-45.6 

23 

4.3 

562 

Chesapeake 

24.9 

21 

1.41 

3.4 

413 

Chevron 

51.8 

6878 

5.33 

4.8 

1095 

Child  World 

-93.4 

78 

1.57 

0.0 

55 

Chiquita  Brands  IntI 

267.7 

40% 

2.93 

1.5 

1012 

Chrysler 

-53.4 

iiy2 

0.63 

5.2 

179 

Chubb 

120.7 

65% 

6.44 

2.3 

175 

Church  &  Dwight 

126.2 

29y8 

1.46 

1.2 

783 

Cigna 

-5.2 

52y8 

5.53 

5.8 

804 

CILcorp 

-8.1 

3572 
20y4 

3.06 
1.12 

6.9 

241 

Cincinnati  Bell 

97.6 

4.0 

264 

Cincinnati  Financial 

87.2 

111 

9.34 

2.5 

457 

Cincinnati  G&E 

42.3 

3778 

3.60 

6.5 

1034 

Cincinnati  Milacron 

-62.3 

772 

0.66 

4.8 

780 

Cipsco 

-4.9 

26% 

2.20 

7.1 

1103 

Circle  K 

-95.7 

% 

NA 

0.0 

467 

Circuit  City  Stores 

41.2 

21% 

1.82 

0.5 

59 

Circus  Circus 

-260.8 

3274 

2.28 

0.0 

1028 

Citicorp 

-60.4 

ioy2 

1.09 

0.0 

583 

Clark  Equipment 

21.5 
49.6 

24 

3778 

0.92 
2.88 

0.0 

423 

Clorox 

4.1 

654 

CMS  Energy 

12.8 

17% 

2.08 

2.7 

344 

CNA  Financial 

66.0 

8974 

5.67 

0.0 

1030 

Coachmen  Industries 

-60.6 

478 

0.50 

1.6 

1024 

Coast  Savings  FinI 

-57.8 

5% 

1.52 

0.0 

255 

Coastal  Corp 

92.1 

2978 

2.70 

1.3 

62 

Coca-Cola 

252.3 

6672 

2.86 

1.4 

956 

Coca-Cola  Bottling 

-42.3 

18% 

0.44 

4.7 

808 

Coca-Cola  Enterprises 

-8.8 

13 

0.44 

0.4 

247 

Colgate-Palmolive 

96.9 

4074 

2.91 
2.25 

2.6 

1027 

Columbia  Gas  System 

-59.4 

18% 

0.0 

199 

Comcast 

113.5 

1674 

-0.99 

0.9 

466 

Comdisco 

41.3 

2274 

2.52 

1.3 

156 

Comerica 

139.2 

5072 

5.38 

3.7 

286 

Commerce  Bcshs 

81.2 

3174 

3.35 

2.4 

965 

Commerce  Clearing 

-43.4 

1774 

0.97 

4.1 

1044 

Commercial  Federal 

-67.9 

5% 

2.50 

0.0 

542 

Commercial  Intertech 

27.6 

16% 

NA 

4.1 

357 

Commercial  Metals 

63.0 

1974 

1.35 

2.7 

594 
788 

Commonwealth  Ed 

20.3 
-6.3 

40% 

3.84 

7.4 

Commonwealth  Energy 

35% 

3.30 

8.2 

893 

Commtron 

-24.6 

672 

1.00 

0.0 

584 

Comsat 

21.3 

3478 

3.20 

4.1 

111 

Compaq  Computer 

167.5 

25% 

2.94 

0.0 

493 

Computer  Associates 

36.4 

9% 

1.04 

1.1 

376 

Computer  Sciences 

59.2 

6774 

4.97 

0.0 

167 

ConAgra 

133.2 

29% 

2.88 

1.8 

304 

Conner  Peripherals 

74.6b 

13% 

1.94 

0.0 

8 

Conseco 

955.6 

5978 

5.41 

0.3 

704 

Consolidated  Edison 

5.6 

2478 

2.40 

7.5 

1025 

Consol  Freightways 

-57.9 

12% 

1.04 

0.0 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1986  to  Nov.  20, 1991.    NR;  Not  ranked  because  of  merger,  spinoff ,  reorganization,  new  issue  or  conversion  to  stock  company. 
3;  Four-year  price  change,    b:  Three-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Forbes;  Media  General;  lnstitutior)al  Brokers  Estimate  System,  from  IBES,  Inc.,  via  Lotus  One  Source. 
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WHO'S  WHERE  IN  THE  STOCK  MARKET 


.  K.  i^  S  -  ^?*^iJ,.iiiF7WSi#r''^i«iiyi^ 


5-year 

EPS 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

Rank 

Company 

% 

price 

$ 

% 

535 

Consol  Natural  Gas 

28.7 

42 

2.66 

4.5 

476 

Consolidated  Papers 

39.8 

36 

2.45 

3.6 

116 

Consolidated  Rail 

164.3a 

73 

6.81 

2.5 

864 

Consolidated  Stores 

-19.4 

10% 

0.56 

0.0 

437 

Constar  IntI 

47.1 

32 

2.53 

2.0 

1105  Continental  Airlines  -95.9  1%  -0.98  0.0 

1017  Continental  Bank  -55.2  9%  1.75  6.2 

964  Continental  Corp  ^3.3  25%  0.26  10.2 

1038  Control  Data  -64.5  9%  0.97  0.0 

150  Cooper  Industries  142.9  507*  3.53  2.3 

18  Cooper  Tire  &  Rubber  477.1  37ye  2.11  0.7 

857  AdolphCoors  -18.2  19%  1.61  2.5 

565  CoreStates  Financial  23.8  44y4  4.59  4.5 

110  Corning  167.9  737?  3.78  1.4 

15  Costco  Wholesale  587.8  46  1.40  0.0 

220  CPC  International  103.5  80%  5.89  2.7 

474  Crane  40.3b  21%  2.01  3.4 

75  Crawford  &Co  223.7  27y4  1.20  1.3 

960  Cray  Research  -43.0  46y8  4.49  0.0 

935  Crestar  Financial  -37.1  18  2.09  4.4 

278  Crown  Central  Pet  82.7  23%  3.18  3.4 

137  Crown  Cork  &  Seal  150.9  86%  5.19  0.0 

291  CRSS  80.0  8%  0.55  1.4 

811  Crystal  Brands  -9.2  leVe  2.31  1.2 

297  CSX  76.8  5iy2  4.65  3.0 

NR  cue  International  NA  26  1.23  0.0 

1003  Culbro  -52.3  18%  NA  4.4 

910  Cummins  Engine  -30.4  46%  2.25  0.4 

807  Curtice  Burns  Foods  -8.7  IP/s  0.85  5.4 

878  Cyclops  Industries  -21.8a  19%  NA  0.0 

252  Cyprus  Minerals  93.9  21  1.84  3.8 

839  Dairy  Mart  -13.7  7y4  NA  0.0 

886  Dana  -23.3  26%  1.99  6.0 

87  Danaher  205.0  18%  1.74  0.0 

1016  Dart  Group  -55.0  67  NA  0.2 

991  Data  General  ^9.8  14%  2.15  0.0 

1009  Datapoint  -52.9  3  NA  0.0 

477  Dayton  Hudson  39.7  59%  5.95  2.4 

362  Dean  Foods  62.2  30  2.21  1.9 

190  Deere  &  Co  116.9  49%  3.37  4.0 

745  Delchamps  0.0  21%  1.20  2.0 

183  Dell  Computer  118.8b  21%  2.32  0.0 

792  Del marva  Power  &  Lt  -6.8  20y2  1.74  7.5 

577  Delta  Air  Lines  22.3  58%  2.43  2.0 

83  Delta  Woodside  Inds  208.9a  21%  2.01  1.4 

703  Deluxe  5.7  37y4  2.53  3.4 

218  Detroit  Edison  103.8  33%  3.53  5.6 

820  Dexter  -10.7  19%  1.70  4.4 

488  Dial  37.5  42%  3.42  3.3 

158  Diamond  Shamrock  138.6a  20%  2.58  2.5 

32  Dibrell  Brothers  360.0  28%  1.83  1.7 

697  Diebold  6.8  48%  2.72  3.3 

954  Digital  Equipment  -42.2  60y2  4.12  0.0 

74  Dillard  Dept  Stores  224.8  123  7.18  0.2 

1068  Dime  Savings  Bank  FSB  -80.0  3%  0.08  0.0 

142  Walt  Disney  149.0  107%  6.29  0.7 

1019  Dixie  Yarns  -56.3  7%  0.68  2.5 

266  Dole  86.4  35%  3.17  1.1 

310  Dollar  General  72.9  20%  1.10  1.0 

976  Dominion  Bankshares  -45.1  lOy?  1.01  4.2 


Rank     Company 


5-year 

EPS 

price 

1992 

Current 

change 

Recent    estimate 

yield 

% 

price           $ 

% 

946 

Dow  Jones 

-39.7 

23'^ 

1.31 

3.2 

472 

DPL 

40.4 

23% 

2.05 

6.8 

162 

DQE 

136.7 

29 

2.53 

5.0 

1033 

Dravo 

-61.9 

7 

1.01 

0.0 

215 

Dresser  Industries 

103.9 

19% 

1.46 

3.0 

876  Drug  Emporium  -21.5b 

850  DSC  Communications  -16.3 

364  El  du  Pont  de  Nemours  61.6 

495  Duke  Power  35.9 

819  Dun  &  Bradstreet  -10.5 

NR  Duracell  IntI  NA 

125  Durr-Fillauer  155.6 

536  DWG  28.6 

955  Dynatech  ^2.3 

573  E-Systems  23.0 

NR  Eagle  Food  Centers  NA 

1106  Eagle-Picher  Inds  -96.5 

776  Eastern  Enterprises  -4.5 

734  Eastman  Kodak  1.6 

647  Eaton  13.6 

959  Echlin  -42.9 

571  Ecolab  23.4 

261  Edison  Bros  Stores  88.2 

234  AG  Edwards  99.4 

411  EG&G  52.2 

434  Egghead  47.8b 

1064  El  Paso  Electric  -77.3 

NR  Eljer  Industries  NA 

332  Emerson  Electric  68.4 

1058  Emerson  Radio  -75.0 

343  Engelhard  66.1 

276  Enron  83.5 

784  Enserch  -5.4 

200  Entergy  113.3 

515  Equifax  32.6 

319  Equitable  of  Iowa  70.7 

688  Equitable  Resources  8.2 

919  ERLY  Industries  -33.3 

NR  ESCO  Electronics  NA 

494  Ethyl  36.0 

941  Everex  Systems  -38.5a 

340  Exxon  66.5 

875  Fairchild  -21.4 

307  Family  Dollar  Stores  73.1 

530  Fay's  29.8 

951  Federal  Express  -41.6 

NR  Federal  Home  Loan  Mtg  NA 

872  Federal-Mogul  -20.6 

41  Federal  Natl  Mortgage  318.7 

272  Federal  Paper  Board  84.7 


6% 

4% 

45y4 

30% 

47y8 

26% 
22% 

3% 
17% 
36% 

7y4 

ly* 

26% 
46y2 
55% 

nve 

28% 
31% 
31  ye 
43 

17 

4y4 

7% 
47 
2% 

31 

36y4 

15% 

28 

141^ 

39y4 
39'^ 

5% 

6% 

25^/i 

4 
58% 

29 

9y4 

36% 
99% 
15% 
56% 
25% 


0.65 
0.23 
3.58 
2.67 
3.14 

1.31 
1.63 
NA 
1.45 
3.77 

1.03 
NA 
2.59 
4.36 
4.63 

0.88 
2.21 
3.66 
2.95 
3.14 

0.77 
0.61 
1.50 
3.12 
0.26 


6.52 
3.20 
NA 
0.14 
2.07 

0.23 
4.59 
-1.15 
1.66 
0.98 

3.31 
10.43 
1.09 
5.71 
2.67 


42 

Federal  Signal 

306.5 

124 

Ferro 

156.7 

108 

FHP  International 

174.3 

1020 

Fieldcrest  Cannon 

-56.3 

86 

Fifth  Third  Bancorp 

205.4 

653 

Figgie  IntI 

12.8 

410 

Fina 

52.5 

1107 

Finevest  Foods 

-96.6b 

931 

First  American  Corp 

-36.4 

822 

First  American  FinI 

-11.3 

1.9 
0.0 
3.7 
5.6 
4.6 

0.0 
1.2 
0.0 
0.0 
2.0 

0.0 
0.0 
5.2 


1.8 
2.1 

0.0 
0.0 
0.0 
2.9 

0.0 


2.20 

2.6 

4.31 

3.6 

1.03 

5.2 

2.58 

5.0 

1.14 

3.6 

3.3 
3.9 
0.0 
0.0 
2.4 

0.0 
4.6 
0.0 
1.5 
2.2 

0.0 
2.0 
5.8 
2.1 
3.9 


26% 

1.56 

2.0 

33% 

2.44 

1.9 

12 

1.13 

0.0 

14% 

1.10 

0.0 

eiv. 

3.92 

1.9 

20'^ 

1.97 

2.4 

65% 

NA 

4.9 

y« 

NA 

0.0 

16% 

1.34 

0.0 

IOV4 

0.80 

3.7 

544 

Dominion  Resources 

27.4 

56% 

4.55 

6.3 

800 

First  Bank  System 

-7.5 

23'/fc 

2.34 

3.5 

196 

Donaldson 

114.8 

36% 

2.79 

1.5 

NR 

First  Brands 

NA 

27% 

2.74 

0.1 

400 

RR  Donnelley  &  Sons 

55.1 

47y2 

3.21 

2.1 

845 

First  Chicago 

-15.3 

24V4 

3.43 

8.2 

852 

Douglas  &  Lomason 

-16.9 

16 

NA 

0.6 

1099 

First  City  Bncp  Texas 

-94.8b 

1% 

-6.75 

0.0 

382 

Dover 

58.4 

35y4 

2.57 

2.4 

847 

First  Fidelity  Bncp 

-154 

29% 

347 

4.1 

526 

Dow  Chemical 

30.1 

50% 

3.68 

5.1 

96 

First  Financial  Mgmt 

186.0 

43'* 

3.42 

0.2 

Note:  Except  as  indicated,  price  changes  are 

from  Dec.  31 

.1986toNov.20, 1991 

.    NR:r 

^ot  ranked  because  of  merger,  spinoff,  reorganization 

,  new  issue  or  conversion  to  stock  company. 

3:  Four-year  price  change,    b:  Three-year  price  change. 

c:  Does  not  reflect  special  cash  d 

ividend  paid. 

NA:  Not  available. 

Sources:  Forbes;  Media  General;  Institutional  Brokers  Estimate  System,  from  IBES,  Inc..  vi 

a  Lotus  One  Source. 
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Buy  what  you  wont  to  buy 

And  no  bankcard  is  going  to  stop  you  with  a  limit  set  long  ago.' 

You  know  what  you  can  afford.  You  just  want  to  be  trusted. 

You're  a  responsible  person.  Most  of  the  time. 


The  Card. 
The  American  Express'  Card. 


WHO'S  WHERE  IN  THE  STOCK  MARKET 


5-year 

EPS 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

Rank 

Company 

% 

price 

$ 

% 

948 

First  Interstate  Bncp 

-40.9 

303/4 

2.94 

0.0 

453 

First  Mississippi 

43.1 

gvs 

0.48 

3.3 

503 

First  of  America  Bank 

34.5 

28y4 

3.12 

4.5 

314 

First  Security 

71.4 

26 

2.87 

3.5 

603 

First  Tennessee  Natl 

19.1 

36% 

4.27 

4.9 

620 

First  Union 

17.1 

28^/4 

3.12 

4.0 

296 

Firstar 

77.1 

421/2 

4.68 

3.4 

962 

FirstFed  Michigan 

-43.2 

13 

2.40 

0.0 

NR 

Fisher-Price 

NA 

30% 

1.66 

0.0 

786 

Fleet/Norstar  Fin! 

-5.9 

2178 

1.66 

3.7 

513 

Fleetwood  Enterprises 

33.0 

33% 

2.71 

2.6 

706 

Fleming  Cos 

5.4 

36^/2 

3.60 

3.3 

652 

Florida  Progress 

12.9 

443/4 

3.58 

6.1 

843 

Florida  Rock  Inds 

-15.0 

2iy4 

NA 

2.4 

840 

Flowers  Industries 

-13.7 

13% 

0.95 

5.0 

79 

Fluor 

218.5 

36% 

2.24 

0.9 

282 

FMC 

82.0 

4678 

5.03 

0.0 

77 

Food  Lion 

222.4 

193/4 

0.77 

0.8 

728 

Foodarama  Supermkts 

2.3 

161/2 

NA 

0.0 

836 

Ford  Motor 

-13.3 

243/8 

1.62 

6.6 

981 

Foremost  Corp  of  Amer 

-46.4c 

2072 

2.07 

5.3 

302 

Foster  Wheeler 

75.2 

23 

1.55 

2.3 

NR 

Foundation  Health 

NA 

26 

2.37 

0.0 

673 

FPL  Group 

10.3 

34% 

2.82 

6.9 

174 

Freeport-McMoRan 

127.4 

4172 

1.97 

6.0 

431 

Fremont  General 

NR 

Fruehauf  Trailer 

31 

Fruit  of  the  Loom 

193 

HE  Fuller 

945 

Fuqua  Industries 

732 

Gannett 

20 

Gap 

401 

GATX 

1066 

Gaylord  Container 

250 

Geico 

48.8 

24 

3.85 

3.7 

NA 

11 

1.67 

0.0 

365.0a 

23V4 

1.77 

0.0 

115.4 

54y8 

3.38 

1.1 

-39.6 

133/4 

1.13 

2.6 

1.9 

36% 

2.46 

3.4 

466.4 

50% 

1.80 

0.6 

54.6 

26 

3.49 

4.6 

-78.6b 

3V8 

-1.00 

0.0 

95.2 

192y4 

13.60 

1.2 

1018  GenCorp 

851  General  Cinema 

901  General  Dynamics 

397  General  Electric 

980  General  Host 


-55.9 
-16.4 
-27.5 
55.8 
-46.2 


1078 
18y2 
49y8 
67 
7y8 


1.07 
0.98 
6.58 
5.69 
NA 


362 

General  Re 

658 

General  Signal 

356 

Genesco 

NR 

Geneva  Steel 

917 

Genlyte  Group 

186 

Genovese  Drug  Stores 

429 

Genuine  Parts 

NR 

Georgia  Gulf 

532 

Georgia-Pacific 

73 

Gerber  Products 

856 

Getty  Petroleum 

318 

Giant  Food 

420 

Gibson  Greetings 

64 

Gillette 

891 

Gitano  Group 

5.5 
2.8 
2.0 
3.0 
4.8 


88 

General  Mills 

204.3 

65% 

3.49 

2.3 

794 

General  Motors 

-7.2 

30% 

1.89 

5.2 

37 

General  Motors  EDS 

333.1 

5378 

2.67 

1.2 

861 

GM  Hughes  Electronics 

-19.1 

15% 

1.68 

4.6 

182 

General  Public  Utils 

118.8 

243/4 

2.60 

6.1 

62.2 

90 

7.07 

1.9 

12.4 

49% 

4.02 

3.6 

63.0 

5y2 

0.55 

0.0 

NA 

19 

2.28 

0.0 

-32.9b 

578 

0.67 

0.0 

118.2 

14y8 

1.20 

1.7 

49.1 

4278 

2.94 

3.4 

NA 

2iy2 

2.24 

0.0 

29.4 

4778 

2.59 

3.3 

225.1 

67y4 

4.31 

2.1 

-18.2 

133/8 

NA 

2.1 

71.0 

21% 

1.97 

3.1 

50.0 

24 

2.85 

1.5 

247.2 

4274 

2.29 

1.5 

-24.4b 

1578 

1.81 

0.0 

Rank    Company 


5-year  EPS 

price                        1992  Current 

change  Recent    estimate  yield 

%  price           $  % 


547  Goulds  Pumps  27.1 

377  WR  Grace  59.2 

229  WW  Grainger  100.0 

NR  Granite  Construction  NA 

393  Great  American  Mgmt  56.3 

633  Great  A&P  Tea  15.4 

21  Great  Lakes  Chemical  465.3 

865  Gt  Western  Financial  -20.0 

508  Grey  Advertising  33.7 

1039  Grossman's  -64.5 

834  Grow  Group  -13.1 

899  Grumman  -27.0 

368  GTE  61.2 

664  Guilford  Mills  11.6 

516  Gulf  States  Utils  32.2 

1068  Hadson  -80.0 

1062  Frank  B  Hall  -77.2 

522  Halliburton  30.3 

554  Handleman  26.3 

987  Handy  &  Harman  -48.7 

280  MAHanna  82.4 

139  Hannaford  Bros  150.4 

631  Hanover  Insurance  15.7 
323  Hanson  70.1 

12  Harley- Davidson  609.5 

939  Harman  International  -38.0 

575  Harnischfeger  Inds  22.7 

312  Harper  Group  72.7 

870  Harris  Corp  -20.6 

685  Harsco  8.8 

191  Hartford  Steam  Boiler  116.4 

1047  Hartmarx  -69.9 

309  Hasbro  73.1 

632  Hawaiian  Electric  15.5 
907  Hechinger  -28.4 

263  HJ  Heinz  87.7 

146  Helene  Curtis  Inds  145.0 

NR  Henley  Group  NA 

849  Hercules  -15.6 

406  Hershey  Foods  53.8 

644  Hewlett-Packard  14.0 

999  Hexcel  -51.7 

1071  Hibernia  -80.5 
1097  Highland  Superstores  -94.3 

131  Hillenbrand  Inds  154.2 

NR  Hillhaven  NA 

1081  Hills  Dept  Stores  -84.6a 

604  Hilton  Hotels  19.0 

61  Holly  Corp  252.7c 

NR  Holnam  NA 

2  Home  Depot  1560.3 

1043  Home  Shopping  -67.0 

1112  HomeFed  -98.1 

561  Homestake  Mining  25.1 

251  HON  Industries  94.6 

505  Honda  Motor  34.1 

245  Honeywell  97.0 

152  GeoAHormel  140.9 

1072  Horn&Hardart  -80.6 
827  Houghton  Mifflin  -12.0 


2oy2 

3872 
43y2 
21% 
25 

27y8 
101% 

1478 
123 
274 

9% 
1778 
3178 
27% 

9% 

r/e 

374 
31% 
16 

loya 

23y4 
4274 
3674 
181/^ 
37y4 

774 
18y4 

28y2 

23% 
2778 

51 

878 
3374 
3678 
12 

38 

3578 

23% 

42% 

3778 

4774 

1174 

278 
1 
5974 

274 

1 
40 
28 

4 

58% 

6% 

V4 

15% 

18 

23 
5874 
20% 
2% 
28% 


1.68 
2.81 
2.74 
2.03 
NA 

3.09 
6.06 
2.37 
NA 
0.50 

NA 
2.61 
2.21 
2.33 
0.85 

NA 

-0.03 
1.98 
1.36 
1.00 

1.98 
2.65 
2.24 
1.95 
3.44 

0.80 
1.95 
2.21 
2.43 
3.10 

3.10 
0.63 
2.60 
2.83 
1.00 

2.56 
2.32 
NA 
3.38 
2.71 

4.06 
0.92 
0.25 
NA 
2.72 

0.01 

NA 

2.37 

4.00 

NA 

1.49 
0.40 
-2.60 
0.13 
1.18 

1.36 
5.18 
1.33 
NA 
1.84 


3.9 
3.6 
1.4 
0.9 
0.0 

2.9 
0.6 
5.9 
2.4 
0.0 

0.0 
5.6 
5.4 
2.9 
0.0 

0.0 
0.0 
3.1 
2.5 
2.0 

2.8 
1.2 
1.2 
7.2 
0.0 

0.0 
2.2 
0.9 
4.4 
4.7 

3.9 
7.4 
0.7 
6.2 
0.5 

2.8 
0.6 
0.0 
5.2 
2.6 

1.0 
3.7 

0.0 
0.0 
1.0 

0.0 
0.0 
3.0 
2.1 
0.0 

0.2 
0.0 
0.0 
1.3 
2.0 

0.9 
2.8 
1.5 
0.0 
2.7 


184 

PH  Glatfelter 

118.5 

5374 

3.72 

2.3 

793 

Household  IntI 

-7.1 

44% 

6.46 

5.1 

46 

Glaxo  Holdings 

295.2 

3078 

1.23 

2.2 

650 

Houston  Industries 

13.3 

39% 

3.20 

7.5 

1073 

GlenFed 

-82.0 

478 

1.62 

0.0 

520 

Howell 

31.3 

lO'/i 

1.27 

3.0 

232 

Golden  West  FinI 

100.0 

3478 

4.02 

0.6 

228 

Hubbell 

100.9 

52% 

3.36 

3.0 

801 

BF  Goodrich 

-7.9 

3974 

2.48 

5.6 

970 

Hudson  Foods 

-44.3 

8'A 

0.79 

1.4 

635 

Goodyear 

15.2 

4874 

3.05 

0.8 

57 

Huffy 

263.8 

19 

1.63 

1.6 

Note;  Except  as  indicated,  price  changes 

are  from  Dec.  31 

,1986  to  Nov.  20, 1991 

.    NR 

Not  ranked  because  of  merger,  spinoff,  reorgani2ation 

.  new  issue  or  conversion  to  stock  company. 

3:  Four-year  price  change,    b: 

Three-year  price  change. 

c:  Does  not  reflect  special  cash  dividend  paid. 

NA:  Not  available. 

Sources:  Forbes;  Media  General;  Institutional  Brokers  Estimate  System,  from  IBES,  Inc., 

via  Lotus  One  Source. 
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Rank    Company 


5-year  EPS 

price                       1992  Current 

change  Recent    estimate  yield 

%  price           $  % 


Rank    Company 


5-year 

price 

change 

% 


Recent 
price 


EPS 

1992  Current 
estimate      yield 
$  % 


908  Hughes  Supply  -28.4  10%  0.50  1.1 

267  Humana  86.3  23%  2.55  3.8 

730  JB  Hunt  Transport  1.9  26y4  1.64  1.1 

448  Huntington  Bcshs  44.6  19  2.09  4.2 

716  IBP  3.9a  13%  1.07  4.5 

NR  ICFIntI  NA  8%  0.64  0.0 

1077  ICH  -82.9         3%  0.88  0.0 

608  lES  Industries  18.7  27y4  2.28  7.6 

NR  Illinois  Central  NA  29  2.78  0.0 

877  Illinois  Power  -21.7  23  1.98  3.5 

163  Illinois  Tool  Works  136.6  61%  3.84  1.4 

657  IMC  Fertilizer  Group  12.5b  49%  4.55  2.2 

51  Imcera  Group  282.1  33%  0.56  1.2 

328  Imo  Industries  68.8  IVA  1.45  4.3 

486  Imperial  Chemical  Ind  37.9  86%  6.68  5.8 

239  Imperial  Holly  97.7b  15%  2.35  3.1 

568  INB  Financial  23.5  3iy4  3.10  3.8 

112  Inco  167.0c  31%  1.97  3.2 

737  Independent  Insurance  1.4  17%  2.44  5.0 

202  Ingersoll-Rand  112.4  47%  3.71  2.8 

745  Ingles  Markets  0.0a        6%  0.74  3.2 

707  Inland  Steel  Inds  5.3  19%  0.68  0.0 

860  Inspiration  Resource  -18.4  3%  0.57  0.0 

115  Instrument  Systems  164.7          5%  0.52  0.0 

92  Intel  194.6  4iy4  4.10  0.0 

19  Intelligent  Electron  474.2a  22V4  2.73  0.0 

1096  Interco  -93.5b          y4  NA  0.0 

702  Interface  5.8          9y8  0.88  2.6 

736  Intergraph  1.5  17y4  1.80  0.0 

1089  Interlake  -88.7c        4%  0.29  0.0 

868  IBM  -20.4  95y2  8.47  5.1 

154  IntI  Flavors  &  Frags  140.3  89y2  4.93  2.7 

371  IntI  Multifoods  60.8  26  2.24  3.1 

273  International  Paper  84.4  69y4  5.49  2.4 

NR  IntI  Specialty  Prods  NA  12y2  0.88  0.0 

138  Interpublic  Group  150.7  45%  3.05  1.8 

NR  Interstate  Bakeries  NA  16%  1.52  2.6 

350  InterTAN  64.7a  24y2  1.82  0.0 

677  Iowa-Illinois  G&E  9.9  24%  2.15  7.0 

517  Ipaico  Enterprises  32.1  31%  2.73  5.9 

534  Itel  29.0  17y4  0.69  0.0 

744  ITT  0.2  53y2  6.93  3.2 

7  Jacobs  Engineering  1073.0  24  1.04  0.0 

952  James  River  Corp  Va  -41.7  19%  1.55  3.0 

1041  Jamesway  -66.9          3%  0.06  0.0 

367  Jefferson-Pilot  61.3  54%  4.53  3.1 

95  Johnson  &  Johnson  187.2  94y4  5.12  1.7 

618  Johnson  Controls  17.5  33%  2.63  3.7 

326  Jostens  69.4  30y2  1.78  2.8 

262  JWP  87.8  14y2  1.76  0.0 

950  Kaman  -41.3          8y4  1.14  5.3 

378  Kansas  City  PfcL  58.9  44y2  3.62  6.3 

676  Kansas  City  Southern  10.1  52  4.55  2.1 

450  Kansas  Gas  &  Elec  44.3  33  2.12  5.2 

741  Kansas  Power  alight  0.7  27%  2.45  6.8 

504  Kaufman  &  Broad  Home  34.5c  14%  1.48  2.1 

235  Kellogg  99.0  5iy2  5.69  2.2 

756  Kellwood  -1.1  23%  2.05  3.4 

611  Kelly  Sen/ices  18.1  30%  2.08  2.3 

446  Kemper  45.0  36y4  4.67  2.5 


185  Keystone  IntI 

509  Kimball  International 

168  Kimberly-Clark 

99  King  World  Prods 

475  Kmart 

519  KN  Energy 

757  Knight-Ridder 

237  Kroger 

26  LA  Gear 

445  La-Z-Boy  Chair 

745  Laclede  Gas 

1005  LADD  Furniture 

559  Lafarge 

268  Lancaster  Colony 

665  Lance 

197  Lands' End 

490  Leggett  &  Piatt 

374  Lennar 

417  Leslie  Fay  Cos 

210  Leucadia  National 

591  LG&E  Energy 

587  Liberty  Corp 

487  Lifetime 

223  Eli  Lilly 

373  Limited 

461  Lincoln  Electric 

656  Lincoln  National 

1092  Lionel 

617  Litton  Industries 

835  LIVE  Entertainment 

316  Liz  Claiborne 

841  Lockheed 

69  Loctite 

298  Loews 

926  Lone  Star  Tech 

159  Long  Island  Lighting 

598  Longs  Drug  Stores 

334  Longview  Fibre 

799  Loral 

482  Lotus  Development 

498  Louisiana  Land 

527  Louisiana-Pacific 

682  Lowe's  Cos 

912  LSI  Logic 

941  LTV 

354  Lubrizol 

47  Lukens 

NR  Lyondell  Petrochem 

998  M/A-Com 

831  Magma  Copper 

NR  MagneTek 

1108  MAI  Systems 

593  Manor  Care 

963  Manufacturers  Hanover 

212  Manufacturers  Natl 

986  Manville 

217  Mapco 

358  Marion  Merrell  Dow 

148  Mark  IV  Industries 

968  Marriott 


118.2 

33.3 

132.9 

183.9 

40.2 

31.3 
-1.1 
98.6b 
421.1 
45.2 

0.0 

-52.8 

25.3 

85.3 

11.4 

114.4 
37.4 
59.5 
51.1 

107.4 


25% 

20 

461/^ 

26V^ 

41 

27y4 
46% 
17% 
10% 
22% 

36 
7% 
11% 
32 
22 

26 

35% 
291^ 
17% 
35y4 


1.44 
1.65 
6.83 
2.40 
4.38 

2.25 
3.07 
1.72 
0.77 
1.93 

NA 
0.50 
0.69 
2.20 
1.41 

1.45 
2.66 
2.82 
2.06 
4.54 


2.5 
3.4 
3.5 
0.0 
4.3 

4.6 
3.0 
0.0 
0.0 
2.6 

6.7 
1.6 
2.6 
2.5 
4.0 

0.8 
2.5 
0.8 
0.0 
0.0 


20.7 

45y8 

3.65 

6.5 

21.1 

22y4 

3.87 

2.2 

37.5 

24% 

2.38 

0.0 

102.0 

75 

5.27 

2.7 

60.6 

25y2 

1.53 

1.1 

41.6 

250 

NA 

4.6 

12.7 

52y4 

4.94 

5.6 

-92.4 

y2 

NA 

0.0 

17.6 

87 

8.06 

0.0 

-13.2 

9% 

1.25 

0.0 

71.3 

36% 

3.05 

1.0 

-14.0 

43y8 

5.59 

4.6 

232.6 

39y2 

2.22 

1.7 

76.4 

102% 

12.03 

1.0 

-34.0 

4y8 

1.19 

0.0 

138.3 

24y8 

2.42 

7.0 

19.5 

35y4 

3.32 

3.1 

67.8 

12'^ 

0.89 

4.2 

-7.5 

35y2 

4.44 

2.7 

39.1 

24 

2.28 

0.0 

35.8 

37 

1.60 

2.7 

29.9 

38% 

3.06 

2.8 

9.1 

28% 

1.98 

2.0 

-31.4 

7% 

0.55 

0.0 

-38.5 

1 

NA 

0.0 

64.3 

51% 

3.93 

3.1 

294.1 

38% 

4.96 

3.8 

NA 

22% 

2.30 

7.9 

-51.5 

eve 

0.69 

0.0 

-12.5a 

6y8 

1.17 

0.0 

NA 

12% 

1.50 

0.0 

-96.9 

% 

-1.00 

0.0 

20.3 

20 

1.34 

0.7 

-43.2 

25% 

3.41 

7.3 

105.8 

40ye 

4.03 

3.3 

^7.5 

7% 

0.63 

0.0 

103.8 

60% 

5.26 

1.7 

62.9 

30% 

2.36 

3.0 

144.5 

17y8 

2.28 

0.7 

^4.0 

I6y4 

1.15 

1.7 

569 

Kennametal 

23.4 

29% 

2.67 

3.9 

623 

Marsh  &  McLennan  Cos 

16.5 

70% 

4.56 

3.7 

994 

Kentucky  Central  Life 

-50.7 

9 

1.57 

4.9 

292 

Marsh  Supermarkets 

78.9 

17 

2.15 

2.6 

581 

Kentucky  Utilities 

22.1 

25y4 

2.14 

5.9 

275 

Marshall  &  llsley 

83.6 

50y2 

4.48 

2.6 

938 

Kerr  Glass  Mfg 

-37.9 

8 

-0.10 

0.0 

147 

Marshall  Industries 

145.0 

24y2 

2.75 

0.0 

478 

Kerr-McGee 

39.6 

39y4 

2.74 

3.9 

480 

Martin  Marietta 

39.5 

53% 

7.57 

2.8 

285 

KeyCorp 

81.4 

4oy8 

4.40 

3.6 

890 

Masco 

-24.1 

22 

1.49 

2.7 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1986  to  Nov.  20, 1991.    NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stocl<  company. 
a:  Four-year  price  cfiange.    b:  Three-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Fortxs;  Media  General;  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.,  via  Lotus  One  Source. 
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WHO'S  WHERE  IN  THE  STOCK  MARKET 


5-year 

EPS 

5-year 

EPS 

price 

1992 

Current 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

change 

Recent 

estimate 

yield 

Rank 

Company 

% 

price 

$ 

% 

Rank 

Company 

% 

price 

$ 

% 

1022 

Masco  Industries 

-57.1 

4% 

0.48 

0.0 

407 

Multimedia 

53.7 

21 

1.74 

0.0 

45 

Mattel 

301.5 

26y2 

2.11 

0.8 

501 

Murphy  Oil 

35.0 

33% 

2.14 

3.6 

1052 

Maxtor 

-71.9 

4% 

0.03 

0.0 

370 

Nacco  Industries 

61.1 

42y2 

4.12 

1.5 

669 

Maxus  Energy 

10.7a 

7% 

0.06 

0.0 

144 

Naico  Chemical 

146.6 

33% 

2.01 

2.5 

68 

Maxxam 

236.0 
48.9 

3iy2 

18.00 

0.0 

745 

Nash  Finch 

0.0 

17% 

1.97 

3.9 

430 

May  Dept  Stores 

52% 

4.66 

3.1 

803 

Nashua 

-8.0 

2iy2 

2.56 

3.3 

949 

Maytag 

-41.3 

13% 

1.15 

3.6 

666 

National  City 

11.2 

34 

4.00 

5.5 

NR 

MBNA 

NA 

29% 

3.50 

5.4 

1075 

Natl  Convenience 

-82.2 

1% 

-0.64 

0.0 

338 

McCaw  Cellular 

67.4a 

27 

-1.85 

0.0 

1007 

National  Education 

-52.8 

8% 

0.47 

0.0 

679 

McClatchy  Newspapers 
McCormick  &  Co 

9.3b 

levs 

1.04 

1.2 

558 

National  Fuel  Gas 

25.4 

24% 

1.96 

6.0 

39 

324.1 

20% 

2.25 

1.4 

93 

National  Health  Labs 

192.2b 

23% 

1.25 

1.2 

866 

McDermott  IntI 

-20.1 

17% 

1.13 

5.8 

684 

National  Intergroup 

8.9 

15y4 

1.80 

0.0 

346 

McDonald's 

65.7 

33% 

2.67 

1.1 

605 

National  Medical 

18.9 

13% 

1.92 

3.4 

740 

McDonnell  Douglas 

0.9 

71% 

8.66 

1.9 

1001 

Natl  Semiconductor 

-51.8 

5y8 

0.69 

0.0 

771 

McGraw-Hill 

-3.7 

52% 

3.61 

4.2 

798 

National  Service 

-7.3 

20% 

1.60 

4.7 

38 

MCI  Communications 

328.0 

26% 

2.40 

0.4 

974 

Navistar  IntI 

-44.7 

2% 

0.11 

0.0 

648 

McKesson 

13.4 

36 

2.87 

4.4 

192 

NBD  Bancorp 

116.3 

42 

4.06 

3.3 

549 

MCN 

26.6b 

23y2 

2.10 

7.0 

195 

NCH 

115.2 

63% 

5.70 

1.6 

1090 

MDC  Holdings 

-88.7 

iy2 

NA 

0.0 

352 

NCNB 

64.5 

35% 

4.37 

4.2 

640 

Mead 

14.4 

3iy4 

2.17 

3.2 

887 

Neiman  Marcus  Group 

-23.5a 

11% 

0.32 

1.8 

28 

Medco  Containment 

411.5 

66y2 

1.43 

0.1 

669 

New  England  Electric 

10.7 

31 

2.75 

6.7 

789 

Media  General 

-6.5 

19% 

0.79 

2.2 

1102 

New  Valley 

-95.7 

ys 

NA 

0.0 

49 

Medtronic 

287.6 

74y2 

3.14 

0.6 

842 

NY  State  E&G 

-14.7 

26% 

2.55 

7.9 

940 

Mellon  Bank 

-38.4 

34y8 

4.59 

4.1 

985 

New  York  Times 

^7.2 

18% 

0.70 

3.0 

405 

Melville 

54.2 

41% 

4.13 

3.5 

17 

Newell  Co 

514.8 

4iy2 

2.09 

1.4 

556 

Mercantile  Bancorp 

25.9 

35y4 

4.17 

4.0 

563 

Newmont  Mining 

24.4c 

38y4 

1.62 

1.6 

772 

Mercantile  Stores 

-3.7 

36% 

3.75 

2.8 

723 

Niagara  Mohawk  Power 

3.0 

i7y4 

1.66 

3.7 

63 

Merck 

251.2 

145 

6.43 

1.7 

353 

Nicor 

64.4 

45 

4.18 

5.0 

299 

Mercury  General 

76.3 

30% 

4.29 

2.6 

10 

NIKE 

868.1 

56% 

4.90 

1.0 

885 

Meredith 

-23.3 

25y8 

1.31 

2.5 

188 

Nipsco  Industries 

117.0 
46.3 

25'/^ 
9% 

2.07 

4.5 

718 

Meridian  Bancorp 

3.6 

21% 

2.34 

5.5 

440 

Nissan  Motor 

0.38 

2.0 

574 

Merisel 

22.9b 

7% 

0.61 

0.0 

975 

NL  Industries 

^5.0b 

10% 

NA 

5.8 

1094 

Meritor  Savings  Bank 

-92.9 

% 

-1.00 

0.0 

933 

Noland 

-36.5 

13y2 

NA 

3.4 

481 

Merrill  Lynch 

39.4 

50% 

5.46 

2.0 

341 

Nordstrom 

66.5 

34% 

2.19 

0.9 

24 

Merry-Go-Round 

453.6 

i2y2 

0.98 

0.4 

211 

Norfolk  Southern 

105.9 

58 

4.25 

2.8 

330 

Fred  Meyer 

68.6 

22y8 

1.98 

0.0 

1088 

Nortek 

-87.5 

1% 

NA 

0.0 

339 

Michael  Foods 

66.6a 

14% 

1.28 

1.4 

1084 

Northeast  Federal 

-85.2 

2y4 

NA 

0.0 

641 

Michigan  National 

14.3 

38 

3.80 

5.3 

782 

Northeast  Utilities 

-5.2 

23 

2.00 

7.7 

295 

MicroAge 

77.1a 

7% 

1.29 

0.0 

606 

No  States  Power 

18.8 

41 

3.15 

5.9 

100 

Micron  Technology 

183.3 

12% 

1.40 

0.4 

105 

Northern  Telecom 

177.5 

43% 

2.29 

0.7 

6 

Microsoft 

1100.0 

96y2 

3.41 

0.0 

169 

Northern  Trust 

132.6 

45'/4 

3.82 

2.1 

1087 

Midlantic 

-86.4 

5y2 

-1.28 

0.0 

966 

Northrop 

-43.6 

22y8 

4.15 

5.4 

777 

Midwest  Resources 

-4.7 

19% 

1.71 

7.9 

145 

Nonwest 

146.4 

29% 

3.20 

3.3 

863 

Herman  Miller 

-19.4 

leys 

1.78 

3.2 

4 

Novell 

1356.2 

46% 

1.42 

0.0 

692 

Millipore 

7.5 

33% 

2.53 

1.4 

120 

Nucor 

162.7 

80'/^ 

3.92 

0.6 

512 

Mine  Safety  Appliance 

33.1 

45y4 

NA 

1.9 

769 

NWNL 

-3.2 

30 

5.82 

4.7 

418 

Minn  Mining  &  Mfg 

50,3 

87% 

5.95 

3.6 

619 

Nynex 

17.2 

75'/fe 

6.15 

6.1 

745 

Minnesota  Power  &  Lt 

0.0 

29% 

2.32 

6.4 

900 

Occidental  Petroleum 

-27.3 

20 

1.59 

5.0 

128 

Mirage 

155.4 

23% 

2.56 

0.0 

53 

Office  Depot 

273.8b 

39% 

1.27 

0.0 

436 

Mitchell  Energy 

47.3 

16% 

1.24 

2.4 

816 

Ogden 

-10.0 

18 

1.49 

6.9 

1109 

MLX 

-97.2 

ya 

NA 

0.0 

615 

Ohio  Casualty 

17.7 

45% 

4.72 

5.4 

1067 

MNC  Financial 

-78.8 

4y4 

-1.04 

0.0 

731 

Ohio  Edison 

1.9 

19% 

1.78 

7.5 

349 

Mobil 

64.8 

66y8 

5.12 

4.8 

614 

Oklahoma  G&E 

17.8 

40% 

3.33 

6.4 

260 

Modine  Manufacturing 

88.5 

24y2 

2.02 

3.1 

392 

Old  Kent  Financial 

56.3 

34 

3.55 

3.6 

333 

Molex 

68.0 

3iy4 

1.51 

0.1 

315 

Old  Republic  IntI 

71.4 

33'^ 
44% 

4.91 
4.37 

2.2 

345 

Monsanto 

66.0 

63y2 

5.86 

3.3 

681 

Olin 

9.1 

4.9 

555 

Montana  Power 

26.0 

24y4 

2.09 

6.1 

284 

Olsten 

81.6 

23 

1.34 

1.0 

742 

Moore  Corp 

0.6 

20% 

1.80 

4.5 

422 

Omnicom  Group 

49.7 

30V4 

2.37 

3.7 

432 

JP  Morgan  &  Co 

48.5 

6iy4 

5.59 

3.2 

463 

Oneida 

41.5 

12% 

1.24 

3.8 

1029 

Morgan  Products 

-60.4 

7y8 

0.48 

0.0 

805 

Oneok 

-8.2 

15% 
14% 

1.39 

5.5 

127 

Morgan  Stanley 

155.5 

55  y4 

5.22 

1.5 

22 

Oracle  Systems 

463.8 

0.63 

0.0 

455 

Morrison 

42.7 

22% 

2.16 

2.8 

683 

Orange  &  Rockland 

9.0 

38 

3.29 

6.3 

802 

Morrison  Knudsen 

-8.0 

38% 

3.42 

3.8 

621 

Orion  Capital 

17.1 

31% 

4.71 

2.9 

NR 

Morton  International 

NA 

50% 

3.09 

1.9 

1065 

Orion  Pictures 

-78.4 

2% 

0.00 

0.0 

320 

Motorola 

70.5 

60% 

4.32 

1.3 

720 

Oryx  Energy 

3.4b 

26% 

0.69 

4.5 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1986  to  Nov.  20, 1991 .    NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company, 
a:  Four-year  price  change,    b:  Three-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Forbes;  Media  General;  Iristitutiorial  Brokers  Estimate  System,  from  IBES,  Inc.,  via  Lotus  One  Source. 
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"Our  corporate  clients  depend  on  us.  Their 
employees  depend  on  them.  So  when  we 
guarantee  a  rate  for  401K  plans,  we  protect 


ourselves  with  CBOT  T-Note  futures." 


Thomas  C.  Hardy 
Executive  Vice  President  and 
Chief  Financial  Officer 
Provident  Companies 


"Our  clients  are  intelligent  buyers^  states  Hardy.  'They  demand  a  prudently  managed  portfolio!' 

After  all,  Providents  clients  are  Fortune  500  companies  with  multi-million  dollar  401K  plans.  They 

rely  on  Providents  stability  and  its  ability  to  manage  risk.  And  Provident  relies  on  CBOT  T-Note  futures  and 

options.  'They're  our  best  hedge  against  adverse  interest  rate  movement,"  asserts  Hardy.  "Nothing  matches  our 

risk  better' 

If  your  firm  is  facing  interest  rate  risk,  find  out  more  about  CBOT 
Treasury  futures  and  options.  For  literature,  call  1-800-THE-CBOT, 
ext.  6002,  or  1-312-435-3558,  ext.  6002. 


^  Chicago  Board  of  Trade 


WHO'S  WHERE  IH  THE  STOCK  MARKET 


5-year 

EPS 

5-year 

EPS 

price 

1992 

Current 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

change 

Recent 

estimate 

yield 

Rank 

Company 

% 

price 

$ 

% 

Rank 

Company 

% 

price 

$ 

% 

967 

Oshkosh  Truck 

^3.8 

13^2 

2.40 

3.7 

1051 

Preston 

-71.8 

6% 

0.98 

0.0 

937 

Outboard  Marine 

-37.5 

16% 

1.10 

2.4 

306 

Price  Co 

73.3 

56% 

2.94 

0.0 

121 

Owens  &  Minor 

162.5 

21 

1.01 

1.0 

325 

Primerica 

69.5 

34% 

4.35 

1.4 

460 

Owens-Corning 

41.8 

i9y2 

2.57 

0.0 

204 

Procter  &  Gamble 

111.5 

80% 

5.17 

2.5 

695 

Oxford  Industries 

7.1 

15 

1.31 

3.3 

366 

Progressive 

61.3 

50 

4.71 

1.0 

219 

Paccar 

103.7 

47% 

3.05 

2.1 

NR 

Promus  Cos 

NA 

19% 

1.55 

0.0 

992 

Pacific  Enterprises 

-50.3 

243/8 

2.36 

7.2 

726 

Provident  Life  &  Ace 

2.8 

2oy4 

3.38 

4.9 

586 

Pacific  G&E 

21.1 

29% 

2.47 

5.6 

719 

PS  Group 

3.5 

363/4 

NA 

1.6 

402 

Pacific  Telesis 

54.5 

41V8 

3.02 

5.2 

598 

PSI  Resources 

19.5 

17% 

1.89 

5.7 

27 

PacifiCare  Health 

412.2 

26V4 

2.36 

0.0 

502 

Public  Service  Colo 

34.7 

25y4 

2.33 

7.9 

543 

PacifiCorp 

27.5 

2278 

1.98 

6.6 

1057 

Public  Service  NM 

-73.9 

8% 

0.71 

0.0 

817 

PaineWebber  Group 

-10.3 

1878 

3.38 

2.1 

735 

Pub  Svc  Enterprise 

1.6 

2TA 

2.67 

7.9 

221 

Pall 

103.3 

23% 

1.63 

1.2 

589 

Puget  Sound  P&L 

21.0 

Ib'U 

2.22 

7.0 

NR 

Pamida  Holdings 

NA 

4% 

-0.38 

0.0 

928 

Pulitzer  Publishing 

-34.0 

2oy8 

1.48 

2.6 

989 

Panhandle  Eastern 

^9.1 

14% 

1.00 

5.7 

1.8 

337 

Quaker  Oats 

67.5 

67 

3.54 

2.6 

572 

Paramount  Commun 

23.1 

39 

2.05 

973 

Quaker  State 

-44.5 

13% 

0.92 

5.8 

643 

Parker  Hannifin 

14.1 

29% 

1.78 

3.1 

16 

Quanex 

573.1 

21% 

1.82 

2.2 

809 

Penn  Central 

-8.8 

241/2 

2.11 

2.8 

198 

Quantum 

114.2 

9% 

1.38 

0.0 

317 

Penn  Traffic             , 

71.0b 

22% 

-0.40 

0.0 

1048 

Quantum  Chemical 

-71.3c 

11% 

-0.45 

0.0 

459 

JC  Penney 

42.2 

51 3/8 

5.02 

5.1 

627 

Questar 

16.1 

21% 

1.70 

4.7 

499 

Pennsylvania  P&L 

35.3 

49% 

4.22 

6.3 

768 

QVC  Network 

-3.0 

16y4 

0.82 

0.0 

832 

Pennzoil 

-12.9 

58% 

2.49 

5.1 

425 

Ralston  Purina 

49.5 

52% 

3.83 

2.0 

342 

Pentair 

66.3 

38% 

2.99 

2.4 

693 

Raychem 

7.5 

31% 

0.70 

1.0 

1035 

People's  Bank 

-62.3b 

2% 

NA 

0.0 

628 

Raytheon 

16.0 

78 

9.74 

3.1 

551 

Peoples  Energy 

26.5 

26y4 

2.43 

6.6 

NR 

Reader's  Digest  Assn 

NA 

42 

1.95 

1.9 

567 

Pep  Boys 

23.6 

17y4 

0.88 

0.8 

171 

Reebok  International 

131.0 

27 

2.70 

1.1 

70 

PepsiCo 

231.7 

28% 

1.78 

1.7 

979 

Reliance  Group 

^6.0 

4y4 

0.50 

7.5 

1036 

Perini 

.        -63.4 

loy* 

0.80 

0.0 

698 

Republic  New  York 

6.6 

40% 

4.29 

2.4 

609 

Perkin-Elmer 

18.6 

3oy4 

1.75 

2.2 

1100 

Rexene 

-94.9bc 

1% 

-0.49 

0.0 

915 

Perry  Drug  Stores 

-32.7 
NA 

8y4 

18% 

0.75 
0.98 

0.0 
1.3 

823 

Reynolds  &  Reynolds 

-11.4 

29y4 

2.57 

3.0 

NR 

Pet 

132 

Reynolds  Metals 

153.1 

50% 

4.40 

3.6 

884 

Petrle  Stores 

-23.1 

20% 

0.69 

1.0 

36 

Rhone-Poulenc  Rorer 

333.4 

54 

3.07 

0.9 

882 

Petroleum  Heat  &  Pwr 

-22.3 

10% 

NA 

2.9 

NR 

Rhone-Poulenc 

NA 

I9y2 

2.87 

5.1 

178 

Pfizer 

120.9 

673/8 

3.22 

2.0 

379 

Richfood  Holding 

58.7b 

I2y2 

i^lA 

0.8 

65 

Phelps  Dodge 

241.0c 

703/4 

8.77 

4.2 

1074 

Riggs  National 

-82.1 

5y4 

NA 

0.0 

700 

PHH 

5.9 

33y2 

3.25 

3.6 

447 

Riser  Foods 

44.6b 

ioy8 

1.33 

0.0 

722 

Philadelphia  Elec 

3.3 

233/8 

2.20 

5.6 

541 

Rite  Aid 

28.0 

18% 

1.65 

2.6 

52 

Philip  Morris  Cos 

277.7 

67% 

5.68 

3.1 

NR 

RJR  Nabisco 

NA 

9% 

0.64 

0.0 

773 

Philips  Electronics 

-3.7 

19% 

2.22 

0.0 

365 

Roadway  Services 

61.6 

55% 

3.54 

2.2 

222 

Phillips  Petroleum 

102.1 

233/4 

2.11 

4.7 
0.8 

1078 
795 

Robertson-Ceco 

-83.8 

2 

NA 

0.0 

170 

Phillips-Van  Heusen 

131.5 

18% 

1.39 

Rochester  G&E 

-7.2 

20% 

1.99 

7.8 

444 

PHM 

45.4 

17% 

1.81 

0.7 

465 

Rochester  Telephone 

41.3 

31% 

2.09 

4.7 

758 

Pic'N'Save 

-1.2 

20% 

1.26 

0.0 

674 

Rockwell  IntI 

10.2 

25 

2.64 

3.7 

473 

Piedmont  Natural  Gas 

40.3 

31% 

2.66 

5.5 

645 

Rohm  &  Haas 

14.0 

39% 

3.14 

3.1 

764 

Pier  1  Imports 

-2.2 

7% 

0.73 

0.0 

902 

Rohr  Industries 

-27.6 

21 

2.34 

0.0 

909 

Pilgrim's  Pride 

-28.4 

7y4 

1.05 

0.8 

443 

Rollins 

45.5 

24% 

1.52 

2.4 

NR 

Pinkerton's 

NA 

24y4 

2.11 

0.0 

1042 

Rose's  Stores 

-66.9 

5% 

0.45 

0.0 

983 

Pinnacle  West 

-46.7 

15% 

1.35 

0.0 

72 

Ross  Stores 

226.3 

15y2 

1.21 

0.0 

828 

Pioneer  Financial  Svcs 

-12.0 

7% 

1.36 

0.0 

905 

Rouse 

-28.3 

15 

1.40 

4.0 

214 

Pioneer  Hi-Bred  IntI 

104.2 

6iy4 

3.61 

4.15 

1.9 
2.4 

289 

RPM 

80.4 

19 
30% 

1.31 

3.6 

387 

Pitney  Bowes 

57.0 

57y2 

143 

Rubbermaid 

147.9 

2.34 

1.1 

484 

Pittston 

38.3 

i6y4 

1.79 

1.2 

229 

Ruddick 

100.0 

15'/4 

1.26 

2.6 

NR 

Pittway 

NA 

33 

NA 

1.8 

408 

Russell 

53.3 

26V4 

1.89 

1.2 

947 

Ply  Gem  Industries 

-40.0 

7% 

0.75 

1.5 

982 

Ryder  System 

-46.4 

17% 

1.47 

3.4 

709 

PNC  Financial 

5.2 

43% 

4.26 

4.9 

846 

Rykoff-Sexton 

-15.3 

17% 

1.55 

3.4 

879 

Polaroid 

-21.8 

26 

2.48 

2.3 

651 

Ryland  Group 

13.2 

22'h 

2.13 

2.7 

610 

Pope  &  Talbot 

18.5 

13% 

0.74 

5.6 

395 

Safeco 

56.1 

41% 

4.11 

3.5 

1000 

Portland  General 

-51.7 

14 

1.56 

8.6 

733 

Safeguard  Scientifics 

1.8 

14 

1.50 

0.0 

596 

Potlatch 

20.0 

34y2 

3.31 

4.1 

259 

Safety-Kleen 

88.8 

28 

1.30 

1.1 

760 

Potomac  Electric 

-1.3 

24 

1.99 

6.5 

NR 
NR 

Safeway 

NA 

31% 

1.47 
1.00 

0.0 

533 

PPG  Industries 

29.0 

47 

4.15 

3.9 

St  Joe  Paper 

NA 

0.6 

253 

Precision  Castparts 

93.1 

31% 

2.74 

0.4 

355 

St  Paul  Cos 

63.0 

65% 

7.91 

4.0 

336 

Premark  IntI 

67.5 

32% 

3.23 

2.6 

1056 

Salant 

-73.8 

2% 

NA 

0.0 

826 

Premier  Bancorp 

-11.9 

6y2 

0.80 

0.0 

1026 

Salem  Carpet  Mills 

-58.6 

3% 

0.14 

2.2 

209 

Premier  Industrial 

108.5 

26% 

1.58 

1.6 

187 

Sallie  Mae 

117.9 

57% 

4.10 

1.7 

Note:  Except  as  indicated,  pricechangesarefromDec.  31, 1986  to  Nov.  20, 1991.    NR:  Notrankedbecauseof  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company, 
a:  Four-year  price  ctiange.    b:  Three-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Forbes;  Media  General;  lr)stitutional  Brokers  Estimate  System,  from  IBES,  Inc.,  via  Lotus  One  Source. 
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Tomorrow^  self-service 

and  security  systems 
have  arrived  a  day  early 


at  Diebold 


We  don't  ask  our  customers 
to  wait.  The  technology  of  the 
future  has  arrived  at  Diebold. 
We've  already  introduced 
the  first  automated  teller 
machines  (ATM)  with  advanced 
image-lift  technology  that 
positions  financial  institutions 
for  paperless,  digital  check 
processing. 

And  now,  with  our 
-  InterBold'*"  joint  venture 
with  IBM,  we've  introduced 
the  world's  most  reliable  ATMs.  By 
integrating  our  ATMs  into  the  branch 
automation  system,  we  help  customers 
provide  services  once  available  only  at 
the  teller. 

Our  security  product  technology  is 
among  the  industry's  most  advanced  and 
we  are  working  to  expand  our  presence 
in  global  markets.  Diebold  also  has  the 
industry's  largestservice  network  linked  to 
a  Customer  Response  Center  by  handheld 
computers. 

We've  pioneered  machines  that  allow 
motorists  to  pay  for  gasoline  at  the  pump. 
And  others  that  dispense  video  movies, 
tickets  and  postage  stamps. 

For  a  fact  sheet  that  highlights  our 
leading  technology,  growth  prospects 
and  dividend  record,  write  to  Diebold, 
Incorporated,  Investor  Relations, 
Dept.  9-79-H,  P.O.  Box  8230,  Canton,  Ohio 
44711-8230. 

Or  call  our  financial  hotline, 
1-800-766-5859. 


NCORPORATED 


WHO'S  WHERE  IH  THE  STOCK  MARKET 


5-year 

EPS 

5-year 

EPS 

price 

1992 

Current 

price 

1992 

Current 

change 

Recent 

estimate 

yield 

change 

Recent 

estimate 

yield 

Rank 

Company 

% 

price 

$ 

% 

Rank 

Company 

% 

price 

$ 

% 

896 

Salomon 

-25.7 

28y2 

4.18 

2.2 

290 

Std  Commercial 

80.2 

26y8 

NA 

2.0 

540 

San  Diego  G&E 

28.0 

43ye 

3.50 

6.5 

188 

Standard  Fed!  Bank 

117.0a 

12% 

2.21 

3.1 

NR 

Santa  Fe  Pacific 

NA 

10% 

0.86 

0.0 

990 

Standard  Motor  Prods 

-49.7 

10 

0.97 

3.2 

102 

Sara  Lee 

180.4 

471/2 

2.42 

2.1 

848 

Standard  Products 

-15.5 

25 

1.52 

1.9 

113 

Savannah  Foods 
Savin 

166.7 
-97.2 

16 

1.70 

3.3 

911 

Standard  Register 

-30.8 
38.6 

I2y2 

1.19 

4.5 

1110 

Vs 

NA 

0.0 

483 

Standex  International 

22 

2.25 

3.5 

671 

Scana 

10.6 

4oy2 

3.46 

6.5 

76 

Stanhome 

223.1 

36% 

2.98 

2.5 

528 

SCEcorp 

29.9 

44 

3.81 

6.2 

451 

Stanley  Works 

44.1 

36% 

2.84 

3.4 

81 

Schering-Plough 

211.4 

6iy2 

3.50 

2.1 

161 

State  Street  Boston 

137.4 

55y2 

3.89 

1.4 

226 

Schlumberger 
ASchulman 

101.2 
221.1 

63% 

3.45 

1.9 

1049 

Sterling  Chemicals 

-71.3b 
1222.2 

4% 
54 

0.38 

6.5 

78 

39y8 

2.17 

0.9 

5 

Stewart  &  Stevenson 

2.94 

0.6 

207 

Schultz  Sav-0  Stores 

109.2 

i3y4 

1.50 

0.9 

672 

Stone  Container 

10.6 

21% 

1.10 

3.4 

23 

Charles  Schwab 

460.4a 

22% 

2.05 

0.7 

638 

Storage  Technology 

14.6 

4oy8 

3.40 

0.0 

984 

SCI  Systems 

-46.8 

6y4 

0.70 

0.0 

240 

Stratus  Computer 

97.6 

41% 

2.48 

0.0 

514 

Scientific-Atlanta 

32.6 

14% 

0.53 

1.1 

897 
14 

Strawbridge 
Stride  Rite 

-26.7 
601.7 

22 
25 

3.25 
3.00 

5.0 

691 

Scott  Paper 

7.6 

33% 

2.75 

2.4 

1.2 

622 

EW  Scripps 

16.8b 

20 

1.04 

2.0 

1111 

Sudbury 

-97.3 

y4 

NA 

0.0 

862 

Seaboard 

-19.2 

118 

NA 

0.4 

838 

Sun  Co 

-13.6b 

27% 

2.42 

6.5 

1009 

Seagate  Technology 

-52.9 

9 

0.09 

0.0 

229 

Sun  Microsystems 

100.0 

24 

2.08 

0.0 

271 

Seagram 

85.2 

ii2y2 

9.50 

1.8 

595 

Sundstrand 

20.2 

32 

3.25 

3.4 

762 

Sealed  Air 

-1.5c 

39% 

2.09 

0.0 

300 

SunTrust  Banks 

76.3 

35y4 

3.12 

2.8 

806 

Sears,  Roebuck 

-8.5 

36% 

4.41 

5.5 

797 

Super  Food  Services 

-7.3 

13% 

1.57 

2.5 

629 

Seaway  Food  Town 

15.9 

12% 

NA 

2.8 

690 

Super  Valu  Stores 

-7.7 

26% 

2.43 

2.7 

855 

Security  Pacific 

-18.1 

28% 

3.20 

0.0 

98 

Syntex 

184.6 

41 

2.25 

2.2 

661 

Selective  Insurance 

12.1 

16y4 

1.77 

6.4 

107 

Sysco 

175.0 
-73.1 

3% 

1.95 
NA 

1.0 

914 

Sequa 

-32.2 

45y4 

7.09 

1.3 

1054 

Talley  Industries 

0.0 

754 

Service  Corp  IntI 

-0.5 

24% 

1.77 

2.3 

668 

Talman  Home  Federal 

10.7 

9% 

2.65 

0.0 

94 

Service  Merchandise 

187.3c 

11% 

1.43 

0.0 

243 

Tambrands 

97.3 

54y2 

3.11 

2.5 

1014 

Shared  Medical  Sys 

-54.9 

i8y4 

1.26 

4.6 

957 

Tandem  Computers 

-42.3 

9% 

0.81 

0.0 

97 

Shaw  Industries 

185.4 

29y4 

2.20 

1.7 

930 

Tandon 

-34.2 
-37.1 

1% 
26% 

0.66 
3.11 

0.0 

1037 

Shawmut  National 

-64.1 

8% 

0.42 

0.0 

934 

Tandy 

2.2 

409 

Sherwin-Williams 

52.9 

2iy8 

1.72 

2.0 

29 

TBC 

411.3 

12% 

0.97 

0.0 

135 

Shoney's 

152.3b 

2oy2 

1.12 

0.0 

456 

TCF  Financial 

42.3 

17y4 

2.69 

2.3 

176 

Sigma-Aldrich 

121.2 

41% 

1.88 

0.6 

48 

Tech  Data 

293.7 

26y4 

1.70 

0.0 

961 

Signet  Banking 

-43.0 
252.9 

i8y4 

1.70 

4.4 

331 

TECO  Energy 

68.5 

38% 
100 

2.72 
7.90 

4.4 

60 

Silicon  Graphics 

45% 

2.01 

0.0 

853 

Tecumseh  Products 

-17.0 

3.2 

NR 

Sizzler  IntI 

NA 

10% 

1.25 

1.5 

988 

Tektronix 

-48.9 

17% 

2.63 

3.5 

763 

Skyline 

-1.7 

14% 

0.88 

3.3 

283 

Tele-Communications 

82.0 

13% 

0.03 

0.0 

NR 

Smart  &  Final 

NA 

I7y8 

1.04 

0.9 

NR 

Teledyne 

NA 

19% 

1.66 

4.1 

810 

AO  Smith 
Smith  Corona 

-8.9 

NA 

I9y8 

2.90 

4.2 

233 

Teleflex 

99.5 

3VA 

2.13 
3.87 

1.3 

NR 

6% 

0.85 

2.9 

238 

Temple-Inland 

98.1 

45% 

1.9 

166 

Smith  International 

133.3 

ioy2 

0.83 

0.0 

821 

Tenneco 

-11.1 

34 

3.04 

4.7 

35 

Smithfield  Foods 

333.8 

i9y4 

2.42 

0.0 

844 

Teradyne 

-15.3 

13% 

1.04 

0.0 

NR 

Smith's  Food  &  Drug 

NA 

37y4 

2.00 

1.0 

80 

Terex 

218.5 

13% 

2.44 

0.4 

82 

JM  Smucker 

211.1 
13.7 

35 
29y8 

1.38 
2.42 

1.1 
3.7 

997 

Tesoro  Petroleum 

-51.2 

5y4 

0.67 

0.0 

646 

Snap-on  Tools 

321 

Texaco 

70.4c 

er/s 

5.37 

5.2 

327 

Society 

69.0 

47% 

5.29 

3.9 

739 

Texas  Industries 

0.9 

20% 

NA 

1.0 

452 

Sonat 

43.8 

37% 

2.46 

5.4 

898 

Texas  Instruments 

-27.0 

28% 

2.40 

2.5 

324 

Sonoco  Products 

69.7 

32y4 

2.57 

2.9 

545 

Texas  Utilities 

27.4 

40'/b 

3.70 

7.5 

256 

Sony 

91.8 

35% 

2.77 

1.0 

630 

Textron 

15.9 
139.0 

36'/^ 
40% 

3.80 

3.1 

602 

Sotheby's  Holdings 

19.2b 

12 

0.96 

7.9 

157 

Thermo  Electron 

2.23 

0.0 

369 

South  Carolina  Natl 

61.2 

35% 

3.06 

2.2 

NR 

Thiokol 

NA 

18% 

2.87 

2.0 

830 

Southdown 

-12.2 

I2y8 

0.02 

0.0 

600 

Thomas  &  Betts 

19.4 

51'-^ 

3.37 

4.3 

607 

Southern  Co 

18.7 

3oy8 

2.83 

7.1 

881 

Thomas  Industries 

-22.2 

11% 

1.00 

6.7 

642 

So  New  Eng  Telecom 

14.2 

30% 

2.63 

5.7 

9 

Thorn  Apple  Valley 

914.3 

35'/i 
10% 

5.75 
0.64 

0.0 

462 

SouthTrust 

41.6 

32 

3.42 

3.4 

920 

3Com 

-33.3 

0.0 

213 

Southwest  Airlines 

105.5 

28y4 

1.77 

0.4 

71 

Tiffany 

229.8a 

45% 

3.02 

0.6 

943 

Southwest  Gas 

-38.7 

10% 

1.35 

6.4 

601 

Time  Warner 

19.3 

83'/i 

^.75 

1.2 

390 

Southwestern  Bell 

56.7 

58% 

4.07 

4.8 

833 

Times  Mirror 

-13.0 

27% 

1.51 

3.9 

712 

Southwestern  Pub  Svc 

4.4 

32% 

2.64 

6.8 

696 

Timken 

6.9 

23'-% 

1.53 

4.3 

329  Spiegel  68.7a  UVb  1.29  2.5  NR  TJX  Cos 

913  Sprague  Technologies  -31.5a  6y4  0.45  0.8  224  Torchmark 

560  Springs  Industries  25.3  3^/4  2.91  3.8  708  Toro 

932  SPS  Technologies  -36.4  24  NA  5.3  165  Tosco 

1015  SPX  -55.0c  11%  1.15  3.4  1032  Town  &  Country 


NA 
101.4 

5.2 
133.8 
-61.1 


14y4 
52% 
15y4 
23% 
2% 


1.43 
5.16 
1.65 
3.04 
NA 


3.2 
3.1 
3.1 
2.6 
0.0 


Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1986  to  Nov.  20, 1991 .    NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company, 
a:  Four-year  price  change,    b:  Tfiree-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Forbes;  Media  Ger^eral;  Institutional  Brokers  Estimate  System,  fron)  IBES  Inc.,  via  Lotus  One  Source. 
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Rank    Company 


5-year  EPS 

price                       1992  Current 

change  Recent    estimate  yield 

%          price           $  % 


Rank    Company 


5-year  EPS 

price  1992  Current 

change  Recent    estimate      yield 
%  price  $  % 


181 

Toys  'R'  Us 

616 

Transamerica 

995 

Transco  Energy 

1021 

Travelers 

NR 

Tredegar  Industries 

537 

Tribune 

348 

Trinity  Industries 

883 

Trinova 

837 

TRW 

1093 

Tucson  Electric 

11 

Turner  Broadcasting 

1040 

Turner  Corp 

NR 

TW  Holdings 

141 

20th  Century  inds 

386 

Tyco  Laboratories 

50 

Tyco  Toys 

201 

Tyson  Foods 

151 

UAL 

427 

UGI 

923 

UJB  Financial 

1008 

UNC 

25 

Unifi 

236 

Unilever  NV 

944 

Union  Bank 

518 

Union  Camp 

859 

Union  Carbide 

564 

Union  Electric 

435 

Union  Pacific 

136 

Union  Texas  Petrol 

1083 

Unisys 

969  US  Shoe 

1  US  Surgical 

972  United  Stationers 

710  United  Technologies 

305  United  Telecom 

NR  Unitrin 

177  Univar 

244  Universal 

58  Universal  Foods 

274  Universal  Health 

265  Unocal 

114  UNUM 

506  Upjohn 

546  US  West 

1053  USAir  Group 


1079 

USF&G 

1060 

USG 

903 

Usiico 

727 

USLife 

30 

UST  Inc 

NR 

USX-Marathon 

NR 

USX-US  Steel 

500 

UtiliCorp  United 

44 

Valero  Energy 

380 

Valhi 

920 

Valley  National 

85 

Valmont  Industries 

164 

Valspar 

NR 

Value  City  Dept 

372 

Varian  Associates 

119.1 

17.6 

-50.8 

-56.6 

NA 

28.5 

65.4 

-22.5 

-13.6 

-92.5 

759.3 

-64.8 

NA 

149.3 

57.1 

283.6 
113.3 
140.9 
49.3 
-33.7 

-52.9 
422.3 

98.6 
-39.1 

32.0 

-18.3 

24.3 

47.8 

151.6a 

-85.0 


28 

38y8 
2oy8 
igys 

9V2 

sevs 
271/2 
18V4 
36y2 
4% 

19% 

71/4 
2% 

21V2 
32 

29V4 
19% 
12578 
19y8 
15% 

41/8 
39y2 
94y2 
18 
44% 

18% 
35% 
46 
20y8 
4 


-44.0 

1599.2 

-44.4 

4.9 

73.5 

NA 
121.2 

97.2 
262.6 

83.9 

86.8 

166.0 

33.9 

27.3 

-72.8 


llVs 
94 

9% 
48y4 
22y8 

33y4 

11% 

53 

37% 

12% 

24% 
7iy2 
41% 
34% 
9% 


1.54 
3.72 
1.56 
2.92 
1.07 

2.46 
2.34 
1.16 
3.30 
-1.82 

0.45 

NA 

-0.33 

2.13 

2.28 

2.53 
1.19 
11.02 
1.61 
1.30 

0.50 
2.38 
7.71 
4.39 
2.97 

1.64 
2.93 
3.69 
1.43 
-0.20 


13 

United  HealthCare 

606.0 

59% 

2.97 

578 

United  Illuminating 

22.2 

35% 

3.85 

322 

US  Bancorp 

70.3 

18% 

2.38 

33 

US  Healthcare 

354.8 

35y4 

2.36 

1098 

US  Home 

-94.4 

% 

0.20 

1.42 
2.15 
0.79 
4.60 
2.12 

2.77 
1.00 
3.80 
2.46 
1.46 

1.45 
6.42 
3.16 
3.07 
-2.09 


0.0 
5.2 
2.9 
8.3 
2.5 

2.6 
2.9 
3.7 
4.9 
0.0 

0.0 
0.0 
0.0 
2.0 
1.1 

0.0 
0.2 
0.0 
6.5 
3.8 

0.0 
1.5 
2.9 
7.8 
3.5 

5.4 
6.3 
3.0 
1.0 
0.0 

0.1 
6.8 
4.1 
1.2 
0.0 

4.5 
0.3 
4.3 
3.7 
4.5 

3.0 
2.6 
2.9 
2.2 
0.0 

2.8 
1.5 
3.3 
6.1 
0.0 


-84.0 

6% 

-0.57 

3.1 

-75.6b 

1% 

NA 

0.0 

-27.7 

17y4 

2.33 

5.8 

2.6 

44% 

4.81 

3.7 

384.5 

53% 

2.73 

2.5 

NA 

27% 

1.49 

5.0 

NA 

21V2 

2.98 

3.6 

35.1 

26 

2.38 

6.2 

301.8 

27% 

2.85 

1.3 

58.6 

5% 

0.80 

3.5 

-33.3 

25% 

2.28 

0.0 

206.7 

iiyz 

1.20 

2.3 

134.1 

49% 

2.95 

1.2 

NA 

19y4 

1.81 

0.0 

60.7 

36% 

3.39 

0.9 

761  Varity  -1.3  18y2  2.85  0.0 

NR  Venture  Stores  NA  22%  2.63  2.4 

634  VF  15.4  35%  2.96  3.0 

54  Viacom  269.6a  33y2  0.60  0.0 

NR  Vigoro  NA  19  2.08  3.2 

926  Village  Super  Market  -34.0  8y4  0.65  1.8 

399  Vishay  Intertech  55.4  16y2  "1.97  0.0 

1045  Volt  Info  Sciences  -68.8  8y2  NA  0.0 
590  Volvo  21.0  60%  2.52  4.1 

66  VonsCos  240.7a  25y8  2.03  0.0 

585  Vulcan  Materials  21.3  37%  2.50  3.2 

569  VWR  23.4  19%  1.70  4.1 

NR  Waban  NA  17%  1.29  0.0 

301  Wachovia  75.7  53y4  4.82  3.5 

637  Wackenhut  14.8  24y4  2.28  2.5 

43  Wal-Mart  Stores  306.5  47y4  1.72  0.4 

216  Walgreen  103.9  33  1.80  1.6 

815  Wallace  Computer  Svcs  -9.8  19%  1.83  2.8 

1061  Wang  Laboratories  -76.3  2%  -0.15  0.0 

NR  Warnaco  Group  NA  26y8  NA  0.0 

153  Warner-Lambert  140.5  70y2  4.78  2.5 

531  Washington  Gas  Light  29.6  33%  2.64  6.3 

279  Washington  Mutual  82.6  28  3.84  2.1 

1002  Washington  National  -52.0  15%  1.37  7.0 

625  Washington  Post  16.3  18iy2  11.41  2.3 

129  Waste  Management  154.4  35%  1.96  1.2 

778  Waxmanlnds  -4.8  5  0.45  2.4 

NR  Weirton  Steel  NA  3y2  -1.92  0.0 

701  Weis  Markets  5.9  26y8  2.10  2.4 

308  Wellman  73.1a  20y8  1.87  0.6 

582  Wells  Fargo  21.9  61%  8.85  6.5 

858  Wendy's  IntI  -18.3  8%  0.60  2.9 

1086  Western  Digital  .-85.8  2%  -1.83  0.0 

729  Western  Publishing  2.0  13  0.80  0.0 

953  Westinghouse  -42.2  16y8  2.13  8.7 

90  WestmarklntI  196.8a  46%  2.40  0.0 

829  Westmoreland  Coal  -12.2  18  1.63  1.8 

523  Westvaco  30.2  35%  2.73  3.1 

552  Wetterau  26.5  24y2  2.60  2.8 

787  Weyerhaeuser  -6.1  23%  1.77  5.1 

NR  Wheeling  Pittsburgh  NA  7  NA  0.0 

724  Whirlpool  3.0  34%  3.00  3.2 

NR  Whitman  NA  12%  0.97  1.9 

659  Wicor  12.4  23%  2.20  6.2 

507  Willamette  Inds  33.7  54y2  3.77  2.9 

675  Willcox  &  Gibbs  10.1  7%  0.81  1.4 

398  Williams  Cos  55.4  36y8  2.49  3.9 

391  Winn-Dixie  Stores  56.4  35%  2.38  3.3 

1050  Winnebago  Industries  -71.7  3y4  -0.17  0.0 

491  Wisconsin  Energy  37.3  36y8  3.03  5.1 

678  Wisconsin  Public  Svc  9.4  27  2.20  6.3 

765  Witco  -2.3  37%  3.51  4.9 

538  WLR  Foods  28.4b  15y8  1.41  2.1 

492  Woolworth  36.6  26%  2.83  4.1 
269  Worthington  Inds  85.2  20%  1.24  2.2 

612  WPL  Holdings  18.0  29y2  2.33  6.1 

1085  WPP  Group  -85.6a  2y8  1.37  0.0 

104  WmWrigleyJr  177.6  63y2  3.56  2.6 

705  Wyle  Laboratories  5.5  liy2  1.39  2.4 

1063  Wyman-Gordon  -77.3  3%  0.07  0.0 

715  Xerox  4.2  62y2  5.68  4.8 

904  Yellow  Freight  Sys  -28.1  26y2  2.18  3.5 

1046  Zenith  Electronics  -69.7  6%  -0.50  0.0 
936  Zenith  National  Ins  -37.2  15%  2.34  6.6 
294  Zurn  Industries  77.9  34y4  3.07  2.6 


Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1986  to  Nov.  20, 1991.    NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company. 
a:  Four-year  price  change,    b:  Three-year  price  change,    c:  Does  not  reflect  special  cash  dividend  paid.    NA:  Not  available. 
Sources:  Forbes;  Media  General;  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.,  via  Lotus  One  Source. 
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WHO'S  WHERE  IH  THE  IHDUSTRY  GROUPS 


In  the  latest  12  months  only  one  main  sector— financial  services- 
beat  its  five-year  average  return  on  equity. 


By  Warren  Midgett 

Wr   hich  industn-  had  the  highest  five-year  re- 
turn on  equit}'?  The  recession-resistant  food, 
drink  and  tobacco  group,  which  chalked  up  a 
20%  return. 
For  the  median  firm  in  this  surx-ey,  latest  12 -month 
return  on  equit\'  fell  to  9.9%  fi-om  12 . 1%  last  year.  Financial 
ser\ices  was  the  only  industry-  in  which  the  latest  12-month 
return  exceeded  the  five-year  average. 


Latest  12-month  earnings  fell  5.9%  for  the  median 
survey  firm.  The  worst-performing  industries:  construc- 
tion, where  profits  were  off"  88%,  and  travel,  where  the 
median  company  went  from  a  profit  to  a  deficit  position. 

Especially  in  a  recession — when  companies  slash  prices 
in  order  to  maintain  cash  flow — sales  growth  may  not 
translate  into  higher  profits.  For  example,  the  median 
retailer's  sales  increased  7 .7%  while  profits  fell  5.9%.     ^ 


Net 

Profit 

Promabirrty 

Growth 

Sales 

income 

mar^n 

Return  on  equity 

Sales 

Earnings  per  share 

Return 
on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

rank         % 

% 

% 

% 

rank            % 

% 

rank           % 

% 

$mil 

$mil 

% 

Food,  drink  &  tobacco  (62) 

1          20.0 

17.0 

12.4 

30.6 

14           10.6 

7.0 

1            14.8 

7.4 

2.029 

79 

3.8 

Food  processors  (43) 

19.4 

17.1 

13.1 

27.1 

10.0 

5.3 

14.6 

8.9 

1.397 

74 

3.9 

Beverages  (9) 

18.1 

21.2 

10.0 

30.4 

10.9 

7.1 

11.8 

0.1 

4.038 

146 

5.6 

Toharrx)(10) 

20.6 

14.8 

11.2 

43.1 

14.1 

16.1 

14.9 

16.3 

2.037 

161 

2.2 

Coosumer  nondurabtes  (53) 

2           18.0 

13.6 

9.4 

32.4 

5            12.3 

7.6 

5           10.8 

10.3 

919 

45 

3.7 

--V-1  :-::.:-  21) 

18.2 

14.3 

12.5 

29.2 

11.8 

9.3 

12.4 

14.9 

1,559 

G8 

5.3 

---  1.;-:-   :3) 

20.1 

13.7 

9.4 

31.9 

14.0 

7.8 

14.1 

12.0 

850 

30 

3.4 

Textiles  (7) 

9.9 

8.8 

5.4 

34.3 

12.6 

1.7 

-11.2 

-43.8 

632 

15 

2.0 

Ftxjtography  &  toys  (7) 

12.4 

9.2 

7.0 

33.9 

6.2 

5.4 

NM 

-9.0 

1.536 

65 

3.5 

Health  (52) 

3          17.9 

16.9 

14.2 

18.9 

4           12.5 

10.8 

2           14.7 

18.5 

1,780 

90 

6.5 

Drugs  (20) 

22.3 

29.2 

23.0 

12.8 

11.4 

12.4 

16.2 

19.0 

4.328 

5,3,3 

14.2 

Health  care  services  ( 14) 

17.3 

16.5 

13.9 

31.4 

21.2 

17.5 

11.6 

25.3 

1.214 

33 

3.0 

Medical  supplies  (18) 

16.8 

14.9 

11.4 

18.9 

14.8 

8.3 

6.4 

9.7 

1.105 

65 

6.5 

Chemicals  (52) 

4          16.7 

13.0 

9.4 

30.8 

6           12.2 

4.0 

3           13.9 

-11.1 

1,200 

67 

4.9 

Diversified  (16) 

15.2 

4.8 

4.6 

30.4 

9.1 

2.1 

13.1 

-32.2 

2.911 

60 

2.5 

Specialized  (36) 

18.6 

15.5 

12.1 

30.8 

12.7 

4.6 

13.9 

-0.4 

1,011 

69 

6.5 

Eirteftainment  &  Information  (47) 

5           15.4 

8.4 

7.6 

31.6 

12           11.0 

0.7 

12           -0.7 

-22.6 

1,291 

25 

3.8 

Broadcasting  &  cable  (9) 

def 

def 

2.8 

84.7 

29.1 

8.0 

NM 

D-0 

1.442 

-105 

-5.3 

Movies  (9) 

18.3 

3.9 

6.9 

33.5 

21.0 

5.1 

14.9 

-89.1 

784 

8 

1.5 

Publishing  (24) 

16.4 

9.4 

7.6 

22.1 

7.7 

-1.1 

-4.6 

-18.3 

1,337 

28 

4.8 

Advertising  (5) 

16.6 

17.7 

14.0 

24.4 

11.3 

6.5 

12.7 

0.8 

1.184 

19 

2.8 

Business  services  &  supplies  (56) 

6          14.8 

10.3 

9.0 

31.4 

7           11.7 

2.6 

7             8.5 

-10.1 

731 

26 

2.7 

Business  services  (20) 

15.2 

13.2 

11.0 

26.3 

12.2 

5.1 

14.3 

-5.5 

628 

16 

2.4 

Business  supplies  (22) 

12.8 

8.2 

8.3 

23.6 

9.1 

-0.6 

-6.0 

-13.6 

765 

23 

3.3 

Industrial  services  (10) 

15.0 

7.3 

5.6 

40.3 

16.3 

3.2 

-12.7 

-43.0 

1.031 

34 

2.1 

Environmental  &  viaste  (4) 

18.7 

12.4 

10.5 

38.0 

25.8 

24.2 

21.5 

9.8 

742 

37 

5.1 

Forest  pnxJucts  &  packaging  (30) 

7           14.4 

5.5 

4.3 

33.3 

9            11.6 

-1.8 

4           12.6 

-48.1 

1.562 

47 

2.9 

Paper  &  lumber  (18) 

15.1 

4.6 

4.0 

34.5 

11.7 

-M 

18.0 

-59.2 

1.792 

* 

2.6 

Packaging  (12) 

14.2 

8.3 

8.2 

31.7 

10.7 

3.7 

8.1 

-13.9 

939 

» 

3.4 

Food  distribution  (47) 

8           14.2 

12.0 

10.0 

39.7 

8           11.6 

3.5 

6             9.0 

7.0 

1.465 

27 

1.2 

Supermarkets  &  convenience  (29) 

13.9 

12.0 

10.0 

41.3 

10.2 

2.7 

6.8 

0.5 

1.478 

13 

1.2 

Food  wholesalers  (9) 

13.0 

13.0 

9.5 

37.8 

10.7 

2.8 

4.6 

8.0 

2.337 

18 

0.9 

Restaurant  chains  (9) 

15.1 

11.4 

11.5 

32.0 

13.0 

6.4 

16.7 

27.0 

973 

28 
24 

4.1 

Retailing  (93) 

9           14.0 

10.5 

9.3 

32.4 

2           13.5 

7.7 

11             4.5 

-5.9 

1.079 

2.2 

Department  stores  (10) 

12.1 

8.0 

6.3 

41.9 

7.3 

1.9 

-1.5 

-27.8 

2.333 

78 

12 

Apparel  (16) 

18.4 

13.8 

10.9 

28.6 

16.2 

9.2 

3.0 

-0.5 

1.288 

26 

11 

(Consumer  electronics  (8) 

14.1 

11.6 

10.2 

14.4 

33.1 

15.7 

NM 

-30.0 

786 

13 

1.7 

Drug  &  discount  (27) 

13.7 

12.3 

9.0 

38.0 

11.5 

5.3 

5.8 

14.8 

1,466 

18 

2,2 

Home  improvement  (5) 

11.9 

7.8 

7.5 

21.6 

25.3 

11.8 

NM 

-26.1 

2.681 

27 

1.7 

D-D:  Deficit  to  deficit.     D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit,    def:  Deficit.    NM:  Not  meaningful.     For  further  explanation,  see  page  95 
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"One  test  of  how  'global' 
insurance  brokers  are  is 
how  local  they  are.  But  it's 
not  the  toughest  one." 


David  Olsen,  Chairman  and  CEO  of 
Johnson  &  Higgins,  on  responsiveness-. 

Global  companies  want  their  insurance 
and  risk  management  professionals  to  be  on 
call  wherever  they  do  business. 

That  could  be  any  place  from  Bangkok  to 
Brussels  to  Budapest,  or-even  Belo  Horizonte. 
If  you  can't  help  multinationals  locally,  then 
claiming  to  be  "global"  won't  help  you. 

When  a  company  puts  J&H  to  a  specific- 
cit>'  test,  we're  able  to  answer,  "Yes,"  over  200 
times.  And  if  they're  counting  countries,  the 
answer  is  over  50. 

But  the  toughest  test  comes  when  a 
company  asks,  "What  assures  us  of  global 
coordination?  We  don't  need  black  holes." 

Two-thirds  of  the  top  U.S.  multinationals 
and  a  growing  list  of  European  and  Pacific  Rim 


companies  liked  our  answer  well  enough 
to  become  clients. 

It's  simply  this:  J&H  is  the  American 
broker  that  put  the  first  South  American 
network  together 

And  the  first  European  network,  today's 
UNISON. 

And  the  first  Pacific  Rim  network. 

Nobody  tops  our  fort)^  years  of  experience 
in  making  networks  work  for  clients. 

City  by  cit\^.  Country  by  country 
Hemisphere  by  hemisphere. 

But  more  importantly,  person-to-person. 


JOHNSON 
jioIGGINS 

Innovation  Driven  by  Experience. 


A  Partner  In 

UIIS#N 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES:  EMPLOYEE  BENEFIT  CONSULTING  WORLDWIDE. 


WHO'S  WHERE  IN  THE  INDUSTRY  GROUPS 


Net 

Profit 

Profitability 

Growth 

Sales 

income 

margin 

Return  on  equity 

Sales 

Earnings  per  share 

Return 
on 

capital 

5-year 

latest 

latest 

Debt/ 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12mos 

12mos 

capital 

average 

12mos 

average 

12mos 

12mos 

12mos 

12mos 

Company 

rank         % 

% 

% 

% 

rank           % 

% 

rank           % 

% 

$mil 

$mil 

% 

Home  shopping  (8) 

8.5 

10.6 

12.3 

62.1 

14.3 

8.8 

14.1 

10.2 

766 

24 

2.1 

Specialty  retailers  (19) 

15.7 

11.1 

8.7 

31.2 

19.8 

9.3 

8.2 

-5.2 

796 

22 

3.4 

Metals  (36) 

10           13.2 

3.7 

3.7 

31.2 

13            10.7 

-5.7 

8             7.5 

-66.9 

1,025 

27 

1.8 

Steel  (21) 

11.6 

0.5 

2.8 

27.8 

8.0 

-7,6 

NM 

-73.7 

879 

1 

0.3 

Nonferrous  metals  (15) 
Computers  &  communications  (88) 

16.0 

5.0 

5.0 

31.5 

12.9 

-5,1 
4.5 

21.2 

-65.1 

2.296 

80 
40 

2.6 

11           13.2 

9.4 

7.4 

25.0 

1            14.3 

16          -13.6 

-19.1 

1,223 

4.0 

Major  systems  (26) 

8.2 

4,6 

6.3 

8.8 

15.3 

2,0 

-22.2 

-50.0 

1,407 

34 

3.2 

Peripherals  &  equipment  (34) 

10.0 

8.3 

7.6 

20.8 

17.2 

4.2 

NM 

-18.1 

827 

11 

2.4 

Software  (6) 

26.6 

10.2 

9.0 

3.0 

47.2 

13.9 

NM 

-29.5 

912 

82 

6.8 

Telecommunications  (22) 

13.9 

12.8 

7,5 

34.2 

5.5 

5.0 

4.6 

-6.0 

8,016 

418 

7.5 

Capital  goods  (57) 

12           13.2 

7.5 

7.2 

28.9 

11            11.3 

-0.8 

9              7.1 

-29.8 

1,193 

30 

2.8 

Electrical  equipment  (15) 

18.4 

14.2 

8.4 

37.4 

8.9 

1.7 

9,4 

-37.1 

1,163 

35 

3,0 

Heavy  equipment  (14) 

11.1 

0.6 

5.1 

41.5 

11.7 

-3.0 

13,3 

P-D 

1,317 

-2 

0.0 

Other  industrial  equipment  (28) 

12.0 

10.1 

8.5 

24.9 

11.7 

0.7 

6,6 

-12.3 

1,058 

33 

2.9 

Electric  utilities  (79) 

13           12.4 

12.2 

7.0 

40.4 

20             3.2 

3.7 

14         -11.7 

1.7 

1,509 

134 

10.1 

Northeast  (23) 

11.5 

11.6 

7.0 

42.3 

3.6 

3,8 

-11.0 

1.4 

1,528 

168 

8.6 

North  central  (26) 

12.8 

12.3 

6.8 

39.8 

1.5 

3.8 

-12.1 

0,4 

1,108 

112 

10,6 

Southeast  (10) 

13.6 

12.9 

7.5 

38.5 

4.0 

2.1 

2,2 

6.7 

2,374 

211 

11.9 

South  central  (8) 

12.2 

11.2 

7.1 

41.8 

0,3 

4.6 

NM 

2.4 

2,325 

129 

10.3 

Western  (12) 

10.1 

12.1 

7.1 

42.3 

4,9 

5.0 

NM 

15.7 

1,308 

127 

9.2 

Aerospace  &  defense  (37) 

14           12.2 

9.4 

7.6 

32.8 

19              6.8 

2.2 

17          -18.7 

1.5 

1,919 

42 

2.3 

Insurance  (66) 

15           12.1 

10.7 

9.9 

19.5 

15              9.6 

5.4 

10             4.9 

1.3 

1,476 

109 

5.1 

Diversified  (20) 

12.1 

10.1 

9.6 

14.8 

7.8 

5.9 

-0.1 

5.7 

3,173 

222 

4.7 

Life  &  health  (18) 

10.4 

10.8 

9.0 

22.8 

9.0 

9.3 

2.6 

5.6 

1,265 

30 

5.3 

Property  &  casualty  (24) 

15.0 

13.0 

10.6 

18.0 

10,8 

3.9 

10.0 

0.3 

1,476 

73 

4.9 

Brokerage  (4) 

20.5 

18.1 

16.3 

26.2 

10,3 

7.7 

8.1 

-3.9 

940 

41 

5.2 

Financial  services  (112) 

16           11.1 

12.0 

8.7 

27.2 

10            11.3 

0.1 

19              NM 

0.8 

1,656 

88 

5.6 

Multinational  banks  (10) 

2.8 

8.2 

7.2 

43.0 

9,0 

-10,5 

NM 

D-P 

7,215 

286 

4.2 

Regional  banks  (62) 

13.8 

12.2 

9.9 

20.8 

13.8 

0,3 

NM 

-2.7 

1,360 

93 

7.1 

Thrift  institutions  (19) 

0.7 

7.7 

5.8 

30,0 

6.5 

-9,4 

NM 

P-D 

882 

14 

2.7 

Brokerage  &  commodity  (8) 

10.5 

16.4 

12.0 

39,9 

9.1 

4,8 

-8.8 

40.6 

2,726 

125 

5.1 

Lease  &  finance  (13) 

18.1 

15.6 

8.1 

65.5 

14,2 

6,8 

15.1 

16.8 

3.428 

143 

7.8 

Consumer  durables  (67) 

17           11.0 

4.3 

5.3 

34.5 

16              9.4 

-2.3 

18              NM 

-51.1 

1,300 

15 

1.1 

Automobiles  &  trucks  (8) 

9.9 

def 

1.2 

46.4 

8.6 

-6,3 

NM 

P-D 

29,902 

-140 

-1.7 

Automotive  parts  (29) 

12.0 

4.3 

5,3 

34.3 

8.4 

-2,1 

NM 

-36.5 

960 

14 

1.5 

Appliances  (10) 

8.0 

4.2 

5.5 

43.5 

12.9 

0.2 

NM 

-62.2 

2,135 

16 

0.9 

Home  furnishings  (13) 

13.9 

6.4 

6.1 

33.1 

12.2 

-0.7 

-19.0 

-29.5 

1.085 

26 

2.6 

Recreation  equipment  (7) 

10.0 

def 

def 

16.6 

4.3 

-14.1 

NM 

P-D 

896 

-15 

-1.3 

Transport  (21) 

18           10.8 

9.9 

6.7 

36.8 

17              8.8 

4.3 

13            -6.7 

2.9 

2.308 

38 

2.3 

Railroads  (8) 

10.6 

8.9 

6.5 

34.8 

1.6 

-1,8 

-6,2 

-6.5 

3,859 

58 

6.0 

Truckings  shipping  (8) 

8.2 

9.6 

7.0 

38.6 

13.7 

5,0 

NM 

P-D 

1.555 

33 

2.0 

Air  freight  (5) 

12.3 

13.0 

11.1 

32.0 

20.5 

7,6 

16.4 

5.1 

1,325 

19 

2.2 

Energy  (77) 

19           10.7 

9.6 

7.2 

37.7 

21            -4.2 

6.0 

19              NM 

-4.7 

1,810 

62 

3.5 

International  oils  (6) 

12.0 

13.2 

9.7 

21,3 

NM 

13.2 

NM 

28.3 

49,573 

2.030 

4.6 

Other  energy  (32) 

9.6 

9.5 

7.3 

37.5 

3.3 

9.0 

NM 

-21.7 

2,070 

51 

2.5 

Oilfield  services  (6) 

8.4 

9.3 

8.9 

24.0 

-1.7 

16.6 

NM 

18.4 

3.809 

148 

3.3 

Gas  producers  &  pipeliners  (9) 

5.9 

9.0 

6.2 

46.0 

-8.3 

6.0 

NM 

-0.6 

2,028 

110 

3.5 

Gas  distributors  (14) 

12.3 

10.8 

7.1 

39.1 

-4.7 

-3.2 

-13.0 

-4,6 

967 

44 

4.9 

Integrated  gas  (10) 

8.2 

9.2 

6.1 

37.8 

-5.2 

2.3 

NM 

-5,2 

1.652 

55 

4.0 

Construction  (41) 

20            9.6 

0.8 

3.5 

39.5 

18             8.6 

-8.2 

15          -11.7 

-87.8 

718 

1 

0.1 

Commercial  builders  (12) 

9.1 

8.3 

7.0 

24.6 

6,2 

-1.2 

13.6 

-7,1 

1,006 

18 

2.0 

Residential  builders  (8) 

10.7 

4.7 

4.7 

40.2 

8.0 

-15.9 

7,0 

-63,8 

837 

14 

1.3 

Cement  &  gypsum  (9) 

11.7 

def 

1.0 

31.8 

8,9 

-7.9 

-4,1 

P-D 

512 

-16 

-1.6 

Other  materials  (12) 

5.7 
21            9.4 

def 
0.2 

1.0 

51.4 

9,6 

-11,0 

NM 
19             NM 

P-D 
P-D 

513 

-7 

-0.6 

Travel  (17) 

2.3 

50.4 

3            12.6 

9.0 

1,436 

1 

0.1 

Airlines  (8) 

7.3 

def 

def 

45.7 

18,3 

9,7 

NM 

P-D 

6,031 

-242 

-2.7 

Hotels  &  gaming  (9) 

17.0 

8.9 

6.6 
7.6 

54.5 

8,8 

6.8 
3.7 

-4.3 

-19.5 

1,019 

27 
40 

3.0 

All-industry  medians 

13.2 

9.9 

32.4 

11.3 

4.5 

-5.9 

1.436 

2.9 

D-D:  Deficit  to  deficit.     D-P;  Deficit  to  profit.     P-D:  Profit  to  deficit,    def:  Deficit.     NM:  Not  meaningful.    For  further  explanation,  see  page  95. 
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.MMk 


0 


Dow  has  a  brighter  future  zipped  up  tiglit. 


A  company  doesiVl  i^row  (o  oNcr  I" 
billion  dollars  wiUioul  kaniini;  to  man- 
age' risk.W  ithoul  rc'c()i;ni/ini;  that  a  siinn\ 
liKiire  isiit  al\\a\s  in  the  bai;. 

riic  Dow  Chcniical  (;()nipan\  finances 


interest  rates  in  times  like  these  can  make  a 
hig  dirierence  in  xonr  iM)rr()\\ing  costs.  And 
yon  don't  ha\e  to  Ix"  a  hillion  dollar  company 
to  do  it. 

Soon,  the  (Chicago  Mercantile  I'xchange 


.some  of  its  grow  til  with  short-term  commer-    will  trade  interest  rate  lulnres  anti  options 
cial  pajxr  rhe\  nvcd  to  limit  their  exposure     nearly  2  \  hours  a  da\.  Atterhours  trades  will 
to  interest  rate  rises.  Like  a  lot  ol  smart  com     he  through  dl.OBI-X!"  the  worldwide,  com- 
jianies,  ihey  use  futures  and  options  on     y>..>ix       puterha.sed  electronic  marketplace.  Look 


the  (Chicago  Mercantile  I{\change  to 
manage  interest  rate  risk.  Hedging 


inlo  futures  and  options  at  the("\ll'.\\e 
help  smart  businesses  manage  risk. 


CHICAGO  MERCANTILE  EXCHANGE 


0^^S9S-22S1  (Kikvo) 


WHO'S  WHERE  IN  THIS  ISSUE 


This  alphabetic  summary  compares  the  five-year  relative 
performance  of  all  1,209  companies  in  this  year's 
industry  survey.  The  table  shows  how  each  company  was 
ranked  on  five-year  earnings  growth,  five-year 
stock  market  performance  and  five-year  return  on  equity. 
The  last  column  in  the  table  gives  the  page  number 
of  the  firm's  industry  survey  report. 


RANK 


RANK 


Company 


Growth 


Stock 
market 


Profitability        Page 


Company 


Growth 


Stock 
market 


Profitability         Page 


AARCorp  498  869  594 

Abbott  Laboratories  246  130  47 

Acme  Steel  NM  412  874 

Adia  Services  206  624  449 

Advanced  Micro  NM  796  1050 


ADVO-System 

NM 

89 

367              ] 

Aetna  Life  &  Cas 

NM 

918 

706 

Affiliated  Pubs 

NM 

** 

106 

HF  Ahmanson 

618 

922 

714              1 

Air  &  Water  Tech 

•• 

** 

1093 

Air  Express  IntI 

166 

249 

72 

Air  Prods  &  Chems 

411 

254 

387 

Airborne  Freight 

287 

485 

630 

Akzo 

NM 

** 

522 

Alaska  Air  Group 

NM 

745 

805 

Albany  International 

NM 

576 

289 

Alberto-Culver 

149 

106 

305 

Albertson's 

175 

67 

151 

Alcan  Aluminium 

104 

375 

382 

AIco  Standard 

317 

384 

275 

Alexander  &  Alexander 

524 

895 

391 

Alexander  &  Baldwin 

265 

639 

123 

Alexander's 

NM 

894 

990 

Alleghany 

528 

359 

736 

Allegheny  Ludlum 

382 

470 
745 

15 

Allegheny  Power 

NM 

569 

Allen  Group 

NM 

524 

1010 

Allergan 

** 

** 

** 

Alliant  Techsystems 

** 

** 

** 

Allied  Products 

NM 

1091 

1069 

Allied-Signal  NM  767 

Alltel  344  206 

Alcoa  257  313 

ALZA  ** 

AM  International  NM  1080 

AMAX  110  383 

AMC  Entertainment  NM  971 

Amdahl  45  649 

Amerada  Hess  48  180 

America  West  Airlines  NM  1081 

American  Bankers  NM  556 

American  Brands  322  280 

American  Building  335  381 

American  Capital  NM  1113 

American  Cyanamid  223  441 


180 

1085 

293 

506 

1112 

792 
204 
655 
1120 
456 


98 
158 
166 

98 
112 

140 
162 
140 
144 
98 

172 
108 
172 
108 
174 

156 
126 
148 
166 
98 

162 
172 
168 
162 
166 

130 
120 
158 
96 
102 


460 

96, 120 

329 

112 

575 

166 

** 

158 

1057 

98 

166 
140 
112 
134 
174 

162 
152 
98 
144 
158 


American  Electric  549  660  553  130 

American  Express  610  925  383  144 

American  Family  428  227  316  162 

American  General  546  689  688  162 

American  Greetings  NM  479  694  140 


American  Home  Prods 

NM 

American  IntI  Group 

170 

American  Maize 

NM 

American  Medical 

** 

American  Natl  Ins 

598 

American  Oil  &  Gas 

NM 

American  President 

NM 

American  Stores 

NM 

American  Tel  &  Tel 

82 

American  Water  Works 

NM 

Ameritech 

513 

Ameritrust 

NM 

Ameron 

542 

Ames  Dept  Stores 

NM              1 

Ametek 

518 

Amgen 

** 

Amoco 

450 

AMP 

196 

AMR 

NM 

AmSouth  Bancorp 

NM 

Anacomp 

NM 

Analog  Devices 

NM              1 

Anchor  Bancorp 

NM 

Angelica 

521 

Anheuser-Busch  Cos 

294 

AnnTaylor  Stores 

Aon 

Apogee  Enterprises 

Apple  Computer 

Applied  BioScience 

Applied  Biosystems 
Applied  Magnetics 
Applied  Materials 
Applied  Power 
Artx>r  Drugs 

Archer  Daniels 
Arden  Group 
Argonaut  Group 
Arkia 
Armco 


539 
301 
217 


NM 
NM 
660 
227 

289 
87 

108 
NM 
NM 


257 

6 

158 

335 

256 

162 

755 

946 

152 

** 

*• 

158 

818 

840 

162 

155 

1106 

134 

471 

1008 

172 

687 

622 

148 

442 

585 

112 

636 

765 

130 

497 

411 

112 

388 

969 

144 

626 

782 

116 

1101 

1122 

168 

775 

242 

102 

** 

*• 

158 

414 

561 

134 

454 

259 

112 

663 

834 

174 

743 

518 

144 

791 

1100 

98 

1005 

936 

112 

738 

1090 

144 

469 

583 

158 

225 

152 

152 

** 

•• 

168 

489 

361 

162 

438 

334 

116 

140 

69 

112 

•  * 

** 

158 

** 

** 

158 

871 

1027 

112 

133 

495 

112 

347 

372 

102 

109 

244 

168 

101 
419 
56 
873 
814 


484 
68 

96 
933 

964 


152 
148 
162 
134 
166 


Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.     Profitability:  5-year  return  on  equity 
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Forbes  ■  lanuarv'  6,  1992 


RANK 

• 

RANK 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Armstrong  World  Inds 

432 

753 

407 

120 

H&R  Block 

279 

84 

109 

144 

An'ow  Electronics 

NM 

172 

1018 

112 

Block  Drug 

366 

160 

425 

126 

Arvin  Industries 

661 

892 

907 

120 

Blockbuster 

8 

3 

61 

168 

Asarco 

655 

385 

403 

166 

Blount 

12 

1011 

551. 

116 

Ashland  Oil 

NM 

717 

573 

134 

Boatmen's  Bancshs 

496 

548 

712 

144 

AST  Research 

220 

122 

206 

112 

Bob  Evans  Farms 

429 

415 

414 

148 

Atari 

NM 

1059 

1061 

112 

Boeing 

326 

242 

416 

96 

Guy  F  Atkinson 

NM 

1013 

1086 

116 

Boise  Cascade 

NM 

924 

677 

156 

Atlanta  Gas  Light 

554 

416 

724 

134 

Borden 

325 

525 

532 

152 

Atlantic  Energy 

538 

699 

584 
110 

130 
134 

Boston  Edison 
Bowater 

620 
406 

824 
929 

895 
492 

130 

Atlantic  Richfield 

100 

270 

156 

Automatic  Data 

264 

203 

213 

98 

Briggs  &  Stratton 

544 

655 

826 

102 

AutoZone 

13 

** 

53 

168 

Brinker  IntI 

116 

34 

286 

148 

Avery  Dennison 

193 

711 

809 

98 

Bristol-Myers  Squibb 

329 

246 

113 

158 

Avnet 

169 

770 

855 

112 

British  Petroleum 

** 

351 

*♦ 

134 

Avon  Products 

NM 

468 

300 

126 

Broad 

NM 

** 

899 

162 

Avondale  Industries 

NM 

1055 

1055 

96 

Broken  Hill 

272 

117 

163 

134 

Aztar 

NM 

812 

927 

174 

Brooke  Group 

NM 

906 

1126 

152 

J  Baker 

437 

825 

229 

168 

Brooklyn  Union  Gas 

NM 

539 

660 

134 

Baker  Hughes 

53 

424 

838 

134 

Brown-Forman 

390 

293 

176 

152 

Ball  Corp 

603 

774 

716 

156 

Brown  Group 

NM 

888 

817 

168 

Bally  Manufacturing 

NM 

1070 

1095 

174 

Browning-Ferris  Inds 

643 

874 

726 

98 

Baltimore  G&E 

599 

779 

645 

130 

Bruno's 

253 

303 

243 

148 

Banc  One 

386 

173 

335 

144 

Brunswick 

NM 

916 

764 

120 

Bancorp  Hawaii 

275 

194 

273 

144 

Burlington  Coat 

481 

592 

604 

168 

Bandag 

240 

123 

25 

120 

Burlington  Northern 

587 

389 

224 

172 

Bank  of  Boston 

NM 

1023 

1026 

144 

Burlington  Resources 

** 

588 

** 

134 

Bank  of  New  York 

NM 

880 

774 

144 

Butler  Manufacturing 

353 

1031 

664 

116 

BankAmerica 

NM 

149 

781 

144 

Cablevision  Systems 

NM 

311 

1131 

140 

Bankers  Trust  NY 

NM 

495 

847 

144 

Cabot 

NM 

721 

549 

108 

Banta 

494 

426 

483 

140 

Caesars  World 

466 

360 

172 

174 

CR  Bard 

523 

439 

269 

158 

Caldor 

«* 

** 

** 

168 

Barnes  Group 

516 

579 

617 

120 

CalFed 

NM 

1104 

999 

144 

Barnett  Banks 

NM 

759 

562 

144 

Calgene 

** 

** 

** 

158 

Baroid 

NM 

** 

** 

134 

California  Biotech 

** 

** 

•* 

158 

Bassett  Furniture  Ind 

666 

790 

923 

120 

CalMat 

297 

785 

397 

116 

Bausch  &  Lomb 

324 

126 

325 

158 

Cambridge  Biotech 

** 

** 

** 

158 

Baxter  International 

NM 

258 

857 

158 

Campbell  Soup 

NM 

133 

704 

152 

BayBanks 

NM 

993 

920 

144 

C&S/Sovran 

NM 

613 

489 

144 

Bear  Stearns  Cos 

NM 

511 

420 
836 

144 
102 

Capital  Cities/ABC 
Capital  Holding 

157 
495 

428 
361 

430 
341 

140 

Bearings 

174 

529 

162 

Beckman  Instruments 

NM 

781 

531 

158 

Cardinal  Distribution 

302 

40 

404 

158 

Becton  Dickinson 

364 

566 

339 

158 

Carl  Karcher 

NM 

458 

508 

148 

Bell  Atlantic 

553 

509 

529 

112 

Carlisle  Cos 

517 

553 

690 

120 

Bell  Industries 

NM 

958 

943 

112 

Carnival  Cruise  Lines 

184 

277 

55 

174 

BellSouth 

564 

580 

545 

112 

Carolina  Freight 

685 

977 

953 

172 

AHBelo 

NM 

680 

772 

140 

Carolina  Power  &  Lt 

NM 

550 

682 

130 

Bemis 

208 

119 

327 

156 

Carpenter  Technology 

49 

396 

759 

166 

Beneficial  Corp 

NM 

725 

570 

144 

Carter  Hawley  Hale 

NM 

1076 

** 

168 

Bergen  Brunswig 

199 

208 

402 

158 

Carter-Wallace 

343 

118 

388 

126 

WR  Berkley 

210 

403 

297 

162 

Casey's  General  Store 

535 

745 

595 

148 

Berkshire  Hathaway 

NM 

91 

696 

162 

AM  Castle  &  Co 

NM 

464 

674 

166 

Best  Buy  Co 

NM 

205 

824 

168 

Caterpillar 

222 

714 

775 

102 

Bethlehem  Steel 

NM 

248 

997 

166 

CBI  Industries 

34 

420 

906 

116 

Betz  Lat>oratories 

345 

103 

167 

108 

CBS 

675 

667 

77 

140 

Beverly  Enterprises 

NM 

996 

1066 

158 

CDI 

401 

662 

231 

98 

BigB 

NM 

686 

925 

168 

Centel 

NM 

287 

245 

112 

Bindley  Western  Inds 

NM 

449 

804 

158 

Centerior  Energy 

628 

854 

850 

130 

Biogen 

** 

** 

** 

158 

Centex 

472 

597 

701 

116 

Birmingham  Steel 

211 

393 

121 

166 

Centocor 

** 

** 

** 

158 

Black  &  Decker 

NM 

766 

848 

120 

Central  &  So  West 

NM 

433 

558 

130 

Blair 

281 

404 

71 

168 

Central  Hudson  G&E 

NM 

813 

778 

130 

Growrth:  5-year  annual 

earnings-per-share  growth. 

Stock  market: 

5-year  price  c 

hange.    Profitability:  5-year 

return  on 

equity. 

NM:  Not  meaningful. 

"Not  ranked. 

Forbes  ■  January  6, 1992 
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WHO'S  WHERE  IN  THIS  ISSUE 


RANK 

RANK 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Central  Maine  Power 

558 

694 

679 

130 

Consol  Natural  Gas 

573 

535 

715 

134 

Central  Newspapers 

555 

** 

499 

140 

Consolidated  Papers 

393 

476 

227 

156 

Central  Steel  &  Wire 

NM 

521 

596 

166 

Consolidated  Rail 

595 

116 

885 

172 

Champion  IntI 

387 

867 

717 

156 

Consolidated  Stores 

665 

864 

854 

168 

Charming  Shoppes 

551 

** 

713 

272 

168 

Constar  IntI 
Continental  Airlines 

438 

NM 

437 

517 

156 

Charter 

288 

153 

134 

1105 

1114 

174 

Chase  Manhattan 

NM 

1004 

1043 

144 

Continental  Bank 

NM 

1017 

1022 

144 

Chemed 

611 

889 

376 

108 

Continental  Corp 

NM 

964 

905 

162 

Chemical  Banking 

NM 

978 

1002 

144 

Control  Data 

NM 

1038 

1099 

112 

Chesapeake 

359 

562 

599 

156 

Cooper  Industries 

290 

150 

587 

102 

Chevron 

NM 

413 

770 

134 

Cooper  Tire  &  Rubber 

105 

18 

252 

120 

Child  World 

NM 

1095 

1105 

168 

Adolph  Coors 

658 

857 

966 

152 

Chiquita  Brands  tnti 

177 

55 

365 

152 

Cordis 

** 

** 

** 

158 

Chiron 

*• 

** 

*• 

158 

CoreStates  Financial 

625 

565 

501 

144 

Chrysler 

676 

1012 

756 

120 
162 

Corning 

Costco  Wholesale 

232 
10 

110 
15 

381 

112,158 

Chubb 

81 

179 

291 

323 

168 

Church  &  Dwight 

185 

175 

471 

126 

CPC  International 

159 

220 

90 

152 

Cigna 

637 

783 

786 

162 

Crane 

99 

474 

240 

102 

CILcorp 

NM 

804 

619 

130 

Crawford  &  Co 

229 

75 

131 

162 

Cincinnati  Bell 

316 
311 

241 
264 

354 
439 

112 
162 

Cray  Research 
Crestar  Financial 

526 

NM 

960 

191 

112 

Cincinnati  Financial 

935 

621 

144 

Cincinnati  G&E 

461 

457 

343 

130 

Crown  Central  Pet 

657 

278 

785 

134 

Cincinnati  Milacron 

NM 

1034 

1036 

102 

Crown  Cork  &  Seal 

388 

137 

500 

156 

Cipsco 

NM 

780 

670 

130 

CRSS 

687 

291 

729 

98 

Circle  K 

NM 

1103 

1118 

148 
168 

Crystal  Brands 

39 

811 

815 

126 

Circuit  City  Stores 

181 

467 

120 

CSX 

352 

297 

752 

172 

Circus  Circus 

137 

59 

26 

174 

cue  International 

242 

** 

959 

168 

Citicorp 

NM 

1028 

935 

144 

Culbro 

684 

1003 

916 

152 

Clark  Equipment 

NM 

583 

887 

102 

Cummins  Engine 

NM 

910 

1089 

120 

Clorox 

NM 
NM 

423 
654 

457 

126 

Curtice  Burns  Foods 

639 

807 

754 

152 

CMS  Energy 

996 

130 

Cyclops  Industries 

** 

878 

74 

166 

CNA  Financial 

482 

344 

479 

162 

Cyprus  Minerals 

20 

252 

574 

166 

Coachmen  Industries 

NM 

1030 

1059 

120 

Dairy  Mart 

NM 

839 

831 

148 

Coast  Savings  FinI 

NM 

1024 

1073 

144 

Dana 

NM 

886 

641 

120 

Coastal  Corp 

293 

255 

589 

134 

Danaher 

42 

87 

87 

120 

Coca-Cola 

224 

62 

27 

152 

Dart  Group 

NM 

1016 

952 

168 

Coca-Cola  Bottling 

NM 

956 

1046 

152 

Data  General 

NM 

991 

1060 

112 

Coca-Cola  Enterprises 

NM 

808 

922 

152 

Datapoint 

NM 

1009 

1116 

112 

Colgate-Palmolive 

119 

247 

169 

126 

Dayton  Hudson 

334 

477 

317 

168 

Collaborative  Resrch 

** 

•** 

** 

158 
158 

Dean  Foods 

360 

362 

223 

152 

Collagen 

** 

** 

Deere  &  Co 

NM 

190 

737 

102 

Columbia  Gas  System 

534 

1027 

863 

134 

Oelchamps 

266 

745 

509 

148 

Comcast 

NM 

199 

1117 

140 

Dell  Computer 

33 

183 

65 

112 

Comdisco 

NM 

466 

464 

98 

Delmarva  Power  &  Lt 

651 

792 

746 

130 

Comerica 

243 

156 

385 

144 

Delta  Air  Lines 

NM 

577 

913 

174 

Commerce  Bcshs 

362 

286 

538 

144 

Delta  Woodside  Inds 

NM 

83 

99 

126 

Commerce  Clearing 

574 

965 

170 

140 

Deluxe 

421 

703 

81 

98 

Commercial  Federal 

NM 

1044 

1037 

144 

Detroit  Edison 

525 

218 

616 

130 

Commercial  Intertech 

384 

542 

749 

102 

Dexter 

460 

820 

543 

108 

Commercial  Metals 

454 

357 

678 

144 

Diagnostic  Products 

** 

** 

*• 

158 

Commonwealth  Ed 

632 

594 

860 

130 

Dial 

671 

488 

886 

126 

Commonwealth  Energy 

612 

788 

731 

130 

Diamond  Shamrock 

9 

158 

328 

134 

Commtron 

318 

893 

556 

140 

Dibrell  Brothers 

320 

32 

226 

152 

Comsat 

NM 

584 

957 

112 

Diebold 

NM 

697 

806 

98 

Compaq  Computer 

23 
88 

111 
493 

28 

100 

112 

112 

Digital  Equipment 

NM 

954 

951 
337 

112 

Computer  Associates 

Dillard  Dept  Stores 

237 

74 

168 

Computer  Sciences 

213 

376 

452 

98 

Dime  Savings  Bank  FSB 

NM 

1068 

1081 

144 

ConAgra 

295 

167 

155 

152 

Walt  Disney 

189 

142 

141 

140 

Conner  Peripherals 

11 

304 

14 

112 

Dixie  Yarns 

646 

1019 

798 

126 

Conseco 

21 

8 

24 

162 

Dole 

102 

266 

466 

152 

Consolidated  Edison 

550 

704 

582 

130 

Dollar  General 

NM 

310 

767 

168 

Consol  Freightways 

NM 

1025 

961 

172 

Dominion  Bankshares 

NM 

976 

825 

144 

Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.    Profitability:  5-year  return  on  equity. 
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WHO'S  WHERE  IN  THIS  ISSUE 


RANK 

RANK 

i 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Dominion  Resources 

552 

544 

554 

130 

Figgie  IntI 

443 

653 

409 

98 

Donaldson 

327 

196 

444 

102 

Fina 

NM 

410 

671 

134 

RR  Donnelley  &  Sons 

434 

400 

340 

140 

Finevest  Foods 

NM 

1107 

1124 

148 

Douglas  &  Lomason 

NM 

852 

986 

120 

First  American  Corp 

NM 

931 

1020 

144 

Dover 

300 
171 

382 
526 

236 

102 

First  American  FinI 

673 

822 
800 

745 

162 

Dow  Chemical 

97 

108 

First  Bank  System 

NM 

1014 

144 

Dow  Jones 

NM 

946 

211 

140 

First  Brands 

NM 

** 

39 

126 

DPL 

209 

472 

450 

130 

First  Chicago 

NM 

845 

708 

144 

DQE 

NM 

162 

709 

130 

First  City  Bncp  Texas 

*-k 

1099 

** 

144 

Dravo 

NM 

1033 

1041 

116 

First  Fidelity  Bncp 

NM 

847 

954 

144 

Dresser  Industries 

NM 

215 

822 

134 

First  Financial  Mgmt 

51 

96 

421 

98 

Drug  Emporium 

98 

876 

268 

168 

First  Interstate  Bncp 

NM 

948 

982 

144 

DSC  Communications 

200 

850 

828 

112 

First  Mississippi 

683 

453 

884 

108 

El  du  Pont  de  Nemours 

260 

364 

445 

108, 134 

First  of  America  Bank 

541 

503 

480 

144 

Duke  Power 

508 

495 

539 

130 

First  Security 

85 
NM 

314 
603 

811 

144 

Dun  &  Bradstreet 

444 

819 

127 

140 

Rrst  Tennessee  Natl 

657 

144 

Duracell  IntI 

** 

** 

980 

126 

First  Union 

NM 

620 

368 

144 

Durr-Fillauer 

250 

125 

491 

158 

Firstar 

NM 

296 

424 

144 

DWG 

NM 

536 

1038 

126 

FirstFed  Michigan 

682 

962 

877 

144 

Dynatech 

589 

955 

577 

112 

Fisher-Price 

•• 

** 

** 

126 

E-Systems 

374 

573 

375 

96 

Fleet/Norstar  FinI 

NM 

786 

740 

144 

Eagle  Food  Centers 

NM 

** 

812 

148 

Fleetwood  Enterprises 

NM 

513 

580 

120 

Eagle-Picher  Inds 

NM 

1106 

1109 

102 

Fleming  Cos 

543 

706 

666 

148 

Eastern  Enterprises 

118 

776 

681 

134 

Florida  Progress 

570 

652 

524 

130 

Eastman  Kodak 

282 

734 

579 

126 

Florida  Rock  Inds 

576 

843 

359 

116 

Eaton 

445 

647 

344 

120 

Flowers  Industries 

NM 

840 

436 

152 

Echiin 

592 

959 

856 

120 

Fluor 

5 

79 

559 

116 

Ecolab 

NM 

571 

475 

98 

FMC 

131 

282 

1131 

108 

Edison  Bros  Stores 

NM 

261 

279 

168 

Food  Lion 

124 

77 

66 

148 

AG  Edwards 

478 

234 

357 

144 

Foodarama  Supermkts 

635 

728 

876 

148 

EG&G 

473 

411 

178 

102 

Ford  Motor 

NM 

836 

313 

120 

Egghead 

NM 

434 

965 

168 

Foremost  Corp  of  Amer 

NM 

981 

882 

162 

El  Paso  Electric 

NM 

1064 

1068 

130 

Foster  Wheeler 

NM 

302 

898 

116 

Eljer  Industries 

** 

** 

** 

lis 

Foundation  Health 

NM 

** 

1131 

158 

Emerson  Electric 

425 

332 

225 

102 

FPL  Group 

NM 

673 

934 

130 

Emerson  Radio 

NM 

1058 

1074 

120 

Freeport-McMoRan 

72 

174 

23 

108 

Engelhard 

475 

343 

942 

166 

Fremont  General 

NM 

431 

841 

162 

Enron 

NM 

276 

735 

134 

Fruehauf  Trailer 

*• 

** 

** 

120 

Enserch 

NM 

784 

994 

134 

Fruit  of  the  Loom 

167 

31 

165 

126 

Entergy 

365 

200 

938 

130 

H6  Fuller 

529 

193 

629 

108 

Enzo  Biochem 

** 

** 

** 

158 

Fuqua  Industries 

NM 

945 

753 

126 

Equifax 

400 

515 

207 

98 

Gamma  Biologicals 

*• 

** 

** 

158 

Equitable  of  Iowa 

567 

319 

795 

162, 168 

Gannett 

420 

732 

201 

140 

Equitable  Resources 

NM 

688 

720 

134 

Gap 

109 

20 

44 

168 

ERLY  Industries 

NM 

919 

1039 

152 

GATX 

95 

401 
1066 

306 

144 

ESCO  Electronics 

** 

** 

** 

96 

Gaylord  Container 

NM 

1107 

156 

Ethyl 

176 

494 

157 

108 

Geico 

480 

250 

104 

162 

Everex  Systems 

NM 

941 

873 

112 

GenCorp 

306 

1018 

164 

96 

Exxon 

NM 

340 

494 

134 

Genentech 

•* 

** 

** 

158 

Fairchild 

NM 

875 

472 

96 

General  Cinema 

158 

851 

901 

43 

140 

Family  Dollar  Stores 

505 

307 

345 

168 

General  Dynamics 

NM 

979 

96 

Fay's 

68 

530 

377 

168 

General  Electric 

303 

397 

247 

96.102 

Federal  Express 

NM 

951 

897 

172 

General  Host 

NM 

980 

977 

168 

Federal  Home  Loan  Mtg 

314 

** 

78 

144 

General  Mills 

163 

88 

10 

152 

Federal-Mogul 

NM 

872 

869 

120 

General  Motors 

NM 

207 

794 
37 

910 

120 

Federal  Natl  Mortgage 

19 

41 

76 

144 

General  Motors  EDS 

487 

98 

Federal  Paper  Board 

25 

272 

149 

156 

GM  Hughes  Electronics 

435 

861 

976 

96 

Federal  Signal 

145 

42 

267 

102 

General  Public  Utils 

238 

182 

505 

130 

Ferro 

270 

124 

644 

108 

General  Re 

86 

362 

232 

162 

FHP  International 

83 

108 

32 

158 

General  Signal 

NM 

658 

948 

102 

Fieldcrest  Cannon 

NM 

1020 

1021 

120 

Genesco 

NM 

356 

315 

168 

Fifth  Third  Bancorp 

376 

86 

326 

144 

Genetics  Institute 

•** 

•  • 

«  « 

158 

Growth:  5-year  annual  earnmgs-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.    Profitability:  5-year  return  on  equity. 
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RANK 

RANK 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Geneva  Steel 

** 

** 

** 

166 

Highland  Superstores 

NM 

1097 

1028 

168 

Genlyte  Group 

605 

917 

** 

102 

Hillenbrand  Inds 

249 

131 

230 

158 

Genovese  Drug  Stores 

371 

186 

555 

168 

Hillhaven 

•• 

** 

** 

158 

Genuine  Parts 

350 

429 

189 

120 

Hills  Dept  Stores 

NM 

1081 

1129. 

168 

Genzyme 

*« 
70 

** 

** 

158 

Hilton  Hotels 
Holly  Corp 

547 
NM 

604 
61 

463 
1 

174 

Georgia  Gulf 

** 

8 

108 

134 

Georgia-Pacific 

141 

532 

285 

156 

Holnam 

NM 

** 

962 

116 

Gerber  Products 

89 

73 

146 

152 

Home  Depot 

24 

2 

98 

168 

Getty  Petroleum 

NM 

856 

442 

168 

Home  Shopping 

NM 

1043 

878 

168 

Giant  Food 

212 
389 

318 

133 

148 
126 

HomeFed 

NM 

1112 

1000 

144 

Gibson  Greetings 

420 

248 

Homestake  Mining 

NM 

561 

853 

166 

Gillette 

225 

64 

58 

126 

HON  Industries 

348 

251 

107 

98 

Gitano  Group 

NM 

891 

94 

126 

Honda  Motor 

588 

505 

788 

120 

PH  Glatfelter 

172 

184 

129 

156 

Honeywell 

NM 

245 

477 

102 

Glaxo  Holdings 

262 

NM 

46 
1073 

56 
993 

158 

Geo  A  Hormel 

259 

152 

371 

152 

GlenFed 

144 

Horn  &  Hardart 

NM 

1072 

1119 

168 

Golden  West  FinI 

NM 

232 

254 

144 

Houghton  Mifflin 

NM 

827 

633 

140 

BF  Goodrich 

15 

801 

608 

108 

Household  IntI 

418 

793 

238 

144 

Goodyear 

NM 

635 

687 

120 

Houston  industries 

596 

650 

695 

130 

Goulds  Pumps 

430 

547 

718 

102 

Howell 

NM 

520 

967 
241 

134 

WR  Grace 

456 

377 

700 

108 

Hubbell 

383 

228 

102 

WW  Grainger 

347 

229 

331 

102 

Hudson  Foods 

.   NM 

970 

654 

152 

Granite  Construction 

354 

** 

370 

116 

Huffy 

135 

57 

486 

120 

Great  American  Mgmt 

NM 

393 

698 

102 

Hughes  Supply 

644 

908 

865 

116 

Great  A&P  Tea 

173 

633 

511 

148 

Humana 

76 

267 

195 
190 

158 

Great  Lakes  Chemical 

65 

21 

150 

108 

JB  Hunt  Transport 

381 

730 

172 

Gt  Western  Financial 

648 

865 

750 

144 

Huntington  Bcshs 

531 

448 

537 

144 

Grey  Advertising 

398 

508 

519 

140 

IBP 

NM 

716 

791 

152 

Grossman's 

NM 

1039 

643 

168 

ICF  IntI 

7 

** 

82 

98 

Grow  Group 

NM 
NM 

834 
899 

1056 
839 

108 
96 

ICH 

NM 

1077 

** 

1104 

** 

162 

Grumman 

ICN  Biomedicals 

** 

158 

GTE 

467 

368 

380 

112 

lES  Industries 

298 

608 

426 

130 

Guilford  Mills 

575 

664 

875 

126 

IGI 

** 

** 

** 

158 

Gulf  States  Utils 

NM 

516 

1012 

130 

Illinois  Central 

** 

** 

** 

172 

Hadson 

NM 

1068 

1111 

134 

Illinois  Power 

NM 

877 

1033 

130 

Frank  B  Hall 

NM 

1062 

1130 

162 

Illinois  Tool  Works 

75 

163 

196 

102 

Halliburton 

29 

522 

944 

134 

IMC  Fertilizer  Group 

NM 

657 

544 

108 

Handleman 

NM 

554 

302 

140 

Imcera  Group 

47 

51 

797 

158 

Handy  &  Hamian 

216 

987 

902 

166 

Immucor 

** 

** 

■** 

158 

MA  Hanna 

NM 
215 

280 

593 

108 

Immunex 
Imo  Industries 

** 

NM 

** 

328 

** 

835 

158 

Hannaford  Bros 

139 

235 

148 

102 

Hanover  Insurance 

363 

631 

448 

162 

Imperial  Chemical  Inds 

402 

486 

338 

108 

Hanson 

130 

323 

217 

152 

Imperial  Holly 

NM 

239 

352 

152 

Harley-Davidson 

41 

12 

46 

120 

INB  Financial 

NM 

568 

639 

144 

Harman  International 

NM 
27 

939 

891 

120 

Inco 

18 
385 

112 

20 

166 

Harnischfeger  Inds 

575 

799 

102 

Independent  Insurance 

737 

776 

162 

Harper  Group 

255 

312 

431 

172 

Ingersoll-Rand 

202 

202 

567 

102 

Harris  Corp 

645 

870 

909 

112 

Ingles  Markets 

522 

745 

623 

148 

Harsco 

NM 

685 

721 

96 

Inland  Steel  Inds 

NM 

707 

911 

166 

Hartford  Steam  Boiler 

236 

191 

105 

162 

Inspiration  Resources 

NM 

860 

1058 

108 

Hartmarx 

NM 

1047 

1013 

168 

Instrument  Systems 

NM 

115 

864 

126 

Hasbro 

NM 

309 

673 

126 

Intel 

142 

92 

220 

112 

Hawaiian  Electric 

NM 

632 

744 

130 

Intelligent  Electron 

1 

19 

59 

168 

Hechinger 

NM 

907 

730 

168 

Interco 

NM 

1096 

974 

120 

HJ  Heinz 

328 
672 

263 

95 

152 
126 

Interface 

204 

702 
736 

342 
600 

98 

Helene  Curtis  Inds 

146 

763 

Intergraph 

559 

112 

Henley  Group 

NM 

** 

** 

158 

Interlake 

NM 

1089 

900 

102 

Hercules 

NM 

849 

819 

108 

IBM 

NM 

868 

540 

112 

Hershey  Foods 

332 

406 

239 

152 

IntI  Flavors  &  Frags 

274 

154 

237 

108 

Hewlett-Packard 

458 

644 

496 

112 

IntI  Multifoods 

NM 

371 

723 

152 

Hexcel 

662 

999 

872 

96 

International  Paper 

69 

273 

498 

156 

Hibernia 

NM 

1071 

705 

144 

IntI  Specialty  Prods 

** 

** 

** 

108 

Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.    Profitability:  5-year  return  on  equity. 
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WHO'S  WHERE  IH  THIS  ISSUE 


RANK 

RANK 

ti 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Interpublic  Group 

269 

138 

192 

140 

Liz  Claiborne 

151 

316 

41 

126 

Interstate  Bakeries 

** 

** 

** 

152 

Lockheed 

NM 

841 

428 

96 

InterTAN 

674 

350 

683 

168 

Loctite 

121 

69 

137 

108 

Iowa-Illinois  G&E 

NM 

677 

572 

130 

Loews 

375 

298 

179 

162 

Ipaico  Enterprises 

NM 

NM 

517 

534 

470 

130 

Lone  Star  Tech 

NM 

926 

1065 

IBS 

Itel 

903 

112 

Long  Island  Lighting 

602 

159 

937 

130 

ITT 

138 

744 

675 

162 

Longs  Drug  Stores 

358 

598 

332 

168 

Jacobs  Engineering 

17 

7 

174 

116 

Longview  Fibre 

161 

334 

182 

156 

James  River  Corp  Va 

624 

952 

845 

126 

Loral 

412 

799 

347 

96 

Jamesway 

NM 
483 

1041 

1019 

168 

Lotus  Development 

NM 

482 

115 

112 

Jefferson-Pilot 

367 

741 

162 

Louisiana  Land 

NM 

498 

945 

134 

Johnson  &  Johnson 

165 

95 

91 

126,  158 

Louisiana-Pacific 

112 

527 

634 

156 

Johnson  Controls 

NM 

618 

794 

120 

Lowe's  Cos 

493 

682 

662 

168 

Jostens 

462 

326 

63 

168 

LSI  Logic 

NM 

912 

1042 

112 

JWP 

61 

262 

124 

98 

LTV 
Lubrizol 

NM 

941 

1131 

166 

Kaman 

600 

950 

689 

96 

160 

354 

209 

108 

Kansas  City  P&L 

566 

378 

699 

130 

Lukens 

54 

47 

253 

166 

Kansas  City  Southern 

NM 

676 

956 

172 

Lyondell  Petrochem 

** 

** 

** 

108 

Kansas  Gas  &  Elec 

NM 

450 

833 

130 

M/A-Com 

NM 

998 

1044 

112 

Kansas  Power  &  Light 

571 

741 

590 
158 

134 
116 

Magma  Copper 
MagneTek 

NM 

831 

358 

166 

Kaufman  &  Broad  Home 

367 

504 

28 

** 

21 

102 

Kellogg 

380 

235 

52 

152 

MAI  Systems 

NM 

1108 

1094 

112 

Kellwood 

641 

756 

652 

126 

Manor  Care 

NM 

593 

620 

158 

Kelly  Services 

231 

611 

79 

98 

Manufacturers  Hanover 

NM 

963 

1025 

144 

Kemper 

132 

446 

650 
586 

162 

Manufacturers  Natl 

433 

212 

427 

144 

Kennametal 

492 

569 

102 

Manville 

NM 

986 

** 

116 

Kentucky  Central  Life 

609 

994 

783 

162 

Mapco 

219 

217 

175 

134 

Kentucky  Utilities 

449 

581 

478 

130 

Marion  Merrell  Dow 

234 

358 

36 

158 

Kerr  Glass  Mfg 

NM 

938 

1034 

156 

Mark  IV  Industries 

57 

148 

60 

102 

Kerr-McGee 

188 

478 

862 
473 

134 

Marriott 

629 

968 

276 

174 

KeyCorp 

503 

285 

144 

Marsh  &  McLennan  Cos 

395 

623 

34 

162 

Keystone  IntI 

187 

185 

263 

102 

Marsh  Supermarkets 

292 

292 

389 

148 

Kimball  International 

509 

509 

468 

120 

Marshall  &  llsley 

506 

275 

443 

144 

Kimberly-Clark 

304 

168 

202 

126 

Marshall  Industries 

64 

147 

400 

112 

King  World  Prods 

63 

99 

3 

140 
168 

Martin  Marietta 

396 

480 

92 

96 

Kmart 

369 

475 

527 

Masco 

582 

890 

534 

116 

KN  Energy 

263 

519 

904 

134       ' 

Masco  Industries 

NM 

1022 

813 

120 

Knight-Ridder 

407 

757 

212 

140 

Mattel 

NM 

45 

148 

126 

Kroger 

649 

237 

975 

148 

Maxtor 

NM 

1052 

1003 

112 

LA  Gear 

3 

26 
445 

5 

126 

Maxus  Energy 

NM 

669 

1123 

134 

La-Z-Boy  Chair 

560 

526 

120 

Maxxam 

NM 

68 

12 

166 

Laclede  Gas 

601 

745 

684 

134 

May  Dept  Stores 

117 

430 

261 

168 

LADD  Furniture 

NM 

1005 

432 

120 

Maytag 

586 

949 

197 

120 

Lafarge 

96 

559 

665 

116 

MBNA 

256 

** 

143 

144 

Lancaster  Colony 

80 

268 

465 

152 

McCaw  Cellular 

NM 

338 

1072 

112 

Lance 

451 

665 

200 

152 

McClatchy  Newspapers 

417 

679 

475 

140 

Lands'  End 

391 

197 

48 

168 

McCormick  &  Co 

77 

39 

147 

152 

Leggett  &  Piatt 

NM 

490 

408 

120 

McDermott  IntI 

NM 

866 

1088 

102 

Lennar 

477 

374 

760 

116 

McDonald's 

313 

346 

188 

148 

Leslie  Fay  Cos 

351 
NM 

417 
210 

309 
274 

126 
162 

McDonnell  Douglas 

654 

740 

846 

96 

Leucadia  National 

McGraw-Hill 

NM 

771 

392 

140 

LG&E  Energy 

565 

591 

625 

130 

MCI  Communications 

30 

38 

132 

112 

Liberty  Corp 

NM 

587 

748 

162 

McKesson 

548 

648 

659 

158 

Life  Technologies 

** 

** 

** 

158 

MCN 

650 

549 

419 

134 

Lifetime 
Eli  Lilly 

43 
283 

487 

742 

158 
158 

MDC  Holdings 
Mead 

NM 

1090 

1102 

116 
156 

223 

119 

NM 

640 

614 

Limited 

214 

373 

62 

168 

Medco  Containment 

59 

28 

821 

168 

Lincoln  Electric 

NM 

461 

733 

102 

Media  General 

NM 

789 

844 

140 

Lincoln  National 

NM 

656 

758 

162 

Medtronic 

239 

49 

171 

158 

Lionel 

NM 

1092 

1007 

168 

Mellon  Bank 

NM 

940 

1032 

144 

Litton  Industries 

NM 

617 

680 

96 

Melville 

333 

405 

183 

126 

LIVE  Entertainment 

93 

835 

214 

140 

Mercantile  Bancorp 

NM 

556 

908 

144 

Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 
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Stock  market:  5-year  price  change.    Profitability:  5-year  return  on  equity. 
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Van  Kampen  Merritt 


THE  VAN  KAMPEN  MERRITT  E^MILY  OF  MUTUAL  FUNDS 


Meeting  a  whole  family 
of  investment  needs. 


Different  investors  have  different  objectives 
ranging  from  college  and  retirement  plans 
to  tax  savings  to  high  yields. 

The  Van  Kampen  Merritt  Family  of  Mutual 
Funds  offers  a  broad  range  of  investment 
choices  to  meet  the  most  diverse  needs:  the 
flexibility  of  money  market  funds  or  growth 
and  income  funds  for  longer-term  planning. 
Van  Kampen  Merritt  also  offers  a  wide  choice 
of  investments  with  income  free  from  federal 


taxes-and  in  some  cases  state  tax  as  well. 

As  you  develop  your  investment  priorities, 
consider  the  mutual  funds  of  Van  Kampen 
Merritt.  Ask  your  investment  representative 
for  a  prospectus  containing  more  complete 
information,  including  charges  and  expenses. 
Please  read  the  prospectus  carefuUy  before 
you  invest  or  send  money.  Or  call 
1-800-DIAL-VKM,  ext.  1212. 


Van  Kampen  Merritt 

A  XEROX  Financial  Services  Company 

Investing  With  A  Sense  of  Direction® 


CH)(k'n<)((\s  rogi.st(>n'(l  trademark  of  Van  Kampen  Merritt  Inc. 


WHO'S  WHERE  IN  THIS  ISSUE 


RANK 

RANK 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Mercantile  Stores 

530 

772 

515 

168 

NY  State  E&G 

NM 

842 

691 

130 

Merck 

106 

63 

13 

158 

New  York  Times 

NM 

985 

278 

140 

Mercury  General 

129 

299 

139 

162 

Newell  Co 

115 

17 

228 

120 

Meredith 

310 

885 

669 

140 

Newmont  Mining 

190 

563 

971 

166 

Meridian  Bancorp 

664 

718 

751 

144 

Niagara  Mohawk  Power 

681 

723 

947 

130 

Merisel 

NM 

574 

186 

112 

Nicor 

NM 

353 

283 

134 

Meritor  Savings  Bank 

NM 

1094 

1110 

144 

NIKE 

40 

10 

45 

126 

Merrill  Lynch 

608 

481 

920 

144 

Nipsco  Industries 

66 

188 

830 

130 

Merry-Go-Round 

74 

24 

80 

168 

Nissan  Motor 

155 

440 

949 

120 

Fred  Meyer 

499 
122 

330 
339 

773 
125 

168 
152 

NL  Industries 
Noland 

50 

975 

** 

108 

Michael  Foods 

614 

933 

929 

116 

Michigan  National 

330 

641 

390 

144 

Nordstrom 

271 

341 

282 

168 

MicroAge 

NM 

295 

320 

168 

Norfolk  Southern 

413 

211 

722 

172 

Micron  Technology 

NM 

100 

284 

112 

Nortek 

NM 

1088 

1079 

116 

Microsoft 

36 

NM 

6 
1087 

16 
894 

112 
144 

Northeast  Federal 
Northeast  Utilities 

NM 
572 

1084 
782 

1101 

144 

Midlantic 

661 

130 

Midwest  Resources 

NM 

777 

642 

130 

No  States  Power 

NM 

606 

552 

130 

Herman  Miller 

627 

863 

578 

98 

Northern  Telecom 

502 

105 

510 

112 

Millipore 

NM 

692 

607 

98 

Northern  Trust 

NM 

169 

406 

144 

Mine  Safety  Appliance 

488 
285 

512 
418 

697 
181 

98 
98 

Northrop 
Norwest 

NM 

966 

881 
413 

96 

Minn  Mining  &  Mfg 

NM 

145 

144 

Minnesota  Power  &  Lt 

NM 

745 

490 

130 

Novell 

26 

4 

35 

112 

Mirage 

NM 

128 

598 

174 

Nucor 

459 

120 

459 

166 

Mitchell  Energy 

321 

436 

950 

134 

NWNL 

519 

769 

702 

162 

MLX 

NM 

1109 

1113 
988 

116 

144 

Nynex 

Occidental  Petroleum 

579 

619 

686 

112 

MNC  Financial 

NM 

1067 

NM 

900 

1063 

134 

Mobil 

447 

349 

649 

134 

Office  Depot 

NM 

53 

656 

168 

Modine  Manufacturing 

441 

260 

379 

120 

Ogden 

634 

816 

435 

98 

Molecular  Biosystems 

** 

** 

** 

158 

Ohio  Casualty 

336 

615 

454 

162 

Molex 

338 
309 

333 

453 

112 
108 

Ohio  Edison 
Oklahoma  G&E 

604 

731 

707 

130 

Monsanto 

345 

446 

471 

614 

451 

130 

Montana  Power 

NM 

555 

779 

130 

Old  Kent  Financial 

510 

392 

363 

144 

Moore  Corp 

NM 

742 

603 

98 

Old  Republic  IntI 

468 

315 

461 

162 

JP  Morgan  &  Co 

NM 

432 

926 

144 

Olin 

416 

681 

514 

108 

Morgan  Products 

NM 
247 

1029 
127 

917 
93 

116 
144 

Olsten 
Omnicom  Group 

323 

284 

203 

98 

Morgan  Stanley 

373 

422 

257 

140 

Morrison 

245 

455 

395 

148 

Oneida 

663 

463 

647 

120 

Morrison  Knudsen 

NM 

802 

1017 

116 

Oneok 

NM 

805 

807 

134 

Morton  International 

465 

** 

488 

108 

Oracle  Systems 

NM 

22 

122 

112 

Motorola 

58 
37 

320 

571 

112 
140 

Orange  &  Rockland 

562 

683 

566 

130 

Multimedia 

407 

1131 

Orion  Capital 

NM 

621 

624 

162 

Murphy  Oil 

NM 

501 

940 

134 

Orion  Pictures 

NM 

1065 

1051 

140 

Nacco  Industries 

479 

370 

333 

102 

Oryx  Energy 

** 

720 

** 

134 

Naico  Chemical 

299 

144 

144 

108 

Oshkosh  Truck 

NM 

967 

914 

96 

Nash  Finch 

545 
470 

745 
803 

676 
653 

148 
98 

Outboard  Marine 
Owens  &  Minor 

NM 
NM 

937 
121 

1040 

120 

Nashua 

784 

158 

National  City 

419 

666 

349 

144 

Owens-Corning 

NM 

460 

1131 

116 

Natl  Convenience 

NM 

1075 

1071 

148 

Oxford  Industries 

NM 

695 

932 

126 

National  Education 

NM 

1007 

987 

98 

Paccar 

346 

219 

374 

120 

National  Fuel  Gas 

NM 

558 

725 
187 

134 
158 

Pacific  Enterprises 

NM 

992 

890 

134.168 

National  Health  Labs 

91 

93 

Pacific  G&E 

578 

586 

823 

130 

National  Intergroup 

NM 

684 

1096 

158 

Pacific  Telesis 

536 

402 

516 

112 

National  Medical 

111 

605 

304 

158 

PacifiCare  Health 

90 

27 

117 

158 

Natl  Semiconductor 

NM 

1001 

1078 

112 

PacifiCorp 

504 

543 

485 

130 

National  Service 

606 
NM 

798 
974 

613 

102 

PaineWebber  Group 
Pall 

NM 
392 

817 

1016 

144 

Navistar  IntI 

867 

120 

221 

292 

108 

NBD  Bancorp 

377 

192 

398 

144 

Pamida  Holdings 

NM 

•  * 

9 

168 

NCH 

147 

195 

255 

108 

Panhandle  Eastern 

NM 

989 

1075 

134 

NCNB 

378 

352 

384 

144 

Paramount  Commun 

179 

572 

116 

140 

Neiman  Marcus  Group 

NM 

887 

1029 

168 

Parker  Hannifin 

580 

643 

743 

102 

New  England  Electric 

NM 

669 

602 

130 

Penn  Central 

NM 

809 

893 

102 

New  Valley 

NM 

1102 

1127 

144 

Penn  Traffic 

NM 

317 

1128 

148 

Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.    Profitability:  5-year  return  on  equity. 
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RANK 

RANK 

1 

Company 

Stock 

Stock 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

L    JC  Penney 

f     Pennsylvania  P&L 

319 

459 

412 

168 

Quanex 

6 

16 

437 

166 

446 

499 

520 

130 

Quantum 

NM 

198 

103 

112 

Pennzoil 

103 

832 

1077 

134 

Quantum  Chemical 

NM 

1048 

631 

108 

Pentair 

414 

342 

550 

102 

Questar 

NM 

627 

802 

134 

People's  Bank 

** 

1035 

** 

144 

QVC  Network 

NM 

768 

941    ■ 

168 

: 

Peoples  Energy 

NM 

551 

548 

134 

Ralston  Purina 

556 

425 

37 

152 

Pep  Boys 

442 

567 

530 

168 

Raychem 

NM 

693 

1009 

112 

PepsiCo 

241 

70 

88 

152 

Raytheon 

340 

628 

145 

96 

Perini 

NM 

1036 

963 

116 

Reader's  Digest  Assn 

140 

** 

19 

140 

Perkin-Elmer 

NM 

609 

1015 

158 

Reebok  International 

218 

171 

70 

126 

Perry  Drug  Stores 

NM 

915 

1054 

168 

Reliance  Group 

NM 

979 

193 

162 

Pet 

** 

** 

** 

152 

Repligen 

** 

** 

** 

158 

Petrie  Stores 

670 

884 

939 

168 

Republic  New  York 

NM 

698 

790 

144 

Petroleum  Heat  &  Pwr 

NM 

882 

1076 

134 

Rexene 

*• 

1100 

** 

108 

Pfizer 

507 

178 

312 

158 

Reynolds  &  Reynolds 

NM 

823 

319 

98 

Phelps  Dodge 

16 

65 

128 

166 

Reynolds  Metals 

107 

132 

281 

166 

PHH 

NM 

700 

628 

98 

Rhone-Poulenc 

NM 

** 

438 

108 

Philadelphia  Elec 

NM 

722 

829 

130 

Rhone-Poulenc  Rorer 

405 

36 

581 

158 

Philip  Morris  Cos 

156 

52 

50 

152 

Richfood  Holding 

** 

379 

** 

148 

Philips  Electronics 

NM 

773 

1070 

120 

Riggs  National 

NM 

1074 

1004 

144 

Phillips  Petroleum 

452 

222 

295 

134 

Riser  Foods 

** 

447 

249 

148 

Phillips-Van  Heusen 

403 

170 

64 

126 

Rite  Aid 

431 

541 

308 

168 

PHM 

254 

444 

610 

116 

RJR  Nabisco 

** 

** 

** 

152 

Pic'N'Save 

617 

758 

299 

168 

Roadway  Services 

404 

365 

546 

172 

Piedmont  Natural  Gas 

305 

NM 

473 
764 

482 
469 

134 
168 

Robertson-Ceco 
Rochester  G&E 

NM 
NM 

1078 

1083 

116 

Pier  1  Imports 

795 

757 

130 

Pilgrim's  Pride 

NM 

909 

434 

152 

Rochester  Telephone 

NM 

465 

606 

112 

Pinkerton's 

79 

** 

112 

98 

Rockwell  IntI 

540 

674 

311 

96 

Pinnacle  West 

NM 

983 

1030 

130 

Rohm  &  Haas 

422 

645 

348 

108 

Pioneer  Financial  Svs 

NM 

828 
214 

832 
507 

162 
152 

Rohr  Industries 
Rollins 

583 
439 

902 
443 

912 
22 

96 

Pioneer  Hi-Bred  IntI 

409 

98 

Pitney  Bowes 

485 

387 

321 

98 

Rose's  Stores 

NM 

1042 

1001 

168 

Pittston 

NM 

484 

984 

172 

Ross  Stores 

198 

72 

360 

168 

Pittway 

591 

** 

793 

120 

Rouse 

NM 

905 

820 

144 

«     Ply  Gem  Industries 

NM 
668 

947 
709 

808 
667 

116 
144 

RPM 

342 

289 
143 

324 
168 

108 

PNC  Financial 

Rubbermaid 

252 

120 

Polaroid 

194 

879 

727 

126 

Ruddick 

361 

229 

523 

148 

Pope  &  Talbot 

126 

610 

262 

156 

Russell 

288 

408 

314 

126 

Portland  General 

NM 

1000 

871 

130 

Ryder  System 

677 

982 

888 

144 

Potlatch 

150 

596 

415 

156 

Rykoff-Sexton 

NM 

846 

818 

148 

Potomac  Electric 

NM 

760 

441 

130 

Ryland  Group 

464 

651 

198 

116 

PPG  Industries 

307 

533 

233 

120 

Safeco 

372 

395 

318 

162 

Precision  Castparts 

235 

253 

250 

96 

Safeguard  Scientifics 

203 

733 

246 

98 

Premark  IntI 

619 

336 

734 

120 

Safety-Kleen 

278 

259 

184 

98 

Premier  Bancorp 

NM 

826 
209 

1092 
83 

144 
102 

Safeway 
St  Joe  Paper 

NM 
NM 

** 
** 

1131 
780 

148 

Premier  Industrial 

268 

156 

Preston 

NM 

1051 

1048 

172 

St  Paul  Cos 

114 

355 

298 

162 

Price  Co 

273 

306 

166 

168 

Salant 

NM 

1056 

1121 

126 

Primerica 

44 

325 

533 

144 

Salem  Carpet  Mills 

622 

1026 

766 

126 

Procter  &  Gamble 

113 

204 

270 
136 

126 
162 

Sal  lie  Mae 

148 

187 

38 

144 

Progressive 

276 

366 

Salomon 

NM 

896 

796 

144 

PromusCos 

** 

** 

** 

174 

San  Diego  G&E 

NM 

540 

467 

130 

Provident  Life  &  Ace 

512 

726 

612 

162 

Santa  Fe  Pacific 

NM 

** 

*♦ 

172 

PS  Group 

NM 

719 

924 

98 

Sara  Lee 

277 

102 

218 

152 

PSI  Resources 

490 

598 

42 

130 

Savannah  Foods 

101 

113 

161 

152 

Public  Service  Colo 

491 

502 

481 

130 

Savin 

NM 

1110 

1125 

98 

Public  Service  NM 

NM 

1057 

1006 

130 

Scana 

487 

671 

394 

130 

Pub  Svc  Enterprise 

515 

735 

563 

130 

SCEcorp 

557 

528 

455 

130 

Puget  Sound  P&L 

NM 

589 

591 

130 

Schering-Plough 

182 

81 

111 

158 

Pulitzer  Publishing 

474 

928 

2 

140 

Schlumberger 

120 

226 

648 

134 

Quaker  Oats 

394 

337 

134 

152 

A  Schulman 

180 

78 

216 

108 

Quaker  State 

NM 

973 

968 

134 

Schultz  Sav-0  Stores 

399 

207 

393 

148 

Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.     Profitability:  5-year  return  on  equity. 
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RANK 

RANK 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Charles  Schwab 

** 

23 

816 

144 

Stewart  &  Stevenson 

125 

5 

222 

102 

SCI  Systems 

679 

984 

896 

112 

Stone  Container 

143 

672 

154 

156 

Scientific-Atlanta 

NM 

514 

732 

112 

Storage  Technology 

647 

638 

627 

112 

Scott  Paper 

NM 

691 

418 

126 

Stratus  Computer 

92 

240 

162 

112 

EW  Scripps 

NM 
284 

622 
862 

710 

140 

Strawbridge 

NM 
55 

897 

640 

168 

Seaboard 

547 

152 

Stride  Rite 

14 

84 

126 

Seagate  Technology 

NM 

1009 

399 

112 

Sudbury 

NM 

1111 

1108 

102 

Seagram 

244 

271 

535 

152 

Sun  Co 

669 

838 

955 

134 

Sealed  Air 

630 

762 

842 

156 

Sun  Microsystems 

52 

229 

301 

112 

Sears,  Roebuck 

577 

806 

814 

162, 168 

Sundstrand 
SunTrust  Banks 

251 

595 

618 

96 

Seaway  Food  Town 

NM 

629 

663 

148 

397 

300 

322 

144 

Security  Pacific 

656 

855 

692 

144 

Super  Food  Services 

511 

797 

497 

148 

Selective  Insurance 

514 

661 

251 

162 

Super  Valu  Stores 

368 

690 

290 

148 

Sequa 

678 

914 

635 

96 

Synbiotics 

** 

** 

** 

158 

Service  Corp  IntI 

NM 

754 

928 

126 

Synergen 

** 

** 

** 

158 

Service  Merchandise 

133 

94 

762 

168 

Syntex 

258 

98 

11 

158 

Shared  Medical  Sys 

626 

1014 

429 

98 

Sysco 

186 

107 

265 

148 

Shaw  Industries 

267 

97 

138 

126 

Talley  Industries 

NM 

1054 

1084 

96 

Shawmut  National 

NM 

1037 

1005 

144 

Talman  Home  Federal 

653 

668 

919 

144 

Sherwin-Williams 

427 

409 

287 

108 

148 

Tambrands 

408 

243 

156 

126 

Shoney's 

623 

135 

889 

Tandem  Computers 

613 

957 

800 

112 

Sigma-Aldrich 

195 

176 

118 

108 

Tandon 

NM 

930 

892 

112 

Signet  Banking 

NM 

961 

513 

144 

Tandy 

527 

934 

356 

168 

Silicon  Graphics 

22 

60 

502 

112 

TBC 

38 

29 

130 

120 

Sizzler  IntI 

144 

** 

493 

148 

TCF  Financial 

NM 

456 

1049 

144 

Skyline 

615 

763 

866 

116 

Tech  Data 

146 

48 

102 

112 

Smart  &  Final 

248 

•  * 

386 

168 

TECO  Energy 

463 

331 

423 

130 

AO  Smith 

NM 

810 

915 

120 

Tecumseh  Products 

652 

853 

803 

102 

Smith  Corona 

** 

** 

** 

98 

Tektronix 

NM 

988 

1011 

112 

Smith  International 

NM 

166 

1080 

134 

Tele-Communications 

NM 

283 

1091 

140 

Smithfield  Foods 

197 

35 

49 

152 

Teledyne 

NM 

** 

17 

96 

Smith's  Food  &  Drug 

226 

** 

330 

148 

Teleflex 

286 

233 

280 

96 

JM  Smucker 

291 

82 

266 

152 

Temple-Inland 

123 

238 

310 

156 

Snap-on  Tools 

370 

646 

221 

120 

Tenneco 

NM 

821 

525 

102 

Society 

423 

327 

405 

144 

Teradyne 
Terex 

NM 

844 

1031 

112 

Sonat 

NM 

452 

861 

134 

73 

80 

101 

102 

Sonoco  Products 

469 

324 

307 

156 

Tesoro  Petroleum 

NM 

997 

1062 

134 

Sony 

379 

256 

843 

120 

Texaco 

NM 

321 

693 

134 

Sotheby's  Holdings 

31 

602 

18 

168 

Texas  Industries 

NM 

739 

989 

166 

South  Carolina  Natl 

426 

369 

504 

144 

Texas  Instruments 

NM 

898 

738 

112 

Southdown 

686 

830 

615 

116 

Texas  Utilities 

NM 

545 

576 

130 

Southern  Co 

597 

607 

703 

130 

Textron 

568 

630 

651 

96 

So  New  Eng  Telecom 

520 

642 

541 

112 

Thermo  Electron 

233 

157 

601 

98 

SouthTrust 

484 

462 

396 

144 

Thiokol 

NM 

** 

440 

96 

Southwest  Airlines 

455 

213 

777 

174 

Thomas  &  Betts 

476 

600 

353 
609 

112 

Southwest  Gas 

NM 

943 

626 

134 

Thomas  Industries 

NM 

881 

102 

Southwestern  Bell 

561 

390 

597 

112 

Thorn  Apple  Valley 

NM 

9 

173 

152 

Southwestern  Pub  Svc 

NM 

712 

366 

130 

3Com 

NM 

920 

901 

112 

Spiegel 

154 

329 

205 

168 

Tiffany 

60 

71 

29 

168 

Sprague  Technologies 

NM 

913 

1097 

112 

Time  Warner 

NM 

601 

1023 

140 

Springs  Industries 

NM 

560 

880 

120 
96 

Times  Mirror 

584 

833 

355 

140 

SPS  Technologies 

NM 

932 

970 

Timken 

35 

696 

958 

102 

SPX 

NM 

1015 

565 

120 

TJX  Cos 

NM 

** 

** 

168 

Std  Commercial 

659 

290 

960 

152 

Torchmark 

355 

224 

108 

162 

Standard  Fedl  Bank 

636 

188 

632 

144 

Toro 

590 

708 

503 

120 

Standard  Motor  Prods 

607 

990 

849 

120 

Tosco 

14 

165 

33 

134 

Standard  Products 
Standard  Register 

NM 
585 

848 
911 

992 

120 

Town  &  Country 

NM 

1032 

858 

168 

636 

98 

Toys  'R'  Us 

168 

181 

210 

168 

Standex  International 

339 

483 

542 

98 

Transamerica 

486 

616 

637 

162 

Stanhome 

162 

76 

86 

126 

Transco  Energy 

NM 

995 

995 

134 

Stanley  Works 

453 

451 

447 

102 

Travelers 

NM 

1021 

972 

162 

State  Street  Boston 

337 

161 

260 

144 

Tredegar  Industries 

** 

** 

** 

166 

Sterling  Chemicals 

667 

1049 

7 

108 

Tribune 

NM 

537 

719 

140 

Growth:  5-year  annual  earnings-per-share  growth. 
NM:  Not  meaningful.     **Not  ranked. 


Stock  market:  5-year  price  change.     Profitability:  5-year  return  on  equity. 
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RANK 

Stock 

Stock 

Company 

Growth 

market 

Profitability 

Page 

Company 

Growth 

market 

Profitability 

Page 

Trinity  Industries 

46 

348 

668 

102 

Vigoro 

97 

** 

4 

108 

Trinova 

638 

883 

768 

102 

Village  Super  Market 

631 

926 

810 

148 

,     TRW 

NM 

837 

378 

120 

Vishay  Intertech 

205 

399 

296 

112 

Tucson  Electric 

NM 

1093 

1098 

130 

Volt  Info  Sciences 

NM 

1045 

998  . 

98 

Turner  Broadcasting 

NM 
NM 

11 
1040 

1131 
1067 

140 
116 

Volvo 

NM 

590 
66 

564 
883 

120 

Turner  Corp 

Vons  Cos 

NM 

148 

TW  Holdings 

** 

** 

** 

148 

Vulcan  Materials 

312 

585 

219 

116 

20th  Century  Inds 

56 

141 

67 

162 

VWR 

489 

569 

234 

158 

'     Tyco  Laboratories 

127 

386 

160 

102 

Waban 

** 

** 

** 

168 

Tyco  Toys 

NM 

50 

258 

126 

Wachovia 

440 

301 

350 

144 

Tyson  Foods 

201 

201 

114 

152 

Wackenhut 

457 

637 

346 

98 

1      UAL 

NM 

151 

126 

174 

Wal-Mart  Stores 

94 

43 

51 

168 

UGI 

NM 

427 

672 

134 

Walgreen 

315 

216 

215 

168 

UJB  Financial 

NM 

923 

739 

144 

Wallace  Computer  Svcs 

448 

815 

433 

98 

UNC 

NM 

1008 

879 
142 

96 
126 

Wang  Laboratories 
Warnaco  Group 

NM 
NM 

1061 

** 

1115 

112 

Unifi 

78 

25 

1131 

126 

Unilever  NV 

228 

236 

277 

152 

Warner-Lambert 

296 

153 

30 

158 

Union  Bank 

280 

944 

401 

144 

Washington  Gas  Light 

NM 

531 

638 

134 

Union  Camp 

152 

518 

373 

156 

Washington  Mutual 

NM 

279 

851 

144 

Union  Carbide 

640 

859 

89 

108 
130 

Washington  National 

NM 

1002 
625 

1024 

162 

Union  Electric 

178 

564 

462 

Washington  Post 

308 

85 

140 

Union  Pacific 

501 

435 

557 

172 

Waste  Management 

164 

129 

140 

98 

Union  Texas  Petrol 

NM 

136 

40 

134 

Waxman  Inds 

NM 

778 

177 

116 

Unisys 

NM 

1083 

1064 

112 

Weirton  Steel 

NM 

** 

983 

166 

United  HealthCare 

NM 

13 

369 

158 
130 

Weis  Markets 

436 

701 
308 

351 

148 

United  Illuminating 

NM 

578 

973 

Wellman 

67 

54 

108 

■    US  Bancorp 

331 

322 

422 

144 

Wells  Fargo 

134 

582 

185 

144 

US  Healthcare 

NM 

33 

135 

158 

Wendy's  IntI 

4 

858 

918 

148 

US  Home 

NM 

1098 

1103 

116 

Western  Digital 

NM 

1086 

1047 

112 

US  Shoe 

NM 

969 
1 

981 
194 

168 
158 

Western  Publishing 
Westinghouse 

633 
NM 

729 
953 

521 
294 

140 

US  Surgical 

84 

102 

United  Stationers 

594 

972 

755 

98 

Westmark  IntI 

NM 

90 

931 

158 

United  Technologies 

191 

710 

528 

96 

Westmoreland  Coal 

NM 

829 

985 

134 

United  Telecom 

NM 

305 

362 

112 

Westvaco 

500 

523 

605 

156 

•     Unitrin 

NM 

** 

859 

162 

Wetterau 

415 

552 

264 

148 

Univar 

139 

177 

410 

108 

Weyerhaeuser 

341 

787 

711 

156 

Universal 

261 

244 

** 

152 

Wheeling  Pittsburgh 

** 

** 

** 

166 

Universal  Foods 

128 

58 

199 

152 

Whirlpool 

642 

724 

771 

120 

Universal  Health 

593 

274 

930 

158 

Whitman 

NM 

** 

** 

152 

Unocal 

NM 

265 

685 

134 

Wicor 

621 

659 

761 

134 

UNUM 

62 

114 

592 

162 

Willamette  Inds 

192 

507 

208 

156 

Upjohn 

424 

506 

288 

158 

Willcox  &  Gibbs 

NM 

675 

560 

102 

US  West 

497 

546 

512 

112 

Williams  Cos 

680 

398 

827 

134 

USAir  Group 

NM 

1053 

1053 

174 

Winn-Dixie  Stores 

410 

391 

271 

148 

USF&G 

NM 

1079 

1035 

162 
116 

Winnebago  Industries 
Wisconsin  Energy 

NM 
537 

1050 
491 

1087 
458 

120 

USG 

NM 

1060 

747 

130 

Usiico 

NM 

903 

713 

162 

Wisconsin  Public  Svc 

569 

678 

588 

130 

USLife 

563 

727 

837 

162 

Witco 

NM 

765 

728 

108, 134 

USTInc 

221 

30 

31 

152 

WLR  Foods 

NM 

538 

474 

152 

USX-Marathon 

NM 

** 

801 

134 

Woolworth 

357 

492 

364 

168 

USX-US  Steel 

183 

** 

57 

166 

Worthington  Inds 

533 

269 

336 

166 

UtiliCorp  United 

532 

500 

568 

134 

WPL  Holdings 

NM 

612 

536 

130 

Valero  Energy 

2 

44 

868 

134 

WPP  Group 

349 

1085 

978 

140 

Valhi 

71 

380 

75 

108 

Wm  Wrigley  Jr 

153 

104 

73 

152 

Valley  National 

NM 

920 

1045 

144 

Wyle  Laboratories 

136 

705 

787 

112 

Valmont  Industries 

32 

85 

303 

102 

Wyman-Gordon 

NM 

1063 

991 

96 

Valspar 

230 

164 

159 

108 

Xerox 

616 

715 

852 

98, 162 

Value  City  Dept 

** 

** 

** 

168 

XOMA 

*♦ 

** 

** 

158 

Varian  Associates 

NM 

372 

870 

112 

Yellow  Freight  Sys 

NM 

904 

646 

172 

Varity 

NM 

761 

658 

120 

Zenith  Electronics 

NM 

1046 

1082 

120 

Venture  Stores 

NM 

** 

769 

168 

Zenith  National  Ins 

NM 

936 

789 

162 

VF 

581 

634 

417 

126 

Zurn  Industries 

356 

294 

611 

98 

Viacom 

** 

54 

1052 

140 

Growth:  5-year  annual 

earnings-per- 

share  growth. 

Stock  market: 

5-year  price  c 

hange.    Profitability:  5-year  return  on 

equity. 

NM:  Not  meaningful.     **Not  ranked. 
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COMPUTERS/COMMUNICATIONS 


Knowing  where  your  customers  and  your  competitors 
are  is  vital  to  your  business.  Here's  liow  to  find  tiiem 
on  a  computer  screen. 

Geographies 


By  David  Churbuck 

For  a  good  demonstration  of  the 
power  of  that  discipline  called  "geo- 
graphic information  systems,"  look 
no  further  than  Operation  Desert 
Storm.  In  the  Gulf  war,  everything 
from  supply  logistics  to  cruise -missile 
targets  was  based  on  computer  map- 
ping systems  from  Intergraph  Corp. 
and  a  former  division  of  McDonnell 
Douglas  Corp. 

Now  the  practitioners  of  this  art  are 
selling  their  systems  as  a  commercial 
weapon.  Put  your  stores  and  distribu- 
tion centers  on  a  map  overlaid  with 
census  tract  income  figures,  they  say, 
and  you  can  see  where  to  expand.  Put 
a  map  of  suburban  homes  into  a 
computer  and  it  will  find  the  opti- 
mum layout  of  newspaper  delivery 
routes.  Combine  fire-hydrant  loca- 
tions and  crime  statistics  on  a  digital 
map  and  you  can  price  homeowner 
insurance  more  competitively. 

The  professionals  call  this  by  its 
acronym,  Gis.  But  a  better  name 
would  perhaps  be  geographies,  since 
the  power  of  these  digitized  maps 
comes  through  only  when  they  are 
displayed  on  a  color  graphics  termi- 
nal. There's  a  huge  diflPerence  be- 
tween a  stack  of  printed  customer 
names  and  addresses  and  a  color- 
coded  map  showing  where  they  are 
clustered. 

"Business  people  are  not  used  to 
looking  at  data  on  a  map,"  says  Jo- 
seph Francica,  a  senior  manager  at 
Intergraph,  a  Huntsville,  Ala.  produc- 
er of  hardware  and  software  used  in 
geographies.  "Business  people  are  ac- 
customed to  looking  at  data  in  tabular 
formats.  Gis  gives  them  the  choice 
between  hundreds  of  pages  of  printed 
output  or  one  map." 

Several  factors  combine  to  give 
geographies  potentially  explosive 
growth  over  the  next  decade.  One  is 
that  the  Bureau  of  the  Census  is  now 


selling  street  maps  and  economic  and 
population  data,  detailed  down  to  city 
blocks,  on  compact  disks.  A  44 -disk 
set  of  street  maps  covers  the  entire 
U.S.  for  only  $11,000;  17  disks  of 
population  and  economic  data  cost  an 
additional  $1,700. 

Another  factor  is  that  programmers 
are  figuring  out  how  to  mesh  this 
spatial  database  with  traditional  al- 
phabetic and  numeric  databases,  such 
as  lists  of  customers,  registered  car 
owners  and  mortgagors.  The  market- 
ers know  who  you  are .  Now  it  is  only  a 
matter  of  time  before  they  know 
where  you  are. 

"Most  corporate  data  already  con- 
tain some  geographic  elements  in  the 
form  of  street  addresses  and  zip 
codes,"  says  David  Radoff,  a  spokes- 


man for  Strategic  Mapping,  a  San       '^ 
Jose,  Calif  maker  of  mapping  soft 
ware.  "The  problem  is  how  to  look  at 
that  information  spatially.  A  report 
can't  determine  that  one  zip  code  is 
contiguous  to  another.  A  map  can." 

Geographies  is  an  outgrowth  of  an 
older  industry  that  provided  comput 
erized  maps  to  civil  engineers  trying 
to  keep  an  eye  on  subdivisions  and 
manhole  covers.  But  the  next  genera- 
tion of  customers  will  be  ver\^  differ- 
ent: banks,  insurance  companies,  de- 
partment stores  and  junk  mailers 
merging  their  customer  databases 
into  digital  maps. 

Arby's,  the  roast  beef  sandwich 
chain,  uses  geographies  to  site  new 
stores.  Chemical  Bank  uses  it  to  en- 
sure that  it  lends  money  fairly  in  poor 


Visualizing  the  competition 
Software  from  Tydac  shows 
the  impact  a  new  competitor 
wiii  have  on  an  existing 
store's  customers. 
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Siting  a  store 

Using  1990  census  data 
and  Tydac's  system,  a  Miami 
retailer  can  find  potentiai 
customers,  in  tliis  case 
Hispanic  diiidren,  by  map- 
ping Hispanic  areas,  overlay- 
ing the  map  witli  the  popu- 
lation of  children  up  to  age 
17,  and  incorporating  data 
on  median  incomes. 


neighborhoods.  For  insurance  com- 
panies, Datamap,  of  Eden  Prairie, 
Minn.,  provides  software  that  can  lo- 
cate an  address — say,  123  Main 
Street,  Pensacoia — by  searching  its 
database  of  digital  Pensacoia  maps, 
locating  the  100  block  on  Main  Street 
and  finding  a  point  23%  down  the 
street.  Then  it  measures  the  distance 
from  the  home  address  to  the  nearest 
fire  hydrant,  police  station  and  body 
of  water.  An  underwriter  connected 
to  an  Insurance  Services  Office  main- 
fi-ame  in  New  York  can  get  a  near- 
instant  risk  assessment. 

RR  Donnelley  GeoSystems,  based 
in  Lancaster,  Pa.,  sells  a  locator  system 
used  by  travel  agents  to  find  hotels 
convenient  to  business  appointments 
or  banks   trying  to  determine   the 


■  f««  l<m   vK>i.i)i/o 

Ir.<nttDfiii     Query    IVatfie     Model    Hc^ 

■ 

Children  0-17  /Sq  Km  (1990  Est.) 


IBM's  Jeanne  Savage 
Her  job:  teaching 
businesses  to  make  the 
transition  from  spreadsheet 
to  spatial  analysis. 
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Everything  MIS  needs  to  know  aboii 

the  difference  between  a  Compaq  P( 

with  Intelligent  Modularity 

and  a  merely  upgradable  PC. 


'kj^:'] 


These  days,  a  lot  of  personal  computers  have  upgradable 
processors  and  memory.  But  the  new  COMPAQ 
-DESKPRO/M  PCs  have  Intelligent 
Modularity,  which  goes  far 
beyond  ordinary  upgradability. 
This  unique  design  makes 
these  PCs  a  smart  investment  ^ 
for  today  and  tomorrow. 

Smart  for  today— 
designed  for  today's  needs  and  today's  budgets.  Intelligent 
Modularity  puts  all  vital  subsystems  on  separate  boards  so 
you  can  choose  just  the  performance  and  features  you  need. 

Since  the  parts  are  interchangeable,  the  whole 
office  can  standardize  on  one  platform.  And  since  the  parts 


Suggested  Resale  Price  starts  at  just  over  $3X 
this  family  of  four  remarkable  PCs. 


)for 


Processor  Board 

3    AdlHT 

'  VGAt 


Nobody  else  gives  you  all  the 
advantages  you  get  with  the 
COMPAQ  DESKPRO/M  PCs. 

COMPAQ 

DESKPRO/M 

FAMILY 

ALR 

BUSINESS 

VEISA 

AST 

PREMIUM 

II 

DELL 

POWERLINE 

DE 

IBM  PS/2 
MODEL  90 

1.  Five-board  modular  design 

Yes 

No 

No 

No 

No 

2.  Upgradable  video  without 
using  an  expansion  slot 

Yes 

Yes 

No 

No 

No 

3.  Separate  1, 0  board  for  potential 
entiancements  and  ease  of  service 

Yes 

No 

No 

No 

No 

4.  14  levels  of  security  including 
cable-lock  provision 

Yes 

No 

No 

No 

No 

5.  System  configuration  and  ID 
number  available  in  memory 
and  accessible  remotely 

Yes 

No 

No 

No 

Yes 

6.  Power  supply  adequate  for  all 
expansion  needs 

240w 

I50w 

I45w 

220w 

194w 

are  easy  to  access,  they're  easy  and  inexpensive  to  service. 
Replacement  parts  cost  less,  too. 

Keeping  track  of  what's  inside  each  PC  is  easy 
with  our  built-in  Asset  Management  provision.  Each  COMPAQ 


DESKPRO/M  PC  can  tell  you  its  serial  number,  how  if; 

configured  and  what  it  has  installed.  Even  remotely,  ov 

the  network.  A  big  time-  and  mor 
saver  for  MIS  managers. 

•jpt^^j-^^ilff^p!^'''^  Smart  for  tomorrow  — bui 

q/^       adapt  to  changing  technology  and  chani 

needs.  With  Intelligent  Modularity,  upgr 

ing  and  expanding  only  takes  about  five  minuti 

And,  thanks  to  unique        1 .  High-speed  Memory  Board. 

Compaq  engineering, 
you  get  optimum 
performance  no 
matter  how  you 
configure  your 
system. 

The  32-bit 
EISA  expansion 
bus  gets  the  most  out 
of  high-performance 
processors,  expansion 
boards  and  peripherals.  Superior  thermals  keep  things  co 
no  matter  how  many  options  you  add.  And  the  240-watt 
power  supply  can  take  anything  you  plug 
Call  your  Authorized  COMPAQ  Compul 
Dealer  and  ask  to  see  the  wonders  of  th 
^=^  COMPAQ  DESKPRO/M  PCs  firsthand. 
Call  1-800-231-0900.  Operator  185.  In  Canada,  call 
1-800-263-5868,  Operator  185. 


4.  EISA  Bus 
'  Board. 

Intelligent  Modularity— Ftve  separate  subs\sit 
let  you  upgrade  or  replace  onh  what  you  neei 
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Everything  the  boss 
needs  to  know. 


1.  It's  smart. 

2.  It's  easy. 

3.  It's  affordable. 


amPAa 


It  simply  works  better. 


BHir. 


Creating  sales  territories 
With  software  from 
Strategic  Mapping,  a 
marketer  can  create  maps 
that  break  down  a  region 
by  county,  show  which 
counties  generate 
the  most  sales  leads 
and  calculate  the 
demographic  profile 
of  the  counties 
with  the  highest 
market  potential. 
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branch  closest  to  a  new  customer. 
GeoSystems  also  sells  a  route -plotting 
program  for  newspaper  circulation 
departments  and  a  database  that  cor- 
relates street  addresses  with  average 
income  levels. 

It's  getting  easier  for  firms  like  this 
to  track  individuals  and  their  habits.  A 
recent  Supreme  Court  ruling  held 
that  phone  directories  are  not  covered 
by  copyright.  Thus,  marketers  can 
buy  compact  disks  of  phone  listings — 
or,  if  necessary,  scan  names  in  from 
printed  directories — and  massage  the 
data  at  low  cost.  James  Hilliard,  direc- 


tor of  marketing  and  business  devel- 
opment at  GeoSystems,  foresees  a 
world  in  which  a  homeowner  could 
quickly  locate  the  nearest  plumber  or 
a  florist  could  compile  a  mailing  list  of 
everybody  within  a  specific  radius. 

Tydac  Technologies  Corp.  in  Ar- 
lington, Va.  produces  software  (also 
sold  by  IBM  with  its  hardware)  that 
helps  businessmen  visualize  competi- 
tive data.  "In  mapping  there  are  three 
basic  axes,  X  for  latitude,  Y  for  longi- 
tude and  Z  for  elevation.  Substitute 
income  or  some  other  demographic 
measure  for  elevation,  and  \'ou  have  a 


commercial  Gis,"  says  Terance  Mo- 
loney, a  product  manager  at  Tydac. 

A  tN'pical  geographies  assignment  is 
to  produce  a  "retail  graNits"  model, 
which  weights  demographic  data  ac- 
cording to  the  needs  of  a  particular 
vendor.  A  seller  of  foreign  auto  parts, 
for  instance,  would  weight  his  anal- 
yses toward  owners  of  foreign  cars,  as 
gleaned  from  tapes  bought  at  the 
motor  vehicle  department. 

Maplnfo  Corp.,  a  Troy,  N.Y.  com- 
pany, sells  mapping  software  for  rcs. 
Says  Michael  Man  in,  chief  executive, 
"Quaker  Oats  found  that  80%  of  tlieir 
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Mapping  hazards 
The  Geographical 
Underwriting  System 
helps  the  property/casualty 
industry  rate  commercial 
and  residential  risks. 


ethnic  customers  lived  in  18  of  their 
55  sales  territories  with  our  system. 
Now,  by  visualizing  their  data,  they 
can  pinpoint  their  in-store  and  direct 
marketing  efforts." 

Environmental  Systems  Research 
Institute  of  Redlands,  Calif  sells  a 
system  used  by  oil,  lumber  and  min- 
ing companies  to  track  geophysical 
formations.  But  now  the  firm  is  aim- 
ing at  a  broader  market.  "What  we 
hope  to  do  with  this  product  is  [give] 
American  business  a  spatial  spread- 
sheet," says  Jack  Dangermond,  presi- 
dent of  the  firm.  Spatial  information 
will  leave  the  desks  of  trained  geogra- 
phers and  flow  through  corporations 
the  way  bar  charts  did  when  spread- 
sheets such  as  Lotus  1-2-3  caught  on 
in  the  1980s,  he  says. 

"The  Gis  business  is  at  the  point 
where  the  Wright  Brothers  were  at 
Kitty  Hawk,"  says  Charles  Foun- 
dyller,  president  of  Daratech,  a  mar- 
ket research  firm  in  Cambridge,  Mass. 
"We  know  it  works,  and  we  know 
there  must  be  a  market  for  it  some- 
where, but  can  we  imagine  a  747  of  an 
application?"  ^M 


G  U  S 


ere  Serrloms  ProrUmi  ty  DtZilUf.  boUl  mad  OP 


Arby's  Vice  President 
Hal  Reid 
A  geographic 
information  system 
helps  him  rank 
neighborhoods  and 
households  by  their 
potential  expenditure 
on  fast  food, 
and  compare  potential 
store  sites  on  exposure 
to  competition. 
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INSIGHTS 


SCIENCE  &  TECHNOLOGY 


Technological 
monopolies 


COMMENTARY  BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


In  an  economy  whose  most  notable 
features  are  layoffs  and  writeoffs,  it  is 
worth  noting  that  some  science  and 
technology  companies  are  triumph- 
ing. For  the  most  part  they  are  compa- 
nies that  have  managed  to  avoid  price 
competition.  After  watching  the  once 
profitable  desktop  computer  business 
deteriorate  into  a  bargain  basement, 
investors  can  clearly  see  the  value  of 
patent-protected  or  sharply  distin- 
guished products  and  services. 

In  the  lingo  of  investor  Warren 
Buffett,  these  are  companies  with 
"moats"  around  them.  They  have 
managed  to  secure  their  markets 
against  open  warfare  on  the  price 
front.  It  happens  that  in  the  current 


recession,  two  of  Buffett's  favorite 
moat-protected  businesses — namely, 
broadcasting  and  newspaper  publish- 
ing— are  faring  poorly.  But  this  just 
shows  that  businesses  have  the  econo- 
my as  well  as  competition  to  worry 
about.  The  investment  idea  of  a  pro- 
tective moat  is  still  a  sound  one,  and  a 
few  technology  companies  are  prov- 
ing its  value  all  over  again. 

Consider  the  technology  compa- 
nies shown  below,  ranked  in  order  of 
revenue  growth  for  the  current  quar- 
ter versus  the  year-ago  quarter.  The 
nine  companies  are  also  selected  for 
having  achieved  profit  margins  of  1 5% 
or  better.  I  excluded  companies  with 
quarterly  revenues  below  $  1 5  milhon; 
tiny  companies  can  loft  tremendous 
percentage  growth  numbers  without 
really  accompUshing  much. 

Two  technologies  dominate  the 
list:  biotechnology  and  data  commu- 
nications. The  systems  software  and 
semiconductor  businesses  are  also 
represented. 

Biotechnology  companies — the 
ones  with  products — enjoy  hard-won 
protection  against  competition.  Pat- 
ents, an  arduous  regulatory  approval 
cycle  for  each  product  and  the  high 
cost  of  useful  knowledge  in  this  field 
ultimately  protect  these  companies 
from  pricing  pressures. 


These  companies' 
profit  margins 
reflect  the  fact 
that  they  don't 
compete  much 
on  price.  All 
numbers  are  for 
the  most  recently 
reported  quarter. 


Protected  turf 

Company 

Sales 

Net 

Revenue 

Earnings 

growth* 

margin 

($mitlion) 

per  share 

WellfleetComm 

206% 

18% 

$16 

$0.20 

Genzyme 

138 

16 

33 

0.22 

Amgen 

127 

28 

179 

0.34 

Cisco  Systems 

94 

24 

64 

0.49 

American  Power  Conv 

60 

17 

27 

0.41 

Microsoft 

57 

25 

581 

0.75 

Chiron 

56 

18 

30 

0.27 

Xilinx 

51 

18 

35 

0.26 

Sierra  Semiconductors 

49 

17 

23               0^ 

*Over                                             ^^^^^^^^^^^^^^^^^^H 
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If  you  are  tempted  to  buy  into  the 
wake  of  the  selloff  on  biotechs,  any  of| 
the  three  biostocks  in  the  table  (Gen- 1 
zyme,  Amgen  and  Chiron)  is  a  realis-  i 
tic  investment.  What  makes  each  of| 
them  attractive  is  realized  product 
revenues.  High  growth  and  high  mar- 
gins go  hand  in  glove  under  these 
special  circumstances. 

Genzyme  manufactures  multiple 
diagnostic  kits  and  specialized  drugs. 
It  has  protected  its  markets  by  a  classic 
niche  strategy.  The  company  has  se- 
cured for  itself  many  small  markets  for 
important  but  basically  minor  prod- 
ucts. In  no  one  of  these  markets  is 
there  sufficient  business  to  attract  ma- 
jor competition — but  the  sum  of 
these  small  successftil  parts  is  a  well- 
protected  whole.  It  is  an  attractive 
stock  at  $45  or  lower. 

Both  Wellfleet  and  Cisco  Systems 
make  networking  routers.  These  are 
computer-language  translators  that 
enable  computers  of  diverse  manufac- 
ture (Apple,  IBM,  dec)  to  communi- 
cate with  each  other  on  networks. 
(See  my  Dec.  9,  1991  column.) 

American  Power  Conversion  is  also 
prospering  from  the  networking 
boom.  The  Rhode  Island  company 
manufactures  noninterruptible  power 
supplies  that  protect  networks  during 
power  outages.  The  caution  to  inves- 
tors is  this:  American  Power  Conver- 
sion's success  is  a  beacon  for  would- 
be  competitors,  and  the  power  supply 
business  does  not  have  a  ver\'  high 
threshold  of  entry.  Wellfleet  and  Cis- 
co, in  contrast,  are  somewhat  protect- 
ed from  competition,  and  to  some 
degree  from  each  other,  by  the  diffi- 
culty and  uniqueness  of  their  respec- 
tive technologies.  Either  company  is  a 
stock  to  accumulate. 

Microsoft's  abiUt)'  to  protect  its  turf 
has  been  widely  remarked. 

Xilinx  makes  customizable  chips, 
and  sells  them  along  with  a  develop- 
ment system  that  allows  its  customers 
to  do  the  customizing.  Ha\ing  sold 
the  development  system,  Xilinx's 
aftermarket  for  chips  is  assured — it's 
as  though  you  manufactured  rifles, 
and  also  happened  to  sell  the  only 
caliber  of  bullets  that  fits  them.  Sierra 
has  developed  an  unusual  expertise  in 
chips  that  handle  both  analog  and 
digital  signals.  Growth  prtxlucts 
include  chips  for  the  new  fax  modems 
and  caller  in  telephones.  ^ 
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Introducing  the  ne^  line  of  Smith  Corona  MS-DOS®file  format  compatible  "Mrord  processors. 

Smith  Corona  personal  word  processors  can  now  share  something  very  important  with  personal 
computers-information. 
Just  pop  the  3 1/2"  floppy  disk  out  of  your  MS-DOS®  PC  and  pop  it  into  your  PWP, 
or  vice  versa.  It's  that  simple. 

There's  a  full  line  of  Smith  Corona  MS-DOS® file  format  compatible  word 

processors  to  choose  from,  including  a  laptop,  with  a  long  list  of  powerful 

features:  state-of-the-art  VGA®  monitors;  windowing,  WYSIWYG  and  icons; 

our  very  own  revolutionary  Grammar-Right  System®;  plus  an  optional  mouse  and 

fax/ modem  card. 

Obviously,  now  our  PWPs  not  only  have  something  to  offer 

computers,  they  have  quite  a  lot  to  offer  you  as  well. 


Mil  SMITH 


TYPEWRITERS  PERSONAL  WORD  PROCESSORS  PERSONAL  COMPUTERS  TYPEWRITERS  TOOLS  FOR  THOUGHT'' 

Fcx  mo»e  infomiaiion,  write  to  Smith  Cofona  Corp.,  65  Locust  Ave.,  NewConoon,  CT  06840  or  Smith  Corona  Canodo,  440Tapscott  Rd.,  Scarborough,  Ontorio,  Canada  M1 B  1Y4. 

Computei  and  SoAwore  nomes  identified  by  ®  or  TM  ore  registered  trodemortu  ond/or  irrxJemorks  of  their  respective  monufocturers 
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If  Santa  didn't  bring  you  a  sports  car, 
you  may  have  to  buy  one  yourself.  More 
than  ever  there  are  some  fabulous— and  even 
affordable— numbers  to  choose  from. 

Good-bye, 
haiirshiirt 


By  Jerry  Flint 

The  image  of  a  sports  car  has  always 
been  sweet.  Youth,  pretty  girls,  sun- 
glasses, a  caressing  breeze  in  a  top- 
down  roadster. 

Living  with  the  sucker  was  a  little 
harder.  "Two  wives  ago,  my  wife  said 
you  have  to  be  a  sport  to  drive  a  sports 
car,"  says  one  auto  writer.  "She 
meant  owning  a  sports  car  was  a  kind 
of  hair  shirt."  The  lady  was  right.  It 
wasn't  a  breeze,  it  was  a  cold  hard 
wind  in  the  face  and  here  comes  the 
rain.  Sometimes  there  weren't  even 
roll-up  windows.  Air-conditioning.> 
Dependable  heaters?  Wrong  car. 

Most  of  the  sports  cars  then  were 
British — MG,  Austin-Healey,  Jaguar, 
Triumph — and  any  day  the  car  ran 


without  breaking  down  was  a  good 
day.  On  a  bad  day,  go  find  parts  and 
try  and  clean  up  the  oil  spots  on  the 
driveway.  What  made  up  for  all  the 
trouble  was  that  it  was  fim. 

Today's  sports  car  buyers  get  all  the 
fun  and  few  of  the  hassles  of  the  old 
days.  Good-bye,  hair  shirt.  Hello, 
problem-free,  even  luxurious — but 
still  thrilling — driving  down  back- 
country  roads. 

Not  that  it's  easy  figuring  out  what 
a  sports  car  is  nowadays.  In  the  old 
days  it  was  an  open  roadster  with  two 
seats,  manual  transmission,  and  a  cer- 
tain panache  in  looks  and  going 
around  corners.  Today's  sports  car 
may  be  a  closed  coupe,  it  might  have 


Chrysler  President  Robert  Lutz  in  his  Cobra 


an  automatic  transmission,  possibly  a 
backseat,  definitely  air-conditioning 
and  a  break-the-sound-barrier  audio 
system.  It  might  even  be  a  pickup 
truck.  It  won't  be  roomy,  but  you 
won't  have  to  risk  your  back  getting  in 
and  out  of  the  thing.  The  ride  will  be 
firm,  but  you  won't  get  a  sore  behind. 
These  cars  will  whip  around  any  curve 
or  corner  you  can  find. 

Speed  is  the  one  searing  difference 
between  today's  sports  cars  and  yes- 
terday's. Today's  are  much  faster — 
130  miles  an  hour,  140  and  even  150 
for  the  powerfiil  closed  coupes.  And 
they  hold  the  road  at  those  speeds. 

The  bestseller  right  now  is  Mazda's 
Miata,  a  traditional  two-seat  roadster 


Mazda's  255hp  RX-7 
on  sale  in  March 
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Toyota's  two-passenger  MR2 


Porschie's  new  968 


Mazda's  Miata,  built  for  the  true  believer 


Chevrolet's  Corvette 
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Nissan's  300ZX 


Mitsubishi's  3000GTcan  oe  haa  with  all-wheei  arive 


Forbes  ■  January  6,  1992 


271 


EL 


..,.,-■■..  ..MIL- 


Chrysler's  coming  V-10  Viper 


Tine  Spider  Veloce  from  Alfa  Romeo 


GMC's  Syclone,  drive  it  to  believe  it 


with  optional  automatic 
transmission  and  detach- 
able hardtop,  listing  at 
$14,800  (but  $16,500  is  a 
realistic  price  with  common 
options  like  an  audio  sys- 
tem and  air-conditioning). 
Some  30,000  were  sold  in 
1991.  Another  two-seat 
roadster,  the  Alfa  Romeo 
Spider,  lists  at  $21,000, 
with  1,300  sold  last  year.  A 
third  roadster,  the  British 
Lotus  Elan,  Usts  at 
$40,000,  but  you  can  prob- 
ably get  one  for  closer  to 
$30,000.  Only  a  few  hun- 
dred were  sold  in  the  U.S. 
last  year. 

Then  come  the  closed  coupes  like 
Toyota's  two-passenger  MR2,  start- 
ing at  $16,000  list  (almost  10,000 
sold)  but  more  than  $20,000  if  you 
want  to  go  turbo  with  a  T-bar  roof. 

Another  closed  coupe,  Mitsubishi's 
3000GT,  starts  at  $20,000  but  quick- 
ly punches  into  the  luxury- tax  zone  of 
$30,000  if  you  load  it  witii  all  the 
good  stuff  like  all-wheel  drive  and  the 
six-speaker,  100-watt  sound  system. 
The  Dodge  Stealth  is  similar  both  in 
design  and  price;  both  cars  have  a 
small  backseat.  Nissan's  300ZX — the 
latest  in  Nissan's  famous  "Z"  line, 
first  launched  in  1969 — lists  from 
$29,000  to  $37,000.  The  only  made- 
in-the-U.S.A.  sports  car,  Chevrolet's 
Corvette,  starts  at  $34,000. 

If  it  lives  up  to  the  notices  already     engine.  Price:  $50,000. 
given  it  by  test  drivers  in  the  automo-  Porsche's    new    968    line — intro- 

tive  press,  Mazda's  new  two-scat  duced  in  the  American  market  last 
RX-7  coupe,  with  255  horsepower,  fall— mns  from  $40,000  to  $54,000. 
will  muscle  its  way  nicely  into  the      Porsches  top  out  at  $99,000  for  die 


Acura's  155mph  NSX 


field.   Priced   around   $30,000,  the 
RX-7  is  due  to  arrive  in  March. 

At  the  high  end  are  two-seaters  like 
Honda's  Acura  NSX,  a  155mph,  alu- 
minum-bodied closed  coupe  starting 
at  $63,000,  and  Chrysler's  Viper,  ar- 
riving in  the  spring,  with  a  V-10 


911  Turbo. 

That  about  does  it  for 
traditional  sports  cars,  but 
hybrids  abound,  too.  Hon- 
da's new  CRX,  coming  in 
fall,  could  be  a  sports  car  in 
its  high-performance  mod- 
el, but  the  low-priced  CRXs 
don't  have  the  punch.  Or 
take  Subaru's  new  SVX 
coupe.  With  automatic 
transmission  only  and 
backseat,  it  has  so  much 
room  and  comfort  it's  hard 
to  call  it  a  true  sports  car. 

If  you  pine  for  the  old 
days  but  don't  want  to  buy 
a  used  sports  car,  you  can 
make  your  own  throwback.  Replica 
kits  of  the  old  427  Cobra,  an  open 
roadster  of  the  mid-1960s,  are  on  the 
market.  "The  rustic  simplicit)-  that 
was  the  Cobra's  downfall  on  the  new- 
car  market  is  exacdy  what  makes  it 
work  as  a  kit,"  says  Patrick  Bedard  of 
Car  and  Driver.  "You  can  go  out  to 
your  garage  and  build  a  kit  427  Cobra 
that's  absoluteh  as  leaky  and  noisy 
and  drafty  as  the  real  one."  Why 
bother?  Answers  Bedard:  "These  Co- 
bras are  strutting,  overpowered,  libi- 
do-tickling throwbacks  to  a  time 
when  too  much  was  just  about  right." 
Cost:  from  $20,000  (without  the  en- 
gine) to  $60,000,  fully  assembled. 

And  what  about  a  sports  truck.^  GM 
saw  you  coming.  The  GMC^  S)c  lone  is 
a  t\vo-seat  pickup  with  a  4.3-litcr, 
280- horsepower  V-6  that  does  0  to 
60  in  less  than  5  seconds  and,  in  c.m's 
words,  "its  perfi^rmance  rivals  top 
sports  cars."  And  vmi  can  throw  a 
half-cord  of  wcxxi  in  the  back.        ^ 
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We  can  recommend  a 
best  seller.  Our  latest  Lands' 
End  Catalog. 

It's  filled  with  page  after 
page  of  comfortable  clothes 
for  men,  women  and  children. 
Styles  are  casual  and  classic. 

You'll  also  find  pages  of 
furnishings  for  your  home,  soft 
luggage,  shoes,  accessories. 
(Some  of  our  catalogs  have 
over  200  pages.)  You  won't 
be  able  to  put  it  down. 

In  fact,  we  suggest  you 
read  it  straight  through  from 
cover  to  cover.  Then  go  back 
and  make  all  your  choices.  It 
gets  exciting  then. 

Everything  you  see  in  a 
Lands'  End  catalog  represents 
the  best  value  you  can  get 
anywhere.  And  it  is  all  fairly 
priced.  No  fiction. 

We  know  all  the  people 
who  make  our  goods.  And 
we  work  together  as  partners 


to  improve  the  quality  of  each 
item.  And  to  add  features  and 
better  details.  So  we  do  know 


the  products  we  are  selling. 

You  will  get  a  feeling  of 
what  we  mean  by  the  way 
our  catalog  is  presented.  It's 
all  honestly  described. 

You  will  see  how  strongly 
we  feel  about  what  we  sell 
in  the  way  we  guarantee  it. 
Guaranteed.  Period®  And  it 
means  just  that. 

If  for  any  reason  you  are 


not  completely  satisfied  with 
anything  you  buy  from  us, 
send  it  back.  We  will  refund 
your  money.  Period. 

Once  you  have  read  our 
catalog,  you'll  want  to  discuss 
it.  Nothing  could  be  simpler. 

Call  our  toll-free  number 
any  time,  any  day.  You  will 
get  a  knowledgeable  person 
who  will  help  you  with  your 
questions  and  get  your  order 
on  its  way  to  you  within  24 
hours  after  your  call. 

Nothing  improves  on  the 
quality  of  one's  life  like  good 
reading.  Especially  when  one 
reads  about  good  quality. 

r— — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — ^ 

Please  send  a  free  catalog. 

Lands'  End,  Dept.  H-B3 
Dodgeville,  Wisconsin  53595 

Name 

Address 

City 


-State- 


Apt. 
.Zip_ 


Guaranteed. 
Period* 

ei9«1.  landl'End.Inc 
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FACES  BEHIND  THE  FIGURES 
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Peter  versus  Goliath 

Publisher  Pfeter  Diamandis,  who 
made  a  fortune  in  1987  by  buying, 
dien  quickly  selling,  two  dozen  CBS 
Magazines  tides,  is  about  to  take  over 
troubled  tvsm,  Inc.,  publisher  of  the 
monthly  Cable  Guide  magazine  and  a 
weekly,  TV  Time,  tvsm  ran  into  trou- 
ble in  1990  after  spending  $5  million 
to  expand.  The  advertising  wasn't 
there  to  support  the  expansion,  and 
Chase  Manhattan  Bank,  which  had 
lent  $60  million  to  TVSM,  ended  up 
with  80%  of  the  company's  equity. 
Chase  asked  Diamandis  if  he  could 
salvage  tvsm. 

Diamandis  figured  he  could  build 
circulation  by  getting  cable  system 
operators  to  take  a  minority  stake  in 
the  company  and  sell  subscriptions  to 
their  customers.  Easier  conceived 
than  executed.  "The  cable  operators 
have  been  wildly  competitive  for 
years,"  says  Diamandis.  "Getting 
them  to  do  something  in  tandem  is 
difficult." 

But  Diamandis  has  persisted,  with 
the  result  that  six  cable  operators, 
with  about  19  million  subscribers — a 
third  of  the  country's  cable  audi- 
ence— are  on  the  verge  of  signing  a 
deal  with  the  publisher.  Under  it,  the 
operators  would  be  given  larger  equi- 
ty positions  in  tvsm  if  they  meet 
circulation  targets  for  the  magazines. 
Eventually,  the  cable  operators  could 
wind  up  with  as  much  as  49%.  The 
other  51%  would  be  spUt  among 
Chase,  a  handfiil  of  individual  inves- 
tors and  management.  Assuming  an 
agreement  is  signed,  tvsm's  maga- 
zines are  likely  to  become  rough  com- 
petition for  TV  Guide,  owned  by  Ru- 
pert Murdoch's  News  Corp. 

-Edward  Giltenan 

Silver  lining 

Gilbert  Harrison  has  a  straightfor- 
ward explanation  for  the  pain  afflict- 
ing many  of  the  nation's  retailers. 
"Over  the  last  ten  years,  retail  space 
nationwide  has  almost  doubled,  but 
retail  sales  have  gone  up  only  about 
20%  [adjusted  for  inflation],"  he  says. 
"So  somebody  has  to  suffer." 

Harrison,  51,  is  founder  and  chair- 
man of  Financo,  Inc.,  a  Manhattan- 
based  investment  banking  boutique 
that  advises  apparel  companies,  de- 
partment stores  and  other  retailers. 


Harrison  started  Financo  in  1971, 
merged  it  into  Shearson  Lehman 
Hutton,  Inc.  in  1985,  then  bought 
the  firm  back  in  1989. 

Financo,  says  Harrison,  has  helped 
consummate  more  than  200  retailing 
mergers  and  acquisitions  since  1971 


ABOVE: 

Publisher  Peter  Diamandis 

A  new  thom  in  Rupert  Murdoch's  side? 

LEFT: 

Investment  banker  Gilbert  Harrison 
"Somebody  has  to  suffer." 


for  such  clients  as  Petrie  Stores  Corp. 
and  Warnaco,  Inc.  Last  year  Financo 
helped  big  Mehille  Corp.  in  three 
transactions,  including  buving  Foot 
Action,  Inc.,  a  southern  chain  of  ath- 
letic-shoe stores,  for  $46  million. 

Some  of  Harrison's  past  deals  were 
part  of  the  excesses  of  the  1980s. 
While  part  of  Shearson,  he  and  his 
associates  represented  Hooker  Corp. 
in  its  acquisition  of  Bonwit  Teller 
from  Campeau  Corp.  for  $101  mil- 
lion in  1987;  Hooker  is  now  in  Chap- 
ter 11.  As  an  adviser  to  Federated 
Department  Stores,  Harrison  also  as- 
sisted in  the  sale  of  Federated  to 
Campeau  for  $6.6  billion  in  1988; 
Campeau,  too,  is  in  bankruptcy. 

Harrison  says  he  sees  a  sih  or  lining 
in  the  current  retailing  downturn. 
"The  marginal  retailers  get  blowTi  out 
of  the  picture,"  he  sa>'s,  "but  that 
enables  the  better  companies  to  get 
bigger  and  stronger."  -J.\sc)N  ZvvEiG 
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^ower  player 

IStarted  just  three  years  ago,  U.S. 
JGenerating  Co.,  of  Bethesda,  Md.,  is 
probably     already     the     country's 
fourth-largest    independent    power 
outfit.  Like  other  independents,  it 
'  builds  generating  capacity  and  sells  its 
!  power  without  the  rigorous  rate-of- 
return  regulation  that  restricts  a  pub- 
lic utility;  independent  power  pro- 
ducers often  earn  30%  and  more  on 
the  shareholders'  equity. 

U.S.  Generating  is  a  joint  venture 
between  two  companies  that  know 
something  about  power:  Pacific  Gas 
&  Electric  and  Bechtel  Group,  the 
giant  construction  firm.  Its  boss  is 
Joseph  P.  Kearney.  A  tall,  lanky  one- 
time college  track  star,  Kearney,  46, 
trained  as  a  nuclear  engineer  at  Massa- 
chusetts Institute  of  Technology,  rat- 
ded  around  in  government  (the 
White  House  Chief  of  Energy  Tech- 
nology) and  private  industry  (Fluor 
and  Coastal  Corp.)  for  20  years  and 
then  helped  pg&e  and  Bechtel  get 


U.S.  Generating  off  the  ground. 

One  smallish  project,  a  37-mega- 
watt  plant  in  Colstrip,  Mont.,  is  al- 
ready in  operation.  Two  other  plants 
are  under  construction,  a  third  is  get- 
ting under  way  and  five  others  are 
about  to  go  to  construction.  Alto- 
gether, Kearney  has  2,200  megawatts 
of  power  on  his  construction  plate, 


Maxxam  Inc.  Chairman  Charles  Hurwitz 
Making  Kaiser  Aluminum  pay  and  pay. 
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Joseph  Kearney,  president  of  U.S.  Generating 
Lass  ragulation,  superior  returns. 


worth  maybe  $4  billion.  That  ac- 
counts for  a  fair  piece  of  the  40,000 
megawatts  that  the  Department  of 
Energy  forecasts  the  independents 
will  operate  by  the  end  of  the  decade. 

Kearney's  first  project  was  designed 
to  generate  37  megawatts  of  electric- 
ity, but  plants  scheduled  for  comple- 
tion starting  in  1993  will  be  able  to 
deliver  200  megawatts  afid  perhaps 
even  600  megawatts.  Bigger  plants 
will  not  only  produce  cheaper  energy 
but  also  give  U.S.  Generating  a  stron- 
ger voice  as  the  independents  fight  for 
access  to  the  utilities'  transmission 
lines  (Forbes,  Dec.  23,  1991). 

"Independent  power  producers," 
vows  Kearney,  "are  going  to  change 
the  whole  utility  environment." 

-James  Cook 

Aluminum  cow 

How  MANY  ways  to  milk  a  cow."  Ask 
Houston's  Charles  Hurwitz,  the  raid- 
er who  controls  holding  company 
Maxxam  Inc.  In  1988  Maxxam  paid 
$930  million  for  venerable  Kaiser 
Aluminum  Corp.  When  the  dust 
cleared,  Hurwitz  had  put  down  only 
$50  million  in  cash,  borrowing  the 
rest  against  Kaiser's  assets  and  with  no 
recourse  to  Maxxam.  By  last  summer 
Kaiser  had  sent  Maxxam  $87  million 
in  cash  dividends  plus  another  $55 
million  cash  in  tax  benefits  and  other 
proceeds. 

Then  in  July  Hurwitz  sold  1 3%  of 
Kaiser  to  the  public  at  $14  a  share. 
That  brought  another  $70  million  in 
cash  to  Maxxam,  making  its  total  take 
from  Kaiser  more  than  $210  million. 
But  Hurwitz  wasn't  through.  In  No- 
vember, using  a  portion  of  its  remain- 
ing Kaiser  stock  as  collateral,  a 
Maxxam  subsidiary  sold  to  the  public 
$150  million  of  four-year  12%% 
notes,  in  the  process  shifting  some 
debt  off  the  parent  company. 

Sad  to  say.  Kaiser's  new  public 
shareholders  haven't  made  out  quite 
as  nicely  as  Hurwitz  has.  With  the 
economy  weak  and  the  aluminum 
business  down.  Kaiser  stock,  recentiy 
9"%,  has  shed  29%  of  its  value  since  last 
summer's  public  offering.  But  even  at 
these  levels  Maxxam's  87%  stake  in 
Kaiser  is  still  worth  $494  million.  All 
in  all,  not  a  bad  return  for  Hurwitz  on 
a  $50  million  investment  three  years 
ago.  -William  P.  Barrett  ^ 
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THEIR  IDEA  W 
EVENING  NEWS. 

6:00PM  Local  News 
630PM  Network  News 


OUR  IDEA  OF 
EVENING  NEWS. 

3:00PM  Headline  News 
3:30PM  Headline  News 
4:00PM  Headline  News 
4:30PM  Headline  News 
5:00PM  Headline  News 
5:30PM  Headline  News 
6:00PM  Headline  News 
6:30PM  Headline  News 
7:00PM  Headline  News 
7:30PM  Headline  News 
8:00PM  Headline  News 
8:30PM  Headline  News 
9:00PM  Headline  News 
9:30PM  Headline  News 
10:00PM  Headline  News 
1 0:30PM  Headline  News 
11:00PM  Headline  News 


Anytime.  All  the  time. 

If  you're  finding  it  hard  to  catch 
the  evening  news,  Headhne  News 
is  the  perfect  solution. 

Backed  by  CNN,  you  get  news, 
business,  sports,  and  more. 

All  in  a  half-hour  format 
designed  to  fit  your  schedule. 


■  i,iaaii,i.i».-Ti.t!iiin!«v/!u^ii;mBmiinv, 


BY  ERIC  S.  HARDY 


Is  there  any  reason  to  be  optimistic 
about  the  economy  and  the  stock 
market  in  1992?  Yes,  according  to 
Bear,  Stearns  chief  economist  Law- 
rence Kudlow.  Argues  Kudiow:  "A 
dechning  [inflation  rate]  has  the  same 
monetary  effect  as  a  tax  cut,  yet 
doesn't — even  in  the  short  term — 
reduce  government  revenues."  He 
explains  that  a  lower  cost  of  living 
gives  consumers  more  discretionary 
income,  which  also  happens  when 
taxes  are  reduced.  But  lower  taxes 
increase  the  budget  deficit  in  the  short 
term.  Kudlow  predicts  economic 
growth  of  about  3%  in  1992.  That's 
slow  compared  with  a  typical  recov- 
ery, but  it  still  represents  economic 
expansion.  He  says  inflation  should 
run  at  or  below  3%  this  year. 

Kudlow  is  rather  aggressive  in  both 
his  enthusiasm  for  the  market  and  the 
I  kinds  of  stocks  he's  recommending — 
cyclicals  like  metals,  chemicals,  con- 
struction, autos  and  banks. 


Special  focus 


Some  sin  industries  do  better  than  others. 
From  January  1985  through  October  1991 
the  total  return  on  Barra's  tobacco  indus- 
try factor  was  61%  better  than  the  S&P  500 
return.  The  alcohol  industry's  total  re- 
turn exceeded  it  by  54%.  But  the  figure  for 
the  gambling  industry  was  only  11%  bet- 
ter than  the  market. 
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The  Barra  All-US  index 

Index  as  of  11/12/91 

Market  value:  $3,510.9  billion 

Price/book:  2.2 

P/E:25.1 

Yield:  2.9% 
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Closeup  on  the  market 
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The  best  and  worst  performing  stocks^ 


The  best  and  worst  performing  industry  factors' 


Index  or  Investment 

2-week  change 

%  change  from              1 
1  year             5-year  high     | 

Barra  All-US  index 

1.2% 

■ 

18.4% 

-4.2% 

Sharpe/Barra  Browth  index' 

3.1 

■i 

25.1 

-1.4 
-6.3 

Sharpe/Barra  Value  index  ^ 

-0.3 

1 

13.7 

Dow  Jones  industrials 

-0.2 

1 

10.7 
15.9 

-5.9 
-4.0 

S&P  500 

1.3 

■ 

NYSE 

1.1 

1 

16.9 
44.3 

-4.1 
-3.6 
-6.7 

Nasdaq 

2.5« 

K  "" 

Amex 

-1.1« 

-1.9 

-2.6 

■ 

19.4 

EAFE' 

-1.9 

-22.2 

CRB  index" 

-4.9 

-22.9 

Gold' 

-2.6 

■ 

-4.1 

-2.3 

-24.4 

-28.7 
-21.2 
-51.5 

Yen  5 

-0.5 

1 

Dip 

-6.6    1 

■■i 

Best 

Price 

2-week 
change 

1991 
EPS' 

Worst 

Price 

2-week 
change 

1991      1 
EPS'      1 

Ves*.ar 

191/4 

66% 

$-0.28 

tive  Entertainment 

2Vs 

-62% 

$1.53       :; 

Alkermes 

16 

39 

-1.07 

Cll  Financial 

evs 

-47 

1.83 

-0.16 

1.03 

PacifiCare  Health  Sys 

321/4 

39 

2.05 

Plains  Research 
Sanifill 

14 

135/8 

-39 
-38 

MGI  Pharma 

171/4 
51 

37 

-0.97 

T2Medicai 

35 

1.37* 

Kentucky  Central  Life  Ins 

51/8 

-36 

1.54 

Best 

2-week 
change 

Since 
12/31/90 

Worst 

2-week 
change 

Since 
12/31/90 

«* 

Air  transport 

6.8% 

6.3 

6.2 

16.6% 

Coal  &  uranium 

-3.9% 

-3.9 

-3.6 

-1.1% 
10.7 
1.3 

i 

Cosmetics 
Pollution  control 

43.1 
4.5 

Misc.  mining,  metals 
Iron  &  steel 

1 

Soaps,  houseware 

5.0 
3.9 

25.1 

14.0 

Paper 
Photographic,  optical 

-2.8 
-2.6 

7.9 

i 

Telephone,  telegraph 

7.5 

1 

Note:  Data  for  period  ending  12/12;91.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S. 
markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average 
earnings  growth.  'Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  ^  A  dollar-denominated  capitalization-weightet' 
index  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective. '  Index  of  21  commodity  futures.  ^  Knight-Ridder  Financial 
Information.  *■  During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.  ^  Shows  return  to  the  industry  factor  after  controlling  for  other  influences  including  company 
size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  *1992  estimate.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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FIXED  INCOME  REUIEW 


BY  ERIC  S.  HARDY 


Yield  curve 


1  month 


Maturity  (years) 


30-year  rate  minus  1-year  rate 


400 


Basis  points' 


The  wonderful  returns  that  bond' 
buyers  enjoyed  in  1991  look  pretty 
close  to  unrepeatable  in  1992.  For, 
starters,  interest  income  will  be  lower. 
A  five-year  Treasur\'  note,  which  was 
paying  8%%  a  year  ago,  now  yields 
about  6V4%.  As  for  capital  gains, 
which  on  Treasurys  can  come  only 
from  a  decline  in  interest  rates,  the 
question  is  how  much  fiirther  rates 
can  fall  at  various  points  along  the 
yield  curve. 

What  about  corporate  bonds, 
which  also  enjoyed  a  rally  in  1991?  In 
that  sector,  capital  gains  can  come 
from  two  sources:  declines  in  interest 
rates  and  improvements  in  perceived 
credit  quality.  Both  of  these  factors — 
plus  the  high  coupons  on  the  bonds — 
contributed  to  the  12 -month  43% 
total  return  on  junk  bonds.  The  rally 
could  continue,  but,  as  with  Trea- 
surys, a  repeat  performance  in  the 
junk  sector  is  not  likely. 

Martin  Fridson,  a  junk  specialist  at 
Merrill  Lynch,  offers  a  reason  the 
market  should  at  least  be  less  risky 
than  it  was  in  the  late  1980s.  "The 
high-yield  market  collapsed  because 
the  firm  that  was  perceived  to  domi- 
nate the  market  [Drexel  Burnham 
Lambert]  also  collapsed,"  says  Frid- 
son. "Investors  now  feel  the  market  is 
much  less  concentrated." 

The  shortest- maturitN'  Treasun' 
bills  are  now  yielding  only  4V4%  on  a 
bond-equivalent  basis  (nominal  "dis- 
count" yields  are  a  little  lower).  How 
unhappy  should  today's  bond  buyers 
be  with  this  return.'  It  depends  on 
their  oudook  for  inflation.  Consumer 
prices  in  November  were  3%  higher 
than  a  year  earlier.  If  inflation  stays 
that  low,  then  a  tax-free  account  can 
earn  over  1%  of  real  return  fi-om  T 
bills.  But  a  taxable  buyer  in  the  32% 
bracket  would  not  quite  break  even 
after  taxes  and  inflation. 

There  is  a  way  to  get  a  positive  real 
aftertax  return:  Take  some  risk.  A 
high-qualir\'  20  year  municipal  bond 
yields  about  6.5% — an  after-inflation 
yield  of  about  3.5%.  The  risk  is  that 
inflation  will  pick  up  again,  destroy- 
ing more  of  that  6.5%  coupon  and 
probably  causing  a  sharp  price  decline 
in  the  bond  as  w  cU. 


Note:  Except  where  footnoted,  all  information  provided  by  Berkeley,  Calif.-based  Barra,  a  financial  consulting  firm.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point. 
"^Yield  on  ten-year  Treasurys.  'The  trailing  12-month  increase  in  the  Consumer  Price  Index,  through  11/29/91.  'Source:  First  Boston  ^Source;  Shearson  Lehman  Broitters.  "Data 

through  11/29/91.  'Annualized 
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Yield  vs.  inflation 


Spread  over  Treasurys 

Total  returns 

Security                            Basis  points ' 
AA  corporates                           58 

Security 

1  year' 

3  years' 

11.9% 

AAA  corporates 

15.2% 

AAA  industrials                         63 

Ginnie  Maes 

15.0 

13.1 

Ginnie  Maes                             89 

Junk  corporates' 

42.7 

10.5 

Junit  corporates'                     686 

Municipals^ 

10.3 

9.7 

Municipals'                         -117 

Treasury  bonds 

13.3 

11.6 
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You  don't  have  to  be  a  millionaire 

to  vacation  in  Forbes'  island  paradise 


Many  who  vacation  on  Laucala  Island  in  the  Fijis 
are  millionaires.  So  it  isn't  the  attractive  cost  that 
entices  the  rich  and  famous  to  this  famed  idyllic 
retreat  of  the  late  Malcolm  Forbes.  It's  the  exclusivity. 
The  privacy. 

Small  wonder  that  one  of  today's  most  beautiful 
film  stars  vacationed  on  this  exquisite  South  Seas  Bali 
Ha'i.  Or  that  a  Broadway  leading  man  chose  to  be 
married  here. 

Laucala  is  the  perfect  place  to  get  away  from  your 
workaday  world.  And  the  cost  is  surprisingly  modest. 


.y^     Errol  Ryland  /  FORBES  MAGAZINE 
^/"     Box  303,  Fort  Garland,  CO  81133 

# 

Help 

me  escape  to  paradise  in  the 

Fijis 

Name  _ 
Address 

City 

State 

7ip 

orcaU  71 9-379-3263 

4LD2 

No  more  than  ten  or  twelve  guests  are  ever  on  our 
island  at  the  same  time,  and  each  vacationing  couple  or 
family  is  housed  in  their  own  private  seaside  cottage. 
It's  the  perfect  place  for  a  honeymoon  or  an  escape 
from  reality. 

Stroll  pristine  beaches.  Swim,  snorkel  or  scuba  in 
azure  waters  renowned  for  the  splendor  of  their  tropi- 
cal fish  and  colorful  coral  reefs.  Fish  for  the  big  ones 
from  our  deep  sea  boat  or  just  unwind  by  the  pool. 
From  tennis  to  windsurfing,  it's  probably  the  world's 
most  exclusive  playland  paradise  for  those  who 
choose  to  vacation  their  own  way  and  on  their  own 
schedule. 

For  7  nights  and  8  days,  the  cost  is  just  $2,100  per 
person  plus  tax.  And  that  includes  everything:  all 
activities,  meals,  drinks,  lodging,  and  service  with  a 
smile.  No  tipping. 

So  come  on  down.  Luxuriate  in  this  South  Pacific 
paradise.  It's  the  vacation  of  a  lifetime.  You'll  want  to 
come  back  again  and  again. 


For  information,  please  write 
Errol  Ryland,  Manager 
Box  303,  Fort  Garland,  CO  81133 
or  call  719-379-3263 


FORBES 

MAGAZINE'S 


I  S  L  A  N  D  X 


THE  FUNDS 


EDITED  DY  SUZANNE  OLIVER 


Bergstrom  Capital  has  one  of  the  most  consistently 
outstanding  records  among  funds,  but  its  manager, 
Erik  Bergstrom,  would  rather  nobody  knew  about  it. 

No  applause, 
please 


YOU'VE  HEARD  of  the  January  effect — 
the  supposed  tendency  of  small-com- 
pany shares  to  spurt  upward  at  the 
beginning  of  the  year.  Robert  Frey,  a 
financial  planner  in  Seatde,  has  dis- 
covered a  September  efi^ect.  In  the 
summer,  he  says,  shares  of  the  closed - 
end  fund  Bergstrom  Capital  are  often 
available  at  a  discount  or  small  premi- 
um to  their  underlying  net  asset  value. 
By  mid-September,  after  the  fund  has 
appeared  on  the  Forbes  honor  roll — 
as  it  has  for  eight  years  running — the 
discount  shrinks  or  the  premium  wid- 
ens. If  you  want  to  get  shares,  Frey 

280 


says,  buy  them  in  midsummer. 

Considering  how  good  the  fund 
is — with  a  24%  compound  annual  re- 
turn over  the  past  15  years,  to  the 
market's  14% — why  aren't  there  avid 
buyers  for  Bergstrom  Capital  all  year 
round?  Because  its  manager,  Erik 
Bergstrom,  prefers  to  hide  his  light 
under  a  bushel .  The  $  1 02  million  ( net 
assets)  fijnd  doesn't  advertise,  al- 
though it  mails  out  copies  of  its  spare 
annual  report  on  request  (505  Madi- 
son Street,  Suite  220,  Seattle,  Wash. 
98104).  The  fund's  official  place  of 
business  is  an  austere  accounting  of- 


fice shared  with  four  other  firms.  N 
celebrities  or  mascots  pitch  Ber§ 
Strom  Capital  shares.  The  reclusi\. 
EriJc  Bergstrom,  52,  who  works  ft-or 
his  home  in  Atherton,  Calif,  nevt 
gives  interviews. 

Shareholders  can  glimpse  this  t; 
graying  money  manager  once  a  yeai 
at  Bergstrom  Capital's  annual  meet 
ing  at  the  Rainier  Club  in  Seattie.  Say 
Frey,  "You  get  the  feeling  that  h 
wouldn't  be  there  if  it  wasn't  requirec, 
by  law."  Bergstrom  even  leaves  to  th^ 
fund's  president  the  job  of  writing  th(  1 
letter  to  stockholders  in  each  of  tht 
fund's  reports. 

Who  is  this  Bergstrom,  and  hov^- 
did  he  put  himself  at  the  top  of  tht 
honor  roll?  The  sketchy  biographica. 
details  available  include  the  fact  thai 
he  worked  just  three  years  as  a  portfo- 
lio manager  at  American  Express  in 
San  Francisco  before  leaving  in  1970, 
at  age  31,  to  become  a  "private  inves- 
tor." Three  years  later  he  began  a 
siege  on  a  small  closed-end  fund 
called  Diebold  Venture  Capital.  The 
fund  had  been  doing  poorly,  and  its 
shares  lingered  at  a  discount  of  more 
than  70%  to  net  asset  value.  Berg- 
strom started  buying. 

By  1976  Bergstrom's  group,  which 
included  his  roommate  from  Whit- 
man College  in  Walla  Walla,  Wash., 
his  artist  wife  and  his  mother,  had 
bought  up  $1.3  million  of  Diebold 
shares  and  waged  a  winning  proxy 
battie.  It  was  a  good  investment. 
Bergstrom's  family's  stake,  including 
that  of  a  foundation  through  which 
he  supports  population  control  proj- 
ects, is  worth  $30  million  now. 

The  original  investment  may  have 
been  a  pure  value  play — how  can  you 
go  wrong  bmdng  dollars  for  30  cents 
each?  But  Bergstrom  quickly  adapted 
to  the  technology'  and  gro^\th  themes 
inherited  from  John  Diebold,  the 
founder  of  the  fiind.  Diebold,  for 
instance,  had  taken  a  ver)-  early  flier  on 
biotechnolog)';  Bergstrom  kept  up 
the  tradition  and  has  recendy  made  a 
killing  in  Amgen. 

Apart  from  his  shyness,  Bergstrom 
exhibits  other  traits  not  common 
among  money  managers.  One  is  fi^- 
gality.  On  capturing  control  from 
John  Diebold,  Bergstrom  mo\cd  the 
fiind  out  of  its  Park  Avenue  headquar- 
ters in  New  York  and  lowered  the 
advisor)'  fee.  This  sort  of  tiling  docs 
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[not  take  place  very  frequently.  It  is 
akin  to  a  congressional  enactment  to 
lower  congressmen's  pay. 

Another  unusual  trait  is  humility. 
Since  he  took  over,  Bergstrom  has 
shared  the  stock  picking  work,  and 
split  the  advisory  fees,  with  excellent 
subadvisers.  One  is  rcm  Capital  Man- 
agement, a  well-known  pension  ad- 
viser in  San  Francisco.  Another  is 
Franklin  P.  Johnson,  now  63.  John- 
son is  a  venture  capitalist  and  an  offi- 
cer of  two  computer  companies  that 
Diebold  got  the  fund  into  at  the 
venture  capital  stage:  sbe,  a  manufac- 
turer of  communications  controller 
boards  that  go  inside  computers,  and 
Boole  &  Babbage,  a  software  firm. 
Coincidentally,  Johnson  was  also  for 
many  years  a  neighbor  of  Bergstrom's 
in  California. 

Johnson  visited  the  venture  compa- 
nies the  ftind  owned  and  reported 
back  to  Bergstrom.  "Erik  has  a  very 
logical  mind,"  says  Johnson.  "He 
wanted  my  opinion.  But  then  he 
asked  lots  of  quantitative  questions 
about  the  potential  of  the  market  and 
the  product." 

Bergstrom  has  Johnson — and,  in  a 
way,  John  Diebold — to  thank  for  his 
investment  in  the  hot  biotechnology 
company  Amgen.  Diebold  had  made 
an  early,  venture-stage  investment  in 
Cetus,  a  biotech  holding  that  Berg- 
strom chose  not  to  sell — perhaps  be- 
cause Cetus  was  not  yet  public,  and  it 
would  have  been  difficult  to  unload 


the  shares.  Cetus  did  go  public  in 
1981,  and  Bergstrom  Capital's  shares 
jumped  to  almost  eight  times  their 
$250,000  cost.  So  Bergstrom  was  all 
ears  when  Johnson  started  gushing 
about  Amgen.  Bergstrom  Capital 
started  buying  Amgen  shares  in  1981 
and  kept  buying.  At  the  end  of  Sep- 
tember, by  which  time  the  fund  had 
begun  to  liquidate  its  position,  it  held 
Amgen  shares  worth  $36  miUion  that 
had  cost  it  $7  million. 

Bergstrom  counterbalances  the 
chancy  biotech  stocks  with  a  healthy 
dose  of  conservative  growth  stocks, 
many  of  them,  it  appears,  recom- 
mended by  RCM  Capital  Manage- 
ment. Six  of  Bergstrom  Capital's  ten 
largest  holdings  also  show  up  on  lists 
of  RCM  holdings:  Amgen,  Southwest- 
ern Bell,  Baxter  International,  U  S 
West,  Bristol-Myers  Squibb  and  h&r 
Block.  Other  names  that  Bergstrom 
and  RCM  have  in  common  are  Coca- 
Cola,  W.W.  Grainger,  Glaxo  Hold- 
ings and  Alco  Standard. 

Over  the  years  Bergstrom  has 
owned  the  convertible  securities  of 
several  health  care  companies:  Am- 
gen, Cetus,  Baxter  International 
and — one  of  Bergstrom's  few  losers — 
Comprehensive  Care  Corp.  When 
Bergstrom  latches  on  to  a  good 
growth  stock,  he'll  hold  it  for  a  long 
time;  the  fund's  turnover  is  a  tiny  20% 
a  year.  The  shares  in  h&r  Block  that 
Bergstrom  started  acquiring  in  1977 
are  now  worth  ten  times  their  cost. 


Recent  additions  to  the  Bergstrom 
portfolio  include  Advo- System,  the 
junk  mail  distributor;  H.B.  Fuller,  an 
adhesives  firm;  and  Harper  Group,  a 
freight  forwarder. 

But  one  of  the  best  value  plays  of  all 
has  been  Bergstrom  Capital's  own 
shares.  Since  1977  Bergstrom  Capital 
has  bought  in  23%  of  its  shares  at  a 
discount,  thereby  boosting  the  net 
asset  value  of  the  remaining  shares. 

Now  that  Bergstrom  Capital  is 
trading  at  an  18%  premium  over  its 
$95  net  asset  value  per  share,  its  crafty 
manager  is  turning  the  tables  and 
having  the  fund  sell  shares — in  a 
sense,  the  same  shares  the  fund 
bought  in  earlier  at  a  discount.  In  a 
rights  offering  to  shareholders  that 
will  probably  be  completed  in  Febru- 
ary, the  fund  plans  to  offer  $13  mil- 
lion of  shares  at  a  discount  to  the 
market  price  but,  it  is  hoped,  at  a 
premium  to  net  asset  value.  If  that 
happens,  the  rights  offering  will  also 
raise  net  asset  value  per  share. 

A  lot  of  fund  sponsors  are  motivat- 
ed primarily  by  their  desire  to  maxi- 
mize their  take  through  management 
fees.  Bergstrom  seems  to  be  motivat- 
ed primarily  by  a  desire  to  maximize 
returns  to  shareholders,  of  which  he  is 
one.  Other  closed-end  funds  with 
large  insider  ownership  that  are  worth 
taking  a  look  at  are  Allied  Capital 
(Forbes,  Dec.  16,  7 P55)  and  General 
American  Investors,  which  is  a  Berg- 
strom Capital  holding.        -S.O.  Hi 


Buy  and  hold 

Company/business 

Bergstrom 

Recent 

EPS 

Latest  12-month 

holding 

price 

1992 

P/E                  revenues 

($mil) 

estimate 

($mil) 

Amgen/genetically  engineered  drugs 

$36.5 

62% 

$1.74 

895                   $612 

Southwestern  Bell/regional  phone  service 

3.6 

611/8 

4.08 

17                  9,256 

Baxter  International/hospital  and  laboratory  products 

3.4 

38y8 

2.35 

19                  8,705 

U  S  West/regional  phone  service 

2.9 

34% 

3.06 

12                10,206 

Huntingdon  IntI  Holdings  (ADRVdrug  testing 

2.3 

18y4 

1.402 

15                     210 

Quantum  ChemicalVspecialty  chemicals 

2.2 

58y2 

— 

—                       — 

Bristol-Myers  Squibb/drug  development 

2.2 

78% 

4.72 

21                10,958 

H&R  Block/tax  service 

2.0 

35% 

1.533 

27                  1,259 

Boole  &  Babbage/software  development 

1.7 

13 

0.782 

NM                     101 

General  American  Investors/closed-end  fund 

1.5 

25% 

— 

3a»                      - 

^Quantum  Chemical  6s  of  201 1,  convertible  Into  Chiron  stock, 
average  P/E  of  stocks  in  fund  portfolio.    NM:  Not  meaningful. 


^Estimate  for  year  ending  Sept.  30, 1992. 


'Estimate  for  year  ending  Apr.  30, 1992.    ^Weighted 
Sources:  Morningstar,  Inc.;  Forbes. 


WiMn  Bergstrom  Capital  latches  on  to  a  winner,  it  holds  for  a  long  time.  Of  the  ten  largest  positions  in  its  portfolio,  only  one, 
the  Quantum  Chemical  convertible  bond,  is  a  loser,  and  all  imt  one  have  been  on  the  books  for  at  least  five  years. 
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AN  OPPORTUNITY  TO  GIVE  YO 
FAMILY  SOMETHING  PRICELESS 


dl  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

•Price  subject  to  change  without  notice 

Forbes  Lake  of  the  O^^rks 

Box    303,  Fort  Garland,  CO  81 133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Namc- 


Address_ 


City/State/Zip 


Telephone . 


or  phone  81 6/438-2801         i  oe7 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has  )udged  the  merits  or  value  il  any  c'  "^'S  r'orH'^v   To,  .<' «.  -^1" 
Opportunity.  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  not  constitute  apr 
lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offenng  A  copy  of  the  oftenng  statemen; 
Cristo  Ranches.  NYA88-178 
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MONEY  &  INVESTMENTS 


The  yield  curve  is  going  to  straighten  out.  Time 
for  investors  to  move  out  into  longer-term  bonds. 

Thirowiiig  a  curve 


BY  BEN  WEBERMAN 


chief  economist  with  Midland  Mon- 
tague Securities'  New  York  subsid- 


spread  narrows.  Quite  possibly  in  a 
strong  economy,  rates  will  rise  a  little. 
But  the  increases  will  be  small  and  will 
not  bring  the  yield  curve  b^ck  to 
where  it  is  today. 

To  take  advantage  of  this  situation, 
an  investor  should  buy  notes  in  the 
10-year  range,  where  the  yield  now  is 
7.20%.  Not  a  bad  return  over  the  next 
decade.  Or  try  zero  coupbn,  30-year 
Strips,  with  a  current  yield  of  8.25%. 
The  30-year  zero  brings  a  yield  40 


iary,  figures  the  Fed  will  move  soon  to  basis  points  more  generous  than  on 

cut  rates.  "Yields  on  short-  to  inter-  fiill,  interest- bearing  bonds  of  the 

mediate-maturity    securities    should  same  maturity. 

continue  to  decline,"  he  says,  "drag-  Investors  should  understand  that 

ging  with  them,  but  only  partially,  the  return  consists  only  of  price  accre- 

long-term  yields."  tion.  There  is  no  cash  payment  before 

Why   only  partially?    Helping   to  maturity.  However,  the  annual  accre- 

prop  up  long-term  yields,  says  Wil-  tion  of  price  from  the  discount  pur- 


Ben  Weberman  is  a  columnist 
for  Forbes  magazine. 


liam  Brachfeld,  executive  vice  presi- 
dent in  the  fixed-income  group  of 
Daiwa  Securities  America  Inc.,  is  the 
strong  flow  of  money  out  of  the  U.S. 
into  the  long-term  bonds  of  foreign 
countries  where  yields  are  more  at- 
tractive. Ten-year  U.K.   bonds  pay 


chase  cost  to  100  at  maturity  is  subject 
to  annual  income  tax  even  though  no 
cash  is  received. 

So  these  issues  are  more  suitable  for 
tax-sheltered  accounts  such  as  iRAs 
and  Keoghs.  Because  the  price  of  any 
zero  coupon  security  moves  sharply  as 


A  YEAR  FROM  NOW,  these  7.8%  Trea- 
sury bonds  and  6.5%  municipals  are 
going  to  look  positively  attractive. 

That's  because  the  ultimate  remedy  9.64%,  German  bonds  pay  8.36%  and  market  rates  of  interest  change,  there 

for  this  deep  recession  is  going  to  have  French  issues  pay  8.7%.  Even  Japa-  is   potential   for   substantial   capital 

to  be  strong:  Monetary  officials  will  nese  yields  of  6%  are  attractive  when  gains  as  bond  yields  come  down, 

be  anxious  to  jump-start  the  econo-  weakness  of  the  dollar  is  taken  into         A  May  2021  Strip  costing  10.48 

my.  Short-term  rates  will  decline.  The  account,  Brachfeld  says.  per  100  of  face  value  to  yield  8.10% 

yield  curve — typically  the  spread  be-  Eventually  this  flow  of  fiinds  will  would  rise  in  price  to  12.34  if  the  yield 

tween  a  3 -month  T  bill  and  a  30 -year  reverse  and  provide  billions  of  dollars  slid  within  the  next  year  or  so  to  7.5%. 


of  demand  for  long  U.S.  Treasurys.  The  price  would  jump  to  14.46  if  the 
That  will  lower  yields  at  the  long  end  yield  were  7%.  Over  a  one -year  peri- 
relative  to  short  issues.  od,  the  total  return  would  be  26% 
But  long-term  rates  will  inevitably  with  the  yield  at  7.5%,  or  would  be 
ease  anyway,  as  the  Fed  pulls  down  44%  if  the  market  yield  fell  to  7%. 
fijnds  are  going  to  be  trading  in  the  the  money  market  end  of  the  maturity  It's  not  oft:en  that  the  financial 
3%-to-4%  range,  compared  with  4.5%  spectrum.  Later  these  yields  will  stabi-  signs  are  as  clear  as  they  are  today, 
currendy.  T  bond  yields  will  come     lize  for  a  time.  The  next  change  will  They  are  all  pointing  in  the  same 


bond — will  remain  steep,  and  will 
probably  steepen.  Then  all  yields — 
short  and  long — ^will  fall. 

How  far?  My  prediction  is  that 
sometime  in  the  first  quarter  Fed 


down  to  6.5%. 

Seem  unlikely?  You  have  to  go  back 
only  to  1961  to  find  that  Fed  fiinds 
traded  regularly  as  high  as  3%  and 
lower  than  1%.  Treasury  bonds  were 
close  to  4%. 

The  current  3-month  bill/30-year 
spread  is  350  basis  points.  That's  near 
the  alltime  high  of  360  basis  points 
reached  in  September  1985,  caused 
by  market  expectations  of  higher  in- 
flation. The  curve  was  flat  in  the 
beginning  of  1982  and  had  been  a 
negative  2%  in  1980,  when  the  bill 
actually  paid  more  than  the  bond. 
That  was  a  time  of  severe  Federal 
Reserve  credit  restraint. 

Given  the  current  dose  of  depress- 
ing economic   news,  Brian   Fabbri, 


take  place  when  the  yield  curve  starts 
to  flatten  as  the  3-month-to-30-year 


direction.  Toward  lower  long-term 
interest  rates.  ^ 


The  steep  yield 
curve  shown  here 
may  soon  begin 
to  flatten  out— as 
falling  short- 
term  rates  drag 
long-term  yields 
down,  too.  To  lock 
in  good  returns, 
investors  should 
buy  notes  in  ttie 
ten-year  range. 


Nea^record  rate  spreads 

Treasury  yield  curve  as  of  Dec.  6,  1991 


8% 


3  1  2 

months 


Years 
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THE  CONTRARIAN 


MONEY  a  [NVESIMENIS 


Cyclical  stocks  are  lower  than  they  were  after 
the  1987  crash.  There  are  some  outstanding 
buys  in  airlines,  papers  and  autos. 

Bennuda 
Triangle 


BY  DAUID  DREMAN 


David  Dreman  is  chairman 
of  Dreman  Value  IVIanagement,  LP., 
Investment  Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


Cyclical  stocks — airlines,  autos, 
forest  products  et  al. — are  now  as 
cheap  relative  to  the  market  as  at  any 
time  in  the  postwar  period.  As  a  group 
these  stocks  are  actually  selling  lower 
than  after  the  October  1987  crash. 
These  groups  present  good  buying 
opportunities  today. 

Normally,  cyclical  and  noncyclical 
groups  trade  fairly  close  to  one  an- 
other. Not  so  in  the  past  four  years. 
With  the  exception  of  several  months 
in  early  1988  when  cyclicals  outper- 
formed briefly,  the  gap  between 
cyclicals  and  noncyclicals  has  wid- 
ened steadily.  The  battered  cyclical 
groups  are  10%  lower  today  than  they 
were  after  the  1987  crash,  even 
diough  the  s&P  500  is  up  52%.  The 
disparity  is  the  widest  on  record,  with 
cyclical  performance  actually  deterio- 
rating again  in  the  past  eight  months. 
Through  November,  noncyclicals 
were  up  15%  for  1991,  compared 
with  5%  for  cyclicals. 

With  20-20  hindsight  it  is  not  hard 
to  see  why  cyclical  stocks  did  so  badly 
in  recent  years.  First  there  was  the 
impending  recession,  which  drove  in- 
vestors away  from  cyclicals  as  early  as 


1988,  then  the  recession  itself,  which 
led  investors  to  seek  safety  and  stabil- 
ity. Finally,  growing  concern  that  the 
downturn  would  be  a  "double-dip," 
or  worse,  has  resulted  in  many  cycli- 
cals dropping  sharply  again. 

All  of  which  may  have  created  an 
extraordinary  buying  opportunity.  As 
the  economy  recovers,  these  compa- 
nies should  get  a  lot  of  bounce  from 
the  cost-cutting  in  recent  years  as 
well  as  from  comparisons  with  quar- 
ters in  1991  that  showed  large 
restructuring  charges. 

When  the  turn  does  come,  cyclical 
earnings  should  rise  sharply,  taking 
these  groups  appreciably  higher, 
while  the  growth  stocks  should  at  best 
tread  water. 

It  is  hard  to  buy  the  cyclicals  now 
because  they  look  as  if  they  are  in  the 
middle  of  a  financial  Bermuda  Trian- 
gle. History  tells  us  that  the  time  to 
buy  is  when  everyone  is  afraid  to  buy. 

Here  are  my  own  preferences  for 
buying  now  among  the  cyclicals: 

Airline  stocks  have  been  in  a  steep 
decline.  This  frightened  market 
is  ignoring  some  powerful  secular 
changes  taking  place  that  will  result  in 
good  earnings  increases  in  the  years 
ahead.  The  most  important  is  the  sale 
at  near-giveaway  prices  of  lucrative 
foreign  routes  by  carriers  struggling 
to  survive  or  that  have  gone  under. 
The  beneficiaries  have  been  the  finan- 
cially strong  "big  three" — ^AMR 
(American),  Delta  and  UAL.  Too,  fare 
discounting  should  ease  and  yields 
increase  with  an  improving  economy 
and  shrinking  competition  as  more 
troubled  carriers  fade  away. 

AMR  (63),  the  largest  domestic  air- 
line, is  an  aggressive  buyer  of  dis- 
tressed international  routes.  The 
company  should  move  from  a  loss  last 


year  to  being  solidly  in  the  black  in  | 

1992,  with  results  continuing  to  pick 
up  in  the  next  few  years. 

UAL  (127),  like  American,  has  been 
an  aggressive  acquirer  of  foreign 
routes  at  fire-sale  prices.  The  airline 
will  report  a  loss  for  last  year  and  the 
current  fiscal  quarter.  Even  so,  earn- 
ings should  bounce  back  to  S8  per 
share  this  year  and  in  a  good  vear  top 
the  $14.96  earned  in  1989. 

GM  and  Ford  have  slumped  to  12- 
month  lows  in  recent  weeks.  Major 
cost-cutting  and  a  tight  rein  on  inven- 
tories should  result  in  a  substantial 
swing  in  the  bottom  line  when  con- 
sumers come  back  to  the  showrooms. 
Ford  (25)  is  currendy  hurting  not 
only  from  weak  domestic  sales  but 
also  from  the  poor  results  of  its  nor- 
mally highly  profitable  European  and 
financial  groups.  The  company  is  like- 
ly to  show  modest  profits  this  year, 
with     substantial     improvement    in 

1993.  Ford  has  also  recendy  bolstered 
its  balance  sheet  with  a  large  $2.3 
billion  preferred  issue. 

GM  (28)  fared  the  best  of  the  big 
three  last  year,  holding  on  to  market 
share.  The  company  is  sharply  reduc- 
ing both  its  blue-  and  white-collar 
work  force,  and  has  a  strong  new- 
product  line,  which,  with  further 
planned  introductions,  could  result  in 
a  gain  in  market  share  this  year. 

Pulp  and  paper  is  another  group 
that  has  been  pummeled  in  recent 
months  because  of  disappointing 
results  and  the  fear  of  a  long  reces- 
sion. Scott  Paper,  the  world's  largest 
manufacturer  of  toilet  paper,  paper 
towels  and  napkins,  looks  interesting 
here.  The  stock  seems  oversold  at 
current  levels,  down  from  a  12- 
month  high  of  48  to  its  current  price 
of  32.  Earnings  should  approach 
$2.40  per  share  in  1992,  and  with 
large,  new  capacity',  worldwide  in- 
come should  move  well  above  the 
previous  peak  of  $4.11  per  share  in 
the  next  few  years. 

Chemicals  are  also  being  smacked 
in  the  current  environment.  Earnings 
for  Doji'  (50)  dropped  to  about  $4  per 
share  last  year,  down  from  a  recc^rd 
$9.20  in  1989.  With  a  rising  economy 
and  above-average  growth  from  70%- 
owned  Marion  McrrcU  Dow,  earn- 
ings should  be  up  10%  to  12%  this 
year,  with  accelerating  gains  in  the 
next  few  years.  IB 
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MONEY  &  INVESTMENTS 


Investment  letters  beat  the  market 

more  often  with  their  "shorts" 

than  with  their  "longs."  What 

are  they  recommending  for  shorting  now? 

A  walk  on  the 
short  side 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


"Negative  Newsletter  Scores  Big" 
read  the  New  York  Times'  headline 
over  a  recent  story  about  the  Over- 
priced Stock  Service,  a  service  for  short- 
sellers  edited  by  Michael  Murphy  and 
Lissa  Morgenthaler. 

I  felt  a  pang  of  guilt.  I  did  return  a 
Tzw^5  reporter's  call  about  this  letter. 
But  I  guess  the  voice  mail  system  must 
have  swallowed  my  message.  If  I  had 
persisted,  maybe  I  could  have  saved 
the  Times  some  embarrassment.  The 
Overpriced  Stock  Service""?,  record  over 
the  last  two  years  has  actually  been  the 
worst  of  all  the  short-sellers  I  monitor 
in  my  Hulbert  Financial  Diciest.  Any- 
one rephcating  its  model  portfolio 
strategy  would  have  lost  42.9%  of  his 
or  her  capital  during  that  period. 

Nevertheless,  Overpriced  Stock  Ser- 
vice's recent  record  notwithstanding, 
investment  letters  on  average  are  bet- 
ter on  the  short  side  than  on  the  long 
side  of  the  market.  Unlike  most  bro- 
kers, most  investment  letters  tell  you 
what  and  when  to  sell  as  well  as  what 
and  when  to  buy.  The  brokerage 
firms,  in  contrast,  are  often  so  biased 


toward  the  "buy"  side  of  the  market 
(or  possibly  toward  underwriting 
fees)  that  the  worst  many  brokers  can 
bring  themselves  to  say  about  a  stock 
is  that  it  is  a  "weak  hold."  What's 
more,  as  I  pointed  out  in  my  last 
column  on  this  subject  {Oct.  15, 
1990),  there  is  surprising  evidence 
that  advisory  letters  are  pretty  good  at 
singling  out  overpriced  stocks. 

Here  are  the  performance  data  for 
the  dozen  services  that  regularly  offer 
short- sale  candidates:  Over  the  last 
two  years — a  period,  don't  forget, 
characterized  by  a  strong  bull  mar- 
ket— the  stocks  they  recommended 
for  shorting  have  gone  up  by  just  5.7% 
on  average,  or  less  than  half  the  1 3.4% 
by  which  the  Wilshire  5000's  total- 
return  index  has  appreciated.  (These 
calculations  ignored  short-sale  candi- 
dates that  were  trading  below  $5.) 

It  is  of  course  true  that  you  make 
money  on  a  shorted  stock  only  if  it 
goes  down.  But  the  important  thing, 
especially  for  investors  with  hedged 
portfohos,  is  that  the  average  letter's 
shorts  underperformed  the  market. 

Furthermore,  several  individual 
services  have  done  much  better  than 
the  average  at  identifying  which 
stocks  ought  to  be  shorted.  The  letter 
whose  shorts  have  the  best  two-year 
record  is  Charles  LaLoggia's  Special 
Situation  Report;  his  recommended 
shorts  have  declined  28.7%  since  the 
beginning  of  1990.  Also  performing 
well  have  been  the  Holt  Advisory 
(edited  by  Martin  Weiss),  whose 
shorts  have  declined  by  21%;  the  Val- 
ue Line  Investment  Survey,  whose 
Group  5  stocks  over  the  past  two  years 
have  declined  by  7.6%;  and  the  Zweig 
Performance  Ratings  Report,  whose 


shorts  have  declined  by  6.2%  over  the 
last  two  years. 

Note  that  these  investment  letters 
all  make  buy  recommendations  in  ad- 
dition to  offering  short-sale  candi- 
dates. By  contrast,  Mike  Murphy's 
Overpriced  Stock  Service  recommends 
short  sales  exclusively,  so  it  is  almost 
impossible  for  Murphy  to  turn  in  a 
strong  performance  in  a  bull  market. 

To  their  credit,  however,  Murphy 
and  Morgenthaler  were  reportedly 
the  first  to  announce  evidence  of 
fraud  in  retailer  Cascade  Internation- 
al, whose  stock  recently  collapsed. 
Anyone  who  was  long  Cascade  and 
took  Murphy  and  Morgenthaler' s 
warnings  to  heart  probably  doesn't 
care  about  model  portfolios.  With  sell 
recommendations  harder  to  come  by 
than  long  ones,  an  investment  letter's 
negative  picks  can  be  worth  heeding. 

Since  no  one  knows  whether  the 
market  v^U  go  up  or  down,  the  best 
way  of  utilizing  investment  letters' 
short-sale  ideas  is  to  create  a  hedged 
portfolio,  part  long  and  part  short. 
That  way  an  investor  has  a  good 
chance  to  make  money  regardless  of 
which  direction  the  market  takes.  In  a 
bull  market  you  will  lose  on  the 
shorts,  but  you  will  more  than  make  it 
back  on  the  longs.  If  the  market  de- 
clines, your  longs  will  depreciate  at  a 
slower  rate  than  your  shorts  will  rise  in 
value.  Both  cases  assume,  of  course, 
that  you  can  pick  shorts  that  will 
underperform  the  market — some- 
thing these  investment  letters  seem  to 
be  pretty  good  at  delivering. 

Which  stocks  are  investment  letters 
currently  recommending  to  short? 
Seven  stocks  are  recommended  for 
shorting  by  three  or  more  of  the 
services  that  I  monitor. 

Two  of  these  stocks  are  major  mon- 
ey center  banks:  Chase  Manhattan 
(recent  price,  16)  and  Citicorp  (10). 
Two  more  are  retailers:  May  Depart- 
ment Stores  (49)  and  Home  Depot 
(65);  the  latter  operates  a  string  of 
building  supply  and  home  improve- 
ment stores  on  the  East  Coast.  The 
others  are  CBS  Inc.  (129);  a  life  insur- 
ance holding  company  named  Con- 
seco (60);  and  defense  contractor 
Northrop  Corp.  (21). 

But  remember:  The  safest  way  to 
take  advantage  of  these  short- sale 
ideas  is  to  use  them  in  a  portfolio  that 
is  hedged:  part  long,  part  short.     ■■ 
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When  interest  rates  start  trending  up  again,  will  this 
signal  the  end  of  the  bull  market?  Don't  bet  on  it. 

What  feeds 
the  buU.^ 


BY  CHARLES  E.  BABIN 


Charles  E.  Babin  is  managing  director  of  BRS 
Capital  Management,  Inc.,  an  investment 
management  firm  in  Boston. 


For  the  past  year  or  so,  a  common 
theme  seemed  to  dominate  the  finan- 
cial press:  Nearly  every  up  tick  in  the 
stock  market  was  attributed  to  either  a 
drop  in  interest  rates  or  the  anticipa- 
tion of  one. 

It  would  be  easy  to  assume  from 
this  Johnny- one -note  interpretation 
that  the  bull  market  will  be  over  when 
interest  rates  start  rising  again.  This 
doesn't  necessarily  follow. 

True,  rates  have  fallen  precipitous- 
ly, especially  in  the  short  end  of  the 
yield  curve.  The  spot  yield  for  a  three - 
month  Treasury  bill  at  the  end  of 
November,  for  example,  was  hover- 
ing around  4.35% — down  267  basis 
points  from  its  year-earlier  level 
(7.02%).  This  represents  a  38%  de- 
cline in  the  price  of  credit  and  is  the 
lowest  T  bill  yield  since  1976.  During 
this  period  of  declining  interest  rates, 
stocks  have  been  strong,  with  the  s&P 
Composite  returning  20.4%,  includ- 
ing dividends.  So  it  is  hardly  surpris- 
ing that  investors  associate  declining 
interest  rates  with  rising  stock  prices. 

Eventually,  as  the  economic  recov- 
ery proceeds,  interest  rates  likely  will 
rise.  In  fact,  November's  closing 
Treasury  bill  futures  market  quota- 
tions suggest  that  three- month  bill 
yields  will  bottom  out  sometime  over 


the  next  six  months  and  then  slowly 
but  surely  inch  higher. 

From  the  inception  of  this  market 
in  January  1976,  Treasury  bill  fiitures 
have  provided  a  fairly  reliable  signal  of 
impending  annual  changes  in  T  bill 
yields.  Are  they,  then,  foretelling  an 
end  to  the  bull  market? 

No.  Here's  why: 

As  is  evident  from  the  snapshot 
presented  in  the  accompanying  table, 
interest  rates  and  share  prices  don't 
always  move  in  opposite  directions, 
especially  at  inflection  points  in  the 
business  cycle.  Most  previous  bust- 
to- boom  cycles  were  characterized  by 
a  runup  in  interest  rates — oftien  a 
big  one — as  the  economy  gained 
strength.  Despite  this,  the  stock  mar- 
ket has  tended  to  march  on,  its  total 
return  averaging  better  than  20%, 
well  above  its  historical  mean  of 
12.9%.  Notice  that  the  biggest  jump 
in  interest  rates  coincided  with  the 
biggest  increase  in  industrial  produc- 
tion as  well  as  the  most  robust  stock 
market;  the  second -largest  interest 
rate  increase  was  associated  with  the 
second-best  economic/stock  market 
performance. 

Assuming  Commerce  Secretary 
Robert  Mosbacher  is  correct  in  his 
recent  pronouncement  that  the  reces- 


If  the  recession  is 
over,  as  the  Com- 
merce Depart- 
ment claims,  inter 
est  rates  could 
move  higher  during 
the  year  ahead. 
But  if  history  is  a 
guide,  equity  mar 
kets  can  survive  the 
threat. 


sion  is  over,  it's  noteworthy  that  the 
credit  market's  behavior  prior  to  the 
upturn  has  mirrored  the  historical 
pattern.  (T  bill  yields  in  the  year  pre- 
ceding economic  troughs  dropped 
37%  on  average.)  Given  that  the  link- 
ages seem  to  be  holding  up  during  the 
current  business  cycle,  there's  a  good 
likelihood  that  the  recover^'  period 
will  follow  this  pattern.  This  would 
mean  a  stock  market  that  continues  to 
rise,  even  if  interest  rates  turn  up. 

As  1  discussed  in  my  Oct.  1,  1990 
column,  statistical  testing  confirms 
that  interest  rate  fluctuations  can  be 
used  to  anticipate  broad  stock  market 
swings.  And,  based  on  this  obser\'ed 
relationship,  today's  interest  rate  pic- 
ture suggests  that  the  s&p's  total  re- 
turn in  the  year  ahead  will  exceed  that 
of  cash  equivalents.  A  double-digit 
outcome  is  probable. 

To  be  sure,  higher  interest  rates  will 
eventually  exact  a  toll  from  the  econo- 
my and  from  the  equit\'  markets.  But 
at  this  point  in  the  business  o'cle,  any 
upward  movement  should  be  inter- 
preted as  a  symptom  of  economic 
recovery  rather  than  as  a  death  blow 
for  the  stock  market.  If  histor\'  is  any 
guide,  the  bull  market  is  not  finished, 
nor  will  it  be  finished  when  interest 
rates  start  risine;  attain.  ^M 


Are  higher  interest  rates  bad  for  stocks? 

Change  ove 

ensuing  12-month  period 

Economic 

Price  of 

Industrial 

S&P 

trough 

credit' 

production 

Composite* 

Nov  1982 

7.2% 

10.9% 

25.6% 

July  1980 

72.5 

7.7 

12.9 

Mar  1975 

-10.1 

11,1 

28.4 

Nov  1970 

-14.5 

6.9 

11.2 

Feb  1961 
Apr  1958 
May  1954 


Average 


41.5% 


23.6% 


'Fiscal-year  change  in  three-month  T  bill  yield.    'Includes  dividends. 
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NOW  READY 


THE  NEW  3-VOLUME  SET  OF 

Forbes  Thoughts  on  the  Business  of  Life 


The  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life,  in 
both  its  one-  and  expanded  two- 
volume  forms,  has  for  a  number  of 
years  now  been  appreciated  by  a 
growing  number  of  devotees  for  its 
pearls  of  wisdom  that  span  the 
centuries  from  ancient  times  to  mod- 
ern day. 

Forbes  is  proud  to  announce 
that  yet  another  volume  has  been 
added  to  this  collection  of  timeless 
quotes.  The  three-volume  set,  print- 
ed on  fine  quality  stock,  bound  in 
blue  cloth  and  housed  in  a  hand- 
some matching  slipcase,  is  the 
quintessential  bedside  companion 
with  over  10,000  meticulously 
culled  quotes  of  many  of  the  world's 
greatest  authors. 


The  set  also  makes  an  ideal 
holiday  or  birthday  gift  for  business 
associates,  friends  and  those 
hard-to-please  colleagues  on  your 
list.  It  is  a  pleasure  to  read,  wheth- 
er you  choose  to  sample  a  random 
few  inspirational  thoughts  at  a  time 
or  to  pursue  a  more  charted 
course  with  the  aid  of  both  subject 
and  author  indexes. 

When  so  many  choices  in  busi- 
ness gifts  wear  out  their  welcome 
instantly,  the  three-volume 
"Thoughts"  will  surely  be  cherished 
for  a  lifetime.  The  cost  including 
slipcase  and  shipping  is  $49.50.  To 
receive  your  edition  or  send  it  as  a 
gift,  simply  fill  out  and  return  the  cou- 
pon below.  The  company  of  the 
greatest  writers  and  thinkers  awaits. 


□  over  3,000  more  quotations 
than  the  two-volume  set 

□  binding  in  blue  cloth  with  gold 
imprint 

□  blue  cloth  slipcase  to  match 
binding  at  no  additonal  charge 

□  indexed  by  author  and  subject 

□  authors  span  whole  range  of 
civilization  from  classical  Greece 
and  Rome  to  present 

□  over  1 ,500  pages,  over  10,000 
quotations 

□  no  shipping  or  handling  charge 

□  Ready  now.  Copies  will  be 
shipped  as  soon  as  your  order  is 
received. 


TO  OWNERS  OF 
EARLIER  VOLUMES: 

You  can  now  add  this  latest 
volume  to  your  present 
collection.  To  update  your  two- 
volume  set,  the  third  volume  is 

available  for  individual 
purchase  at  $19.50.  The  blue 
and  gold  binding  of  the  third 
volume  has  been  selected  to 
make  a  matching  set.  Check 
the  appropriate  space  in  the 
coupon  at  right. 


Forbes  Books,  P.O.  Box  11234,  Des  Moines,  lA  50340 

Reserve  my  set  of  the  new  3-volume  set  of  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life  complete  in  matching  slipcase  for 
just  $49.50.  Ship  to  the  address  shown. 


D  Check  enclosed 


Name 


(please  print) 


Address 


Apt.  # 


D  Charge  my  credit  card 
D  AmEx 
n  MasterCard 
D  Visa 
No 


Exp.  Date_ 


City  State  Zip 

D  Reserve  Volume  3  only  for  $19.50.  Shipping  and  payment  details  entered  above. 

Please  add  sales  tax  in  New  York  State  and  other  states  where  applicable. 


EEMEa 


MONEY  &  INVESTMENTS 


Quarter-point  cuts  in  the  discount  rate  aren't 
what  the  economy  needs.  Until  property 
values  stop  dropping,  the  recession  will  worsen, 

The  cmelest 
tax  of  all 


BY  JOHN  RUTLED6E 


John  Rutledge  is  an  economist 

and  chairman  of  Rutledge  &  Co.,  a  merchant 

bank  in  Ctaremont,  Calif. 


What  do  you  get  when  you  cross 
President  Bush  with  James  Dean?  You 
get  a  rebel  without  a  clue,  because  it  is 
clear  that  the  Bush  Administration 
doesn't  have  a  clue  about  either 
what's  wrong  with  the  economy  or 
how  to  fix  it.  While  the  White  House 
jousts  with  Congress  over  tax  gim- 
micks, the  economy  continues  to  un- 
ravel, with  230,000  jobs  lost  last 
month  alone. 

Meanwhile,  the  Fed,  a  reluctant 
warrior  haunted  by  the  memories  of 
past  inflation  batties,  has  been  left  to 
fight  the  recession  alone.  It  has  done 
so  grudgingly  but  persistendy,  driv- 
ing short-term  interest  rates  to  a  20- 
year  low.  But  the  Fed's  interest  rate 
medicine  isn't  working. 

For  one  thing  it  is  the  wrong  medi- 
cine. The  core  of  this  recession  is  not 
the  price  of  money,  it  is  falling  proper- 
ty values.  There  is  no  level  of  interest 
rates — including  zero  interest  rates — 
that  will  make  people  comfortable 
with  owning  our  economy's  $8.4  tril- 
lion stock  of  land  and  residential  real 
estate  as  long  as  they  expect  property 
prices  to  fall.  Stabilizing  property  val- 
ues, not  growth  gimmicks,  is  the  main 
issue  that  ought  to  be  addressed  by 


economic  policy  today.  Get  that  one 
right  and  the  other  problems  will 
solve  themselves. 

Taxes  are  certainly  part  of  the 
problem,  of  course.  Last  year's  cele- 
brated budget  agreement,  which  was 
supposed  to  restore  fiscal  responsibil- 
ity to  the  budget  process,  raised 
federal  taxes  in  1991  by  $17.7  billion 
and  loaded  more  than  $51  billion  in 
excise  taxes  on  consumers'  backs  over 
a  three-year  period.  This  contributed 
to  weak  demand  by  pushing  up 
prices.  Because  higher  prices  show  up 
in  the  CPi,  increased  excise  taxes 
created  the  illusion  of  inflation,  mak- 
ing the  Fed  still  more  cautious  about 
stimulating  the  economy. 

To  top  it  ofi\,  30  state  governments 
raised  taxes  in  1991  by  $17  billion. 

But  the  biggest,  the  crudest  and 
the  most  damaging  tax  increase  of  all 
didn't  even  show  up  on  the  govern- 
ment books  as  a  tax.  Last  year  the 
government's  bungling  of  the  sav- 
ings and  loan  workout  robbed  Amer- 
ican households  of  $181  billion  in 
net  worth,  as  an  already  weak  realt)'^ 
market  was  further  depressed  by  Res- 
olution Trust  Corp.'s  dumping  of 
foreclosed  property.  For  homeown- 
ers, this  amounted  to  a  tax  on  their 
net  worth. 

Falling  property  values  and  declin- 
ing net  worth  hit  the  production 
economy  by  affecting  both  consum- 
ers and  the  banking  system.  Land  and 
residential  real  estate  account  for 
more  than  half  our  countr\''s  $16.2 
trillion  net  worth.  Many  families  view 
the  equity  in  their  homes  as  a  sort  of 
savings  account. 

Net  worth  normally  grows  each 
year — by  8.3%  per  year  since  World 
War  II.  If  this  increase  had  happened 
again    in     199 1,    U.S.    consumers 


would  have  had  an  additional  $1.3 
trillion  of  comfort.  Instead,  their  net 
worth  fell  by  $181  billion,  creating  a.- 
net  worth  gap  of  roughly  $1.5  tril- 
lion.   Is   it   any  wonder   consumers 
ceased  buying  new  cars  and  fiarniture, ; 
deciding  instead  to  repay  installment  | 
debt  in  order  to  repair  their  damaged 
net  worth? 

Falling  property  values  also  affect 
the  economy  through  the  banking 
system — by  impairing  the  capital  ra- 
tios of  banks.  Falling  property'  values 
erode  the  value  of  collateral,  pushing 
banks  into  capital  problems  and  draw- 
ing the  attention  of  the  dreaded  bank 
examiners.  As  a  result,  we  have  a 
credit  crunch  that  has  deprived  small 
companies  of  working  capital  for  the 
past  year  and  a  half. 

All  in  all,  policymakers  should  not 
be  surprised  that  the  recession  has 
worsened.  As  "Smiling"  Jack  Smith 
used  to  say  to  contestants  on  his  quiz 
show,  "You  asked  for  it." 

Smith  also  knew  that  20  musicians 
in  a  room  don't  make  music — they 
make  noise.  What  turns  the  noise  into 
music  is  a  bandleader.  And  a  band- 
leader is  what  the  economy  desperate- 
ly needs  today  to  coordinate  the  activ- 
ities of  the  various  agencies — the  Fed, 
the  Treasury'  Department,  the  Comp- 
troller's Office,  the  rtc,  as  well  as 
Congress — that  are  involved  in  real 
estate  and  banking  problems. 

The  bandleader  should  press  for 
the  reversal  of  the  punitive  provisions 
in  the  1986  tax  act,  including  a  reduc- 
tion of  the  capital  gains  rate  and  in- 
dexing of  gains,  not  to  raise  stock 
prices,  but  to  stabilize  the  returns  on 
real  assets.  The  bandleader  would 
urge  the  Federal  Reser\e  to  adopt 
(elephant- adjusted)  money  growth 
targets  that  would  explicidy  ofi'set  or 
sterilize  the  impact  of  RTC  property 
auctions  on  property  values.  This 
means  recognizing  that  the  zero-in- 
flation target  that  is  important  for  the 
country  over  the  long  term  is  not  the 
CPI,  which  is  dominated  (55%)  by 
ser\ice  prices,  but  the  prices  of  real 
estate  and  other  fixed  assets  that  com- 
pose our  net  worth. 

I  know  of  no  example  in  history  of 
an  economy  growing  while  its  net 
worth  shrank.  But  the  fellow  who 
is  supposed  to  be  leading  the 
band  doesn't  seem  to  have  a  clue 
about  this.  Hi 
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ne  investor's  New  Year's 
resolution  is  another  investor's 
bargain-price  stock. 

How  to  have  a 
happy  new  year 


BY  LASZLO  BIRINYI  JR. 


Laszio  Birinyl  Jr.  is  president  of 
Birinyi  Associates,  New  York,  a 
financial  consulting  firm. 


Unlike  economists,  who  routinely 
use  seasonally  adjusted  data  to 
smooth  aberrations,  make  results 
more  comparable  or  explain  why  pre- 
^  dictions  went  awry,  investors  rarely 
think  in  terms  of  seasons.  With  good 
reason:  Market  indicators  and  factors 
are  not  generally  affected  by  times  or 
points  in  the  year. 

Oh,  yes,  magazines  and  profession- 
al publications  produce  long,  detailed 
appraisals  of  the  next  12  months.  But 
cynics  note  that  these  are  often  longer 
than  the  regular  issue  only  because 
two  weeklies  have  been  combined 
into  one  biweekly  so  that  the  editors, 
too,  can  focus  on  the  holidays. 

But  there  is  one  major  exception  to 
the  rule  that  the  market  is  calendar- 
blind:  end-of-year  tax-loss  and  port- 
folio housecleaning.  Most  investors, 
including  professional  money  manag- 
ers, are  happy  to  take  profits.  But 
taking  a  loss  and  admitting  that  one 
was  wrong  is  usually  postponed  until 
December,  when,  it  is  hoped,  one  has 
offsetting  profits,  which  help  to  miti- 
gate and  somewhat  oflfset  the  pain. 

As  the  final  date  for  taking  tax  losses 
approaches,  so  does  the  New  Year 
syndrome.    People    resolve    to    lose 


weight  and  exercise  and  to  clean  out 
the  stinkers  from  their  portfolios. 

Investors  might  capitalize  on  this 
seasonal  propensity  by  looking  at 
those  stocks  that  have  not  had  a  good 
year,  which  might  indeed  be  under 
undue  selling  pressure  because  of  tax 
selling  or  portfolio  adjustments,  but 
in  which  selling  is  likely  to  be  only 
temporary  and  not  abundant.  These 
losers  often  get  an  extra  nudge  down 
from  year-end  portfolio  rearranging. 
When  that  seasonal  selling  pressure 
abates,  these  often  bounce  back. 

But  don't  make  the  mistake  of 
thinking  that  every  1991  big  loser  is  a 
good  buy.  Some  are.  Some  aren't. 
Here  are  some  that  are: 

IBM  (88)  is  the  first  and  foremost 
candidate.  No  one,  not  even  the 
company,  is  suggesting  a  return  to 
the  halcyon  days,  but  IBM  has  proba- 
bly been  unduly  penalized,  especially 
by  Wall  Street.  The  company  is  not 
debt-laden,  and  few  corporations, 
domestic  or  international,  have  its 
resources.  As  selling,  especially  tax- 
loss  selling,  puts  pressure  on  its  stock 
price,  investors  with  no  need  for 
immediate  gratification  should  con- 
sider this  a  buying  opportunity  (see 
Forbes,  Dec.  23,  1991). 

United  Technologies  (48)  has  not 
declined  to  the  extent  of  an  IBM,  but  it 
has  severely  underperformed  other 
defense  stocks  (notably  McDonnell 
Douglas).  But  our  approach  of  track- 
ing investors'  actions  shows  that  sell- 
ing has  not  been  heavy,  and  the  stock 
does  not  warrant  its  recent  low  price. 

Tenneco  (31)  was  one  of  many 
stocks  that  was  heavily  penalized  for 
an  earnings  shortfall  in  1990.  But 
there  has  been  evidence  of  retail  buy- 
ing, and  institutions,  while  not  yet 
positive,  have  stopped  heavy  selling. 


Texas  Instruments  (28),  like  many 
technology  names,  performed  poorly 
in  a  positive  market  environment,  but 
institutional  accumulation  exists,  and 
the  light  retail  selling  strongly  sug- 
gests tax  and  other — it  is  hoped  tem- 
porary— strategies  at  work. 

Wall  Street  expects  Atlantic  Rich- 
field (104)  to  earn  $8  per  share  next 
year,  easily  covering  its  $5.50  divi- 
dend, which  yields  over  5%.  Individ- 
ual investors  have  snapped  up  shares 
recentiy,  and,  at  its  $100  level,  block 
traders  were  also  positively  aggressive. 

Champion  International  (23)  is 
not  only  down  since  last  December,  it 
is,  in  Wall  Street's  eyes.  Recentiy  trad- 
ing at  over  20  times  this  year's  antici- 
pated earnings,  the  presence  of  even 
scattered  buying  is  surprising. 

Wells  Farjo  (55)  is  at  the  juncture 
of  short-sellers  and  value-buyers. 
Considered  a  market  vehicle  for  Cali- 
fornia and  its  real  estate  sins  and 
excesses,  the  company  recentiy  cut  its 
dividend  and  prepared  for  write- 
downs. Whether  investors  perceive 
the  golden  touch  of  the  legendar)'  Mr. 
Buffett  or  other  values,  the  pattern  of 
accumulation  is  similar  to  last  year's, 
when  the  stock  went  from  43  to  97. 

The  New  Tork  Times {2\.,Amcx)  is 
universally  considered  to  be  a  value 
stock.  Since  value  stocks  are  generally 
a  label  given  to  stocks  that  didn't 
move  but  should  have,  some  suspi- 
cion is  in  order.  But  with  disarray 
among  New  York's  dailies,  the  Times 
would  be  a  direct  beneficiary  of  any 
positive  economic  surprises. 

Investors  aren't  forming  orderly 
queues  to  buy  the  stock,  but  selling  is 
no  longer  in  evidence,  either.  As  with 
Wells  Fargo,  investors  whose  time 
horizons  are  posted  on  the  wall 
should  consider  the  "gray  lady."  For 
those  who  gauge  long  term  by  look- 
ing at  their  wrists,  these  names  are 
unlikely  to  be  of  interest. 

Obviously,  there  are  an  abundance 
of  other  large  companies  that  did  not 
prosper  in  1991.  But  not  all  of  them 
are  bargains,  gm,  Ford,  Citicorp,  Cat- 
erpillar, Boein£i  and  most  energy-re- 
lated issues  are  showing  not  only  sea- 
sonal selling  but  a  continuation  of 
selling  pressures  present  long  before 
the  holidays.  Logic  and  history  sug- 
gest that  these  stocks,  too,  will  hit 
bottom  someday,  but  not  at  this  time 
and  not  at  these  prices.  IH 
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your  tax  advisor.  Send  check  or  money  order  along  with  name.    /' 


address  and  zip  code  together  with  this  ad  or: 

CaU  Toil-Free  1-800-833-0046 
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COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

For  Wort.  Lilf  tut  *c*«t«nK 
Eiponaact  •  No  Cli 


1-80(M23-3244 
FAX  (213)  471-6456 

or  s«ii4  <ttaiM  maint 
lor  FrM  EntuKioii 

Pacific  Western  Universil>' 

600  K  StvuMOt  BM)  D«pi  185  Los  hnytn  CA  900*9 


For  Information  on 
Forbes/Market  Classified: 
Call  Lin(ja  Loren 
212-620-2440 


FREE  COLLEGE  TAPE 


•  EXTERNAL  DEGREES  • 
TOLL  FRU  J4  hr».  (800)  759-0008 

L>  SALlE  UNTVERSTY 


P  FORBES  MARKET 


CORPORATE  ITEMS 


100%  Cotton/ Your  Logo!  — 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  for  international  orders.  For  a  price  list  and 
catalogue  please  call:  1-800-847-4478 

Fax  1.718-782-4614 

The  Queensboro  Shirt  Company 

DeptFZl,  119  N  11th  St.,  Greenpoint,  NY  11211 


WINE  CELLARS  BY 


28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOTTLES  ♦  MAbE  in  u  s  a 


FACTORY  DIRECT  TO  YOU  ^'^VscovTr^''" 


.J 


MODEL 

440 

700 

296 

114 

230 

700FUR 

700HH 


DESCRIPTION 

Upright 
Upright 
Credenza 
Compact 
Two  Doors 
Fur  Vault 
His  and  Hers 


APPRX  CAPACITY 

400 
600 
280 

114 

230 

8  to  10  Furs 

300  bottles  4/5  Furs 


Designers'  non  wood  model  60  bottle  glass  door  899 


SUGG 

YOUR 

RETAIL 

COST 

S2495 

$1695 

2995 

1995 

2695 

1795 

1395 

995 

1795 

1195 

2995 

1995 

3995 

2995 

Df  899 

659 

Vinotemp  Int'l*  134  W  1 31st  St  (PO  box  6161E)  ♦  Los  Angeles,  CA  90061 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS.  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


PERSONAL  CARE 


VOICE  MAIL 


EXECUTIVE  Gins 


EXECUTIVE  GIFTS 


STOP  SWEAT 
6  WEEKS 

Drionlc®  is  an  In- 
credibly more  effec- 
tive way  to  combat 
excess  sweat  — 
without  chemicals. 
Electronic  treatment 
gives  6  weeks  dry- 
ness. Reusable  — 
safe  &  effective  say 
10  medical  books. 

Send  for  free  information. 

GENERAL  MEDICAL  CO.  Oept.  FOB  49 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


FEET 


OfMOQCNHCOCO 


MBA  PROGRAMS 


Major  British  University  offers 

Intemational 


entirely  through  home  study. 
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GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
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Bottom  fishing  in 
New  England 

Ger.\rd  Cassidv,  a  Portland,  Me.- 
based  regional -banking  analyst  for 
Tucker  Anthony,  scored  big  as  an 
early  bear  on  the  New  England  econ- 
omy. Cassidy  scored  again  when  he 
turned  bearish  on  California  in  the  fall 
of  1990  (Forbes,  Oct.  29, 1990). 

Now  Cassidy  is  growing  cautiously 
bullish  on  several  banks  in  New  En- 
gland. Its  econom)',  he  thinks,  will 
bottom  out  sometime  in  1992. 

Straws  in  the  wind:  For  the  first 
time  in  three  years  Massachusetts, 
accounting  for  over  half  the  region's 
economy,  has  posted  three  straight 
months  of  employment  gains.  Look 
for  lots  more  jobs  to  be  created  thanks 
to  a  big  construction  project — anoth- 
er tunnel  linking  Logan  Airport  to 
downtown  Boston.  New  England's 
help -wanted  advertising  index  also 
has  begun  to  bottom  out. 

Rather  than  target  the  region's  bet- 
ter-known banks  like  Bank  of  Boston 
and  Sha\\'mut  National,  Cassidy  has 
singled  out  1 3  smallish  savings  banks 
(see  table).  AW  but  one  sell  for  less  than 
half  of  stated  book  value.  Their  non- 
performing  assets  average  less  than 
7^2%  of  total  loans  plus  foreclosed 
properties.  "That's  still  high,"  Cas- 
sidy admits,  "but  the  potential  clearly 
is  there  to  move  some  of  those  assets 


off  the  nonperforming  list  when  New 
England  finally  starts  to  recover." 

Although  7  of  the  13  have  suspend- 
ed di\idends,  the  other  6  are  still  pay- 
ing theirs.  They  are  Cheshire  Financial 
(recent  yield  of  8.3%),  Eastern  Ban- 
corp (1.8%),  Grove  Bank  (3.2%),  Lex- 
ington Savings  Bancshares  (7.2%), 
Sterling  Bancshares  (5.1%)  and  West 
Newton  Savings  Bank  (2.9%). 

Herd  on  The  Street 

Boy,  did  the  anal\'st  herd  blow  it  on 
Wells  Fargo  &  Co.  As  of  December 
1990,  the  analysts'  mean  estimate  of 
Wells'  1991  earnings  was  around 
SI 2. 50  a  share.  By  last  spring  it  was 
abundandy  clear  the  bank  would  be 
hurt  by  its  heax")'  exposure  to  the  weak 
California  real  estate  market  (Forbes, 
Apr.  15,  1991).  Yet  in  June  many 
analvsts  were  still  predicting  upwards 
of  si  1  a  share  for  Wells  in  1991 . 

By  early  December  a  torrent  of  bad 
news  had  come  out,  and  Wells' 
charge -ofl^s  and  loan-loss  resenes 
were  rising.  Even  so,  the  herd  still 
thought  the  bank  would  earn  S5.50  a 
share  or  so  for  the  year. 

Then  came  Dec.  12's  shocker: 
$700  million  more  of  reser\es; 
fourth-quarter  losses  of  up  to  $238 
million,  or  S4.60  a  share;  a  50%  divi- 
dend cut.  Today  the  herd  figures 
Wells  will  earn  under  40  cents  a  share. 


,tof 


Lucky  13? 

Company/state 

Book  value 

D>i««M 

— 

Exchange 

Shares 

per 

recent 

12-month 

(millions) 

share* 

high 

low 

BankWorcester/Mass 

$17.49 

8 

gye 

4% 

Nasdaq 

6.6 

Cheshire  Financiai/NH 

19.64 

IVa 

10% 

6y4 

Amex 

3.4 

Cohasset  Savings  Bank/Mass 

11.47 

3% 

AVa 

3 

Nasdaq 

1.0 

Dime  Financial/Conn 

13.59 

I'A 

r/i 

2 

Nasdaq 

5.0 

Eastern  Bancorp/Vt 

22.32 

5 

8% 

4^/2 

Nasdaq 

2.3 

Family  Bancorp/Mass 

15.00 

bVA 

5% 

1% 

Nasdaq 

2.6 

Grove  Bank/Mass 

16.36 

7% 

8 

5 

Nasdaq 

1.5 

Lexington  Savings  Bank/Mass 

13.79 

5'/i 

ru 

4 

Nasdaq 

2.3 

New  World  Bancorp/Mass 

19.59 

6V2 

vu 

2y8 

Nasdaq 

4.0 

Society  for  Savings  Bancorp/Conn 

17.46 

478 

9'/^ 

3% 

Nasdaq 

11.9 

Southington  Savings  Bank/Conn 

16.21 

4 

5y4 

3y4 

Nasdaq 

4.5 

Sterling  Bancshares/Mass 

17.17 

gva 

lOV* 

3y4 

Nasdaq 

2.9 

West  Newton  Savings  Bank/Mass 

12.38 

5% 

6% 

2 

Nasdaq 

1.7 

•As  of  9/30/91. 

Source:  Tucker  Anthony 

The  stock,  meanwhile,  has  retrace  j 
all  its  gains  in  1 99 1 .  The  stock  openei , 
a  year  ago  at  5778,  rose  to  nearly  10( 
fell  belo\\-  50  and  recentiy  was  back  a] 
55 — just  under  what  Warren  Buffett'  j 
Berkshire  Hathaway  paid  for  its  ! 
million  shares  (10%  of  the  outstand 
ing  common)  in  late  1990. 

What's  the  outiook  for  the  coming 
year.'    Some    analysts    have    lowerec 
their  1992  earnings-per-share  fore 
casts  to  $5  or  S6.  But  given  ho\\ 
\\Tong  most  were  on  Wells  Fargo  in: 
1991,  their  1992  predictions  inspire;  «io 
littie  confidence.  Quite  conceivably, 
more  writeofi^s  and  loan-loss  reserxe; 
charges  lie  ahead.  If  there's  another 
shocker  in  the  next  few  quarters,  the 
stock  could  well  test  41 ,  its  1990  low. 


Tough  act  to  follow  „ 

Bully  for  the  brokerage  house 
stocks.  The  group  outperformed  the 
market  by  a  countn,-  mile  in  1991. 
Since  the  beginning  of  the  year 
Charles  Schwab  has  nearly  tripled, 
Merrill  Lynch  has  risen  around  150%, 
Morgan  Stanley  and  PaineWebber 
have  doubled,  and  Bear,  Stearns  is  up 
more  than  60%.  Even  scandal-stained 
Salomon  is  still  ahead  14%. 

What's  behind  the  brokerage  run- 
up.^ Sharp  increases  over  1990  in  retail 
flows,  underwriting  and  trading  prof- 
its. But  over  the  last  month  or  so  the 
stocks  have  weakened.  Merrill  (recent 
price  of  52),  Morgan  (54),  Paine  (20) 
and  Bear  (15)  are  down  anv-where 
ft-om  8%  to  13%.  Schwab  (25)  is  off 
slighdy;  ditto  Solly  (28). 

Time  to  buy  the  six  on  weakness.* 
We  put  the  question  to  analyst  Guy 
Moszkowski  of  Sanford  C.  Bernstein 
&  Co.  With  the  exception  of  Salo- 
mon, which  trades  at  the  low  end  of  its 
historic  price-to-book  range,  his  an- 
swer is  no. 

Moszkowski  thinks  it  will  be  diffi- 
cult for  the  brokerage  houses  to  main- 
tain their  earnings  momentum  in 
1992  because  so  much  of  this  has 
been  dri\en  by  market  trends — most 
significantly  the  downward  move- 
ment in  interest  rates  in  1991  and  the 
steepening  of  the  Nield  curve.  "It's 
inherently  unsustainable,"  he  sa\-s  of 
last  year's  earnings  gains. 

Moszkowski  expects  I99rs 
fourth  quarter  earnings  to  be  excel- 
lent, and  says  the  sitKks  could  pop 
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laiound  the  time  those  results  are  an- 
nounced in  early  1992.  But  don't 
ijump  in  on  the  news,  he  advises.  After 
I  that,  the  stocks  are  eminently  vulnera- 
|ble  to  disappointed  expectations. 

TaxPERCS 

I  Suppose  you're  sitting  on  capital 
losses  in  the  common  stocks  of  Gen- 
eral Motors,  Kmart  and  Texas  Instru- 
I  ments,  all  depressed  of  late.  Having 
stumbled  across  some  capital  gains 
you  took  earlier  in  the  year,  you'd  like 
to  take  those  losses  to  offset  the  gains. 
But  you  still  like  the  stocks,  and  the 
iRS'  wash  sale  rules  say  that  in  order  to 
take  the  loss,  you've  got  to  wait  until 
after  30  days  before  rebuying  a  stock. 
A  lot  can  happen  in  30  days. 

Not  to  worry,  says  Lehman  Broth- 
ers' tax  expert  Robert  Willens. 
There's  a  way  to  generate  the  losses 
without  getting  totally  out  of  the 
stock.  Willens  reminds  Streetwalker 
that  GM  and  the  other  companies 
listed  above  (plus  RJR  Nabisco)  have 
issued  preferred  equity  redemption 
cumulative  stock  (PERCs).  percs  are 
hybrid  preferred/common  instru- 
ments that  are  convertible  into  com- 
mon stock  on  a  share -for- share  basis 
three  years  after  their  issue  date,  percs 
pay  a  slighdy  higher  dividend  than  the 
common,  but  also  are  callable  in  that 
three-year  period,  usually  for  about 
50%  above  their  issue  price. 

Willens'  advice  to  those  in  need  of 
year- end  losses:  Sell  the  common 
stock  and  replace  it  with  the  PERCS;  he 
believes  the  irs  will  deem  them  to  be 
sufficiendy  different  from  the  com- 
mon to  avoid  wash  sale  problems. 

Say  you  bought  Texas  Instruments 
common  stock  at  40  last  spring.  Re- 
cent price:  27%.  Recent  price  of  the 
PERCS:  28.  If  you  sell  the  Ti  common 
and  buy  the  PERCS,  you  will  have 
nearly  a  $13-a-share  loss  on  the  com- 
mon with  which  to  absorb  capital 
gains  or  to  use,  in  an  amount  up  to 
$3,000,  against  other  income.  Mean- 
while, through  the  percs,  you're  still 
likely  to  participate  if  the  underlying 
common  stock  appreciates. 

Alternately,  you  could  simply  sell 
the  common,  take  the  loss,  and  buy 
the  stock  back  after  30  days.  You 
might  have  to  pay  more  for  the  stock  a 
month  hence.  Then  again,  it  might  be 
cheaper.  -Laura  Saunders 
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ATTENTION 

MUTUAL  FUNDS 
MARKETERS 

Here's  A  Great  Direct  Response  Opportunity— 
Reach  New  Prospects  Efficiently 

The  Forbes  Mutual  Funds  Portfolio 

A  Full-Color  Showcase  to  Advertise 
One  or  More  of  Your  Funds 

Take  advantage  of  this  low-cost,  high-response 
medium  with  a  1/4  or  1/8  page  ad  unit  in  full  color 
or  black  and  white. 

As  a  special  advertiser  bonus,  the  Mutual  Funds 
Portfolio  will  appear  in  Forbes'  popular  Mutual 
Funds  Update  Issue.  This  special  issue  is  where 
you'll  tune  in  to  investors  who  want  to  know  all 
about  your  stock,  money,  bond  or  special  fund. 

Issue  date:  February  3, 1992 

For  details,  call  Virginia  CarroU  (212)  620-2339. 


(2^1898,  the  New  York  World 
hailed  The  Salvation  Army  kettles 
as  "the  newest  and  most  novel  de- 
vice for  collecting  money."  Now, 
100  years  after  the  first  kettle  was 
set  out,  instead  of  just  providing 
Christmas  dinner,  the  money 
raised  is  also  used  to  provide  gro- 
cery checks  so  families  can  buy  and 
prepare  their  own  dinners  at  home. 
And  this  is  important  when  times 
are  as  tough  as  they  are,  because 
you  never  know  who  will  need  that 
extra  bit  of  help. ..it  could  be  your  neighbor,  a 
friend,  a  relative,  or  it  could  be  you.  Help  The  Sal- 
vation Army,  join  us  in  standing  together  to  help 
meet  the  needs  of  those  going  through  difficult 
times.  Contact  your  local  Salvation  Army  or  stop 
by  a  kettle  for  more  information. 


lOQTH  ANNIVERSARY 
OF  THE  KETTLE 

SHARING  IS  CARING 


Sff>^ 


J,^a^ 


precioorthmg  ^(mcjtR'Own 


Land. .  /wltttelsecangiveyousomiichiriteasiireiiowaiidteyeaistoeo^ 


MMhe  land  we're  offering  is  far 
I  from  the  crowds  and  rat  race  of 
■■  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


rifO^-f?,^ 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
imspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303    1WK5 
Ft.  Garland,  CO  81133. 


Obtain  the  Property  Report  requirer)  by  ^ederal  law  aiu;  ioaJ  .;  botore  iiignitw  oi-,;;M,,g  No  1  edoiai  agency  has 

)udged  the  merits  or  value.  i(  any,  of  this  property  Equal  Credit  and  Housing  Opportunity  A  siatemen!  and  ofterino 

statementhasbeenllled  with  the  Secretary  of  Slate  ol  the  State  ol  New  York  The  filing  does  not  cor     ■ 

of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  r 

upon  the  merits  of  such  offering   A  copy  of  the  offering  statomont  is  available  '"  ■"'  -.^ni^'.!  ir."- 

Ranches  NYA86-153  A  statement  of  F^ecord  filed  with  the  New  Jersey  Real : 

to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  lis  merits  or  \  ' 

Offering  Statement  and  read  it  before  signing  anything  NJA  #60686004  CO,  f  lomJa  AD  2053? 


/^Fbrbes  \ 
Wagon  Creek 
Ranch*!    . 
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EDITED  BY  DERD  A.  SAUNDERS 


'The  more  things  change . . ." 
70  years  ago  in  Forbes 

FaoM  THE  ISSUE  OF  Jan.  7, 1922) 
'The  old-style  merger  gobbled  up 
companies  competing  in  die  same 
industry:  The  Steel  Corp.  originally 
gathered  in  other  steel  companies, 
[jand  the  Standard  Oil  Co.  was  formed 
Jby  corralling  other  oil  companies. 
^Vhat  was  called  horizontal  merging. 
^M  he  new-style  combination  is  perpen- 
dicular; it  moves  in  a  straight  line  from 
the  raw  material  to  the  consumer.  The 
latest .  .  .  example   of  the   new- style 
combination  is  Anaconda's  absorp- 
tion of  the  American  Brass  Co." 


''A  plan  is  under  consideration  for 
t  he  housing  of  all  federal  department 
and  bureau  offices  in  New  York  City 
in  one  modern  office  building  de- 
signed to  meet  future  demands.  ..." 


50 


years  ago 


(From  THE  ISSUE  OF  Jan.  1, 1942) 


60 

(From  THE  ISSUE  OF  Jan.  1, 1932) 


years  ago 


Chevy  coupe  for  1932.  Prices  on  the 
line  started  at  $475  f .  o.  b.  Flint. 


"Automobile  leaders  are  refusing  to 
admit  spinelessly  that  nothing  can  be 
done  to  overcome  stagnation.  They 
have  worked  overtime  their  own  brains 
and  the  brains  of  their  associates  to 
create  merchandise  of  better  quality, 
merchandise  more  attractive  in  appear- 
ance, merchandise  offering  greater  per- 
doUar  value  than  ever  before  [and]  they 
are  putting  forward  unparalleled  sales 
promotion  efforts.  ..." 

"Tax  increase  proposals  recom- 
mended by  the  Treasury  Department 
were  not  wholly  unexpected.  .  .  .  The 
suggestions  embody  large  increases  in 
income  and  corporation  taxes,  going 
into  the  smaller  income  brackets  for 
the  first  time  in  history  but  placing  the 
greater  share  of  new  income  taxes  on 
the  higher  income  brackets." 


Every  war  production  plant  had  one. 


"The  war  will  end  in  1943,  accord- 
ing to  the  combined  judgment  of  56  of 
America's  foremost  business  leaders 
polled  by  this  publication.  No  fewer 
than  20%  believe  hostilities  will  cease 
this  year.  But  21%  name  1944.  Averag- 
ing these  dates,  and  adding  the  36% 
who  specify  1943,  the  result  means 
that  three-fourths  of  those  furnishing 
their  opinions  predict  that  1943  will 
bring  victory  to  the  democracies." 

"Timed  to  the  moment  is  the  intro- 
duction of  a  new  General  Mills  premi- 
um: A  luminous  belt  that  not  only 
holds  up  pants  but  hghts  up  in  the 
dark  as  well.  'Just  the  thing  for  black- 
outs,' the  company  says." 

"Today's  ordinary  soldier  thinks  of 
air  transport  as  naturally  as  his 
Doughboy  father  did  of  motor  trans- 
port in  1917.  When  Reuben  came 
back  from  France,  one  of  the  popular 
songs  of  the  day  was  'How  You  Coin' 
to  Keep  'Em  Down  on  the  Farm.'  Pa 
usually  solved  this  poser  by  buying  a 
tractor  and  a  Model  T.  This  time  it's 
going  to  be  'How  You  Coin'  to  Keep 
'Em  Down  on  the  Ground.'  " 

25  years  ago 

(From  THE  ISSUE  OF  Jan.  1, 1967) 
"In    the    information    processing 
business,  even  more  than  in  most 
industries,  being  number  one  makes 
the  big  difference.  Look  at  the  returns 


racked  up  by  the  companies  that  dom- 
inate their  fields.  Xerox  comes  firsi, 
with  a  return  on  book  value  ct 
34.1%,  followed  by  IBM  (with  24.2)b ;, 
Moore  Corp.  (17.7%)  and  Addresso- 
graph-Multigraph  (14.9%).  Each  of 
these  companies  dominates  its 
market." 

"It  was  a  rare  defense  company  that 
was  not  booming  along  at  top  speed, 
what  with  the  demands  of  Vietnam 
and  the  probable  defense  budget  for 
the  next  fiscal  year  about  $70-odd 
billion.  Twelve  of  the  16  defense 
companies  on  Forbes'  list  increased 
their  earnings  per  share,  often  by  sub- 
stantial percentages,  and  11  of  the  16 
lifted  their  profit  margins  in  the  most 
recendy  reported  12  months,  as  com- 
pared with  1964-65 " 


Supersonic  designs  by  Lockheed 
(above)  and  Boeing  that  never  flew. 

10  years  ago 

(From  the  issue  of  Jan.  4, 1982) 
"At  Monsanto  they're  measuring 
parts-per-trillion  impurities  in  silicon 
crystals.  At  Du  Pont  they're  studying 
brain  chemistry.  Dow  scientists  are 
concocting  new  plastics  from  old, 
overlooked  raw  materials  like  ethylox- 
azoline.  What's  going  on?  Very  sim- 
ply, after  a  generation  of  skimping  on 
research  and  development,  chemicals 
are  becoming  an  industry  of  search 
and  discovery  once  more." 

"Big  airlines  are  limping  into  1982 
after  one  of  the  worst  years  in  their 
history:  Half  of  the  major  12  carriers 
lost  substantial  amounts,  with  Pan 
Am  alone  losing  more  than  $225 
milhon  through  the  third  quarter. 
Overall,  only  American,  Delta, 
Northwest  and  USAir  showed  much 
profit  at  all,  and  as  a  whole  the  indus- 
try lost  millions."  !■ 
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THOUGHTS  OH  THE  BUSIHESS  OF  LIFE 


.^JSm.jMm£i.. 


Make  the  Congressional 
Record  a.£ienuine  record. 
Adopt  a  resolution  .  .  . 
that  specified  the 
elimination  of  the  abortion, 
the  Appendix,  that  bulks 
large  with  constituent 
twaddle  that  never  entered 
into  [con£iressional] 
deliberations  in  the  first 
place.  Secondly,  and  of 
equal  importance,  state 
that  the  Record  shall  be  a 
faithful  translation  of 
what  was  said,  and  shall 
be  tampered  with  by  no  one 
between  the  time  [it]  was 
said  and  its  appearance 
in  print. 

-Malcolm  Forbes 

,^ — -:;— -i— ^,„„..;;i.,.„.  „.„„i«-,.,...,. . 


A  Text... 

There  is  neither  Jew  nor 
Greek,  there  is  neither 
bond  nor  free,  there  is 
neither  male  nor  female: 
for  ye  are  all  one  in 
Christ  Jesus.  And  if  ye 
be  Christ's,  then  are 
ye  Abraham's  seed,  and 
heirs  according  to 
the  promise. 
-Galatians  3:28-29 


Sent  in  by  E.B.  Lowdon,  Cape 
Kiwanda,  Ore.  What's  your  fa- 
vorite text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to 
senders  of  texts  used. 


If  England  was  what 

England  seems, 
An'  not  die  England 

of  our  dreams, 
But  only  putty, 

brass  and  paint, 
'Ow  quick  we'd  chuck  her! 

But  she  ain'tl 
-RuDYARD  Kipling 

The  English  are  proud; 
the  French  are  vain. 
-Jean-Jacques  Rousseau 

The  difference  between  the 
vanity  of  a  Frenchman  and  an 
Englishman  is  this:  The  one 
thinks  everything  right 
that  is  French,  while  the 
other  thinks  everything 
wrong  that  is  not  English. 
-William  Hazlitt 

England  has  42  religions 
and  only  two  sauces. 
-Voltaire 

What  a  pity  it  is  that  we 
have  no  amusements  in  England 
but  vice  and  religion. 
-Sydney  Smith 


Englishman:  A  man  who 
has  never  been  able 
to  tell  a  lie  about  others 
and  who  is  never  willing 
to  face  the  truth  about 
himself. 
-Michael  Arlen 

If  one  could  only  teach  the 
English  how  to  talk  and  the 
Irish  how  to  listen,  society 
would  be  quite  civilized. 
-Oscar  Wilde 

How  hard  it  is  to  make  an 
Englishman  acknowledge  that 
he  is  happy. 
-William  Makepeace  Thackeray 

The  English  winter — ending  in 
July,  to  recommence  in  August. 
-LoRi:)  Byron 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  to:  Forbes  Books,  P.O.  Box  11234, 
Des  Moines,  lA  50340.  Add  sales  tax  on  orders  in 
New  York  State  and  other  states  where  applicable. 


No  one  can  be  as  calculatedly 
rude  as  the  British,  which 
amazes  Americans,  who  do  not 
understand  studied  insult 
and  can  only  offer  abuse 
as  a  substitute. 
-Paul  Gallico 

In  dealing  with  Englishmen 
you  can  be  sure  of  one 
thing  only,  that  the  logical 
solution  will  not  be  adopted. 
-WiLLL\M  Inge 

A  blaspheming  Frenchman  is 
a  spectacle  more  pleasing 
to  the  Lord  than  a  praying 
Englishman. 
-Heinrich  Heine 

Oats:  a  grain,  which  in 
England  is  generally 
given  to  horses,  but  in 
Scotland  supports  the  people. 
-Samuel  Johnson 

We  know  no  spectacle 

so  ridiculous  as  the 

British  public  in  one 

of  its  periodic  fits  of 

morality. 

-Thomas  B.  Macaulay 

By  nationalism  I  mean  a 
general  recognition  of  the 
right  of  all  nations  to  be 
national.  I  find  it  more 
confusing  to  call  this 
patriotism,  because  patriotism, 
when  it  was  rammed  down  my 
throat  in  the  old  jingo  days, 
always  meant  that  the 
British  empire  had  a  right 
to  do  ever\thing  and 
nobody  else  had  a  right  to 
do  anything. 
-G.K.  Chesterton 

There  is  nothing  so  bad  or 
so  good  that  you  will  not 
find  Englishmen  doing  it; 
but  you  will  never  find  an 
Englishman  in  the  wrong.  He 
does  cvcrx'thing  on  principle. 
-George  Bernard  Sh.wv 
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Ajparanoid  s  guide  to  tax  planning 


SURLINGtMC   PUBLIC   LlBMIIT 
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Fanuary  2*0 


rs' cutbacks 


'■59  0 


January  20,  1992      Four  Dollars 

BUBUNGAME    . 


'Tlifee  years  ago  MBAs  were  everything  here.  Now  we're  not  sure  that 
what  we're  getting  for  the  money  is  much  better  than  hiring  a  spunky 

young  BA  and  training  him."-  a  senior  investment  company  official 

^T  tell  my  MBA  friends,  ^We're  the  lawyers  of  the  Nineties, 

there  are  too  many  of  us.'  "-  newly  minted  Yale  Management  graduate 
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Call  1-800-421-1606,  ext.408.  for  the  dealer  nearest  you.  'Actual  on-screen  image. 


CD  Pioixieen 

The  Art  ot  Emertainment 


V5X-9900S  A/V  Receiver. 


Pioneer  SD-P5057Q  50"  Projection  TV*  and  S-T500  Speakers. 


CLD-3090  CD/LaserOisc  Player. 
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The  Best  Deal 

In  New  York  Since 

Manhattan 


Let  Helmsley  Hotels  Customize  Your 
Corporate  Traveler  Program. 


For  the  first  time,  we're  offering  you 
a  program  especially  for  business 
travelers.  It's  designed  to  make  New 
York  business  trips  a  little  easier,  more 
comfortable  and  less  expensive. 

Helmsley  Hotels  Corporate  Traveler 
Program  is  customized  to  your  specific 
needs.  Whether  you're  a  small  com- 
pany that  occasionally  books  travel 


to  New  York,  or  a  large  one  with 
executives  visiting  all  the  time,  we  can 
quickly  tailor  a  program  at  any  of  our 
six  strategically  located  hotels. 

For  further  information  or  a 
specific  proposal,  contact  your  travel 
professional,  or  call  our  Corporate 
Desk  at  212-888-1624  or 

800-221-4982. 


Helmsley  Hotels 
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Right  Where  You  Want  To  Be  In  New  York" 


The  Helmsley  Palace 
The  Helmsley  Park  Lane 
The  New  York  Helmsley 


The  Helmsley  Windsor 

The  Helmsley  Middletowne 

The  Helmsley  Carlton  House 


If  you  happen  to  be  reading  this 
sitting  down,  relax  for  a  moment. 
Gently  stretch  your  legs  out.  That's  it 
Then  spread  your  elbows 
and  ease  you  should.^rs 
back.  By  now  you've  get  a 
pretty  good  idea  what 
it  feels  like  to  sit  in  the 
driver's  seat  of  the  all-new 
1992  Toyota  Camry.  We 
could  go  to  great  lengths 


Front  seats  are  side  mounted 
for  increased  rear  foot  room. 


about  how  a  car  a  mere  nine  inches 
larger  on  the  outside  gives  you  over 
two  feet  more  room  on  the  inside.  How 
we  redesigned  the  seating 
position  to  give  you  more 
head  room.  Curved  the  back 
of  the  front  seats  to  provide 
more  leg  room  for  rear 
passengers.  Or  how  the 
new  Camry  sits  (not 
squeezes)  five  adults  in 


luxurious  comfort.  Or  that  we've  i 
designed  the  smallest  details  toi 
create  more  space— like  integratf 
Camry's  high  performance  audic 
speakers  into  the  armrest.  Whic 
all  adds  up  to  the  most  spacious ; 
roomy  Camry  ever.  We  could  eve 
go  on  about  Camry's  most  comf 
ing  feature  of  all,  its  legendary 
reliability.  But  unfortunately  we*] 
run  out  of  room. 


It  TOOK  US  FIVE  YEARS 
TO  GROW  TWO  FEET 


"I  love  what  you  do  for  me" 

(®  TOYOTA 
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The  all-new  1992  camry 

We  just  COULDN'T  LEAVE  WELL  ENOUGH  ALONE. 


Call  l-800-(;()-TOYOTA  for  a  brochure 

and  location  of  y</ur  nearest  dealer 

det  More  From  Life...F5uckle  Up! 

m\  Toyota  Motor  Sales.  U.S.A.,  Inc. 
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Sure,  the  Chevy 
Beretta  Coupe  is 
different  from  the 
Chevy  Cavalier, 
but  how  different? 
40 


Intriguing  new  studies 
for  M.B.A.  candidates. 
76 


ON  THE  COVER 


76 


Another  Boom  Ends 

By  Dana  Wechsler  Linden 
with  Jody  Brennan  and  Randall  Lane 
The  supply  of  M.B.A.s  is  up,  but 
demand  is  down,  and  corporate  re- 
cruiters say  business  schools  have  lost 
touch  with  reality. 

The  Story  Behind 

General  Motors'  Cutbacks  40 

By  Jerry  Flint 

Bob  Stempel  isn't  just  closing  plants 
and  firing  workers.  He's  addressing 
GM's  most  basic  problem. 

Taxing  Matters: 

A  Paranoid's  Guide 

To  Tax  Planning  44 

By  William  Baldwin 

Your  taxes  are  going  up.  If  you're 
wise,  you're  thinking  about  how  to 
deal  with  the  bad  reality. 


COMPANIES/INDUSTRIES 


Integrated  Health  Services 

By  Janet  Novack  41 

The  $550-a-day  subacute  care  nurs- 
ing home  rates  may  seem  high,  but 
they're  a  real  bargain  compared  with 
what  hospitals  charge. 

International  Creative 
Management  51 

By  Lisa  Gubernick 

Talent  agent  Marx'in  Josephson  fell 
on  his  face  when  he  tried  to  run  a 
conglomerate,  but  back  in  Holly- 
wood his  company  is  thriving. 


Lomas  Financial  Corp.  73 

By  Howard  Rudnitsky 

Back  from  bankruptcy,  Lomas  Finan- 
cial Corp.  looks  promising  again. 

Sony  Corp.  82 

By  Andrew  Tanzer 

In  videocassette  recorders,  Sony 
Corp.  suffered  a  humiliating  defeat 
but  learned  a  valuable  lesson. 

Up  &  Comers: 

Crate  &  Barrel  Inc.  90 

By  Chnstopher  Palmeri 

Gordon  Segal  was  helping  his  wife 
wash  the  dishes  when  he  got  an  idea 
for  a  retailing  chain. 

Up  &  Comers: 

Kirschner  Medical  Corp.  92 

By  Jason  Zweig 

A  businessman/physician  is  steering 
this  company  away  from  the  grave 
toward  the  recover}'  room. 

Unocal  Corp.  101 

By  Thomas  Bancroft 

Since  it  shrank  its  common  capitaliza- 
tion sharply  to  fight  a  takeoxcr,  Uno- 
cal seems  to  ha\'e  lost  the  spark  that 
once  made  it  one  of  the  most  venture- 
some companies  in  the  oil  business. 


INTERNATIONAL 


S.C.  Fang  Brothers  56 

By  Phyllis  Berman  with  Jean  Sherman  Chatzky 
You  may  alread\'  be  wearing  some  of 
their  clothing.  Soon  you  or  your  fam- 
ily will  be  shopping  in  their  stores. 


Who's  Out  Of  Step?  60 1 

By  Joel  Millman 

Argentina  privatizes,  deregulates  and 
free -trades  its  way  to  prosperity' — and 
wonders  why  the  U.S.  seems  to  be 
going  in  an  opposite  direction. 

The  Money  Men: 

Investing  In  Israel  64 

By  Matthew  Schifrin 

Israeli  stocks  were  hot  last  year.  This 
year  could  bring  more  of  the  same,  at 
least  for  technolog\'  exporters. 

Nippon  Steel  68 

By  Gale  Eisenstodt 

After  years  of  diversification,  Nippon 
Steel  is  still  chiefly  a  steel  company. 
But  it  has  learned  from  its  successes  as 
well  as  its  failures. 


MONEY  &  INVESTING 


The  Funds: 

Do  It  Yourself  124 

By  Eric  S.  Hardy 

Three-way  bond  fimds  are  the  latest 
hot  sales  item.  But  you  don't  have  to 
pav  extra  to  get  this  kind  of  portfolio. 

Play  It  Both  Ways  125 

By  Katarzyna  Wandycz 

Fidelitx's  convertible  bond  fund  has 
been  a  standout  for  the  last  three 
vears.  What's  it  been  doinu  riuht.' 


The  Forbes  Index 
The  Forbes/Barra 
Wall  Street  ReWew 
World  Markets  Review 


38 

121 
122 


Forbes  ■  Kiiuian  20,  1992 


itaxman 
Jlints  more 
||d  he'll  get  it. 

h^  44 


1 

^H 

m 

m^M 

E  ^'^-  fl 

P^nfj^^H 

n 

■Ami.  H 

^^■^  y."'-^iw''...K 

K^''^^^^H 

1 

1 

r^^m 

m 

L#-«"^^wi 

iH 

f 

o          1 

^H 

1 

^^H 

Help  for  shat- 
tered bones  from  a 
nearly  shattered 
company. 


into  the  sorry  U.S.  retail  marltet  selling 
"episodes"  to  consumers. 
56 
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Sixty^ive  hundred  cameras 
to  choose  from. 
110 


Streetwalker  134 

^VoolwoIth  Corp.;  FlightSafety  In- 
ernational;  Rollins,  Inc.;  Black  & 
Decker  Corp. 


LAW  AND  ISSUES 


Room  At  The  Top  106 

By  Graham  Button 

Pitney  Bowes  has  captured  a  lucrative 
corner  of  the  fax  market  by  renting 
devices  attached  to  computers. 


42 


Gravy  Train 

By  James  R.  Norman 

The  Federal  Employers  Liability  Act 
was  enacted  to  benefit  injured  rail- 
road workers.  These  days,  what  it's 
I  doing  is  enriching  lawyers. 

On  The  Docket: 

What  Statute  Of  Limitations?       88 

6y  James  Lyons 

Courts  aren't  supposed  to  hear  old 
claims,  but  a  recent  decision  suggests 
that  they  may  if  they  wish. 


SCIENCE  &  TECHNOLOGY 


109 


Bury  That  Tree,  Bury  It  Deep 

By  Peter  Huber 

An     environmental     lesson     about 

Christmas  trees. 


FACES  BEHIND  THE  FIGURES 


Barry  Gibbons 

Burger  King 
Jerzy  Thieme 

Polish  privatization  adviser 
Robert  Johnson 

Black  Entertainment  Television 
Lance  Lundberg 

Icon  International 
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A  Giant  Question  Mark" 

By  Peter  Newcomb 

NBC  is  gambling  heavily  that  it  can 
sell  advertising-free  coverage  of  the 
Barcelona  Olympics  to  millions  of 
cable  TV  subscribers. 


COMPUTERS/COMMUNICATIONS 


102 


The  Invasion  That  Failed 

By  Julie  Pitta 

Once  the  Japanese  captured  the  mar- 
ket for  components,  they  seemed  to 
be  ready  to  take  over  the  whole  per- 
sonal computer  business.  Why  hasn't 
that  happened?  Also:  Commentary  by 
Richard  A.  Shaffer. 
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Observations 

Thomas  Sowell 

The  Larger  Context 
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By  Christie  Brown 

Michael  Novak 

Cameras  tell  us  much  about  our- 

Portfolio Strategy 

127 

selves,  and  few  know  more  about 

Kenneth  L.  Fisher 

cameras  than  collector  Jack  Naylor. 
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Mark  Hulbert 
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You  want  to  see  everything.  Maybe  bring  something  back 
so  you  remember  it  all.  Now  if  you  could  just  find  a  few  nice  stores. 

Ah,  there's  one.  And  another.  And . . . 


The  Card. 
The  American  Express'  Card. 

Call  1-800-THE  CARD,  to  apply. 
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Let  Merrill  Lynch  show  you  how,  with  a  free 
Cash  Management  Analysis. 

Our  Working  Capital  Management  Account  (WCMA*  account) 
can  help  you  manage  your  excess  cash  automatically  and,  if  you 
qualify,  help  you  finance  your  business. 

With  a  WCMA  account,  your  excess  working  capital  is 
automatically  invested  in  your  choice  of  money  market  funds. 
Dividends  or  interest  earned  are  "swept"  into  your  chosen 
investment.  Your  WCMA  account  also  lets  you  borrow  the 
amount  you  need,  when  you  need  it,  simply  by  writing  a  check. 
Your  loan  is  paid  off  automatically  as  funds  enter  your  account- 
thus  letting  your  working  capital  work  harder  for  your  business. 

By  letting  you  consolidate  all  your  financial  activities  into 
one  business  account,  the  WCMA  account  helps  free  you  from 
many  day-to-day  money-management  decisions.  The  WCMA 
account  also  gives  you  easy  access  to  your  assets  and  a  line  of 
credit,  if  you  qualify,  through  a  variety  of  convenient  sources. 

We'll  give  you  a  free  analysis  of  your  own  cash  manage- 
ment and  show  you  how  a  WCMA  account  can  help  you  put 
your  idle  cash  to  work,  either  saving  or  earning  you  money  To 
take  advantage  of  this  special  offer,  talk  to  a  Merrill  Lynch  Finan- 
cial Consultant,  return  the  coupon  below  or  call  us  toll-free 
Monday  through  Friday: 

1-800-637-7455,  exl.  5979 

W^  will  send  you  more  complete  information  and  prospec- 
tuses about  the  CMA  Money  Funds  available  through  the  WCMA 
account,  including  all  charges  and  expenses.  Be  sure  to  read  the 
prospectuses  carefully  before  you  invest  or  send  money. 
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Mail  to:  Merrill  Lynch,  Pierce,  Fennerand  Smith  Incorporated 
Response  Center,  PO  Box  30200 
New  Brunswick,  NJ  08989-0200 

D  I'd  like  to  know  how  1  can  get  a  free  Cash  Management  Analysis  for  my 
business.  1  understand  there  is  no  obligation. 


Name. 


Business  Address 


City 


State . 


Zip. 


Business  Phone 


n 


Merrill  Lynch  clients,  please  give  name  and  office  of  your  Financial  Consultant: 


L 


5979 
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A  benevolent  skeptic 

We  were  SADDENED  to  leam  that  Warren  T.  Brookes  died  late  last 
month  at  his  home  near  Washington,  D.C.  A  well-known  syndicat- 
ed newspaper  columnist,  Warren  was  also  a  highly  valued  contribu- 
tor to  Forbes.  He  was  educated  in  economics  but  wrote  intelligently 
and  convincingly  on  a  range  of  public  polic\'  issues.  He  was 
influential  because  he  dealt  with  controversial  topics  in  terms  of  facts, 
not  rhetoric.  In  "The  global  warming  panic,"  Dec.  25,  1989,  he 
wTote  in  Forbes  that  the  evidence  about  a  global  warming  trend  was 
shaky.  In  "The  wasteful  pursuit  of  zero  risk,"  Apr  30,  1990,  he 
demonstrated  that  the  public  was  overreacting  to  trace  chemicals 
thought  to  pose  a  cancer  threat.  In  "The  strange  case  of  the  glancing 
geese,"  Sept.  2,  1991,  he  showed  how  federal  wetlands  regulations 
were  turning  into  federal  confiscation  of  private  land.  The  global 
warming  data  he  challenged  look  even  murkier  now.  Scientists  have 
publicly  admitted  that  the  1982  evacuation  of  Times  Beach,  Mo. 
following  a  dioxin  spill  was  an  overreaction.  The  Supreme  Court  is  to 
hear  arguments  this  year  on  environmental  confiscations. 

Warren  Brookes  possessed  a  deep  curiosity'  that  oft:en  drove  him  to 
question  the  generally  accepted  wisdom;  call  it  benevolent  skepti- 
cism. His  writing  was  very  much  at  home  in  Forbes. 


Devaluation 

D.\NA  Wechsler  Linden 
recalls  that  when  she  re- 
ceived her  M.B.A.  fi-om 
Harvard  in  1980,  "My 
classmates  and  I  were 
wined  and  dined  for 
months  by  recruiters.  We 
spent  our  free  time  compar- 
ing salaries,  perks  and  bo- 
nuses for  signing  up  on  the 
spot.  We  were  sellers  in  a 
seller's  market."  Linden 
herself  had  several  firm  of- 
fers. So  it  came  as  a  shock  to 
her  when   she    began   re- 


Dana  Wechsler  Linden 


searching  an  article  on  the  current  state  of  the  business  schools  to 
learn  how  much  things  had  changed.  "In  talking  to  M.B.A. 
candidates — including  those  from  Har\ard — I  discovered  how  ner- 
vous they  were  about  even  finding  a  job,  let  alone  haggling  about 
perks."  Her  article  about  the  devaluation  of  the  once  coveted 
degree,  co-written  with  Jody  Brennan  and  Randall  Lane,  begins  on 
page  76. 

A  taxing  decade 

Bill  Baldwin  knows  it's  dangerous  to  make  predictions,  especially  if 
there's  a  chance  people  will  remember  them.  But  there's  one 
prediction  he  feels  safe  in  making:  Forgot  what  the  politicians  arc 
saying  about  a  tax  cut  for  the  middle  class;  taxes  for  middle-class 
people  are  headed  upward.  There  are  a  few  things  you  can  do  to 
soften  the  bite.  Baldwin  describes  them  in  "A  paranoid's  guide  to  tax 
increases,"  which  begins  on  page  44. 


^,  ^l^^LX^.^^^ 


Editor 
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A  picture  so  real  it  could  fool 
the  Audubon  Society. 


I 


this  a  television  set  or  a 


tropical  bird  act? 

Actually,  it's  a  tropical  bird  act 
as  seen  on  a  Hitachi  big  screen  TV. 
But  thanks  to  Ultravision®  even  the 
most  avid  bird  watchers  (and  TV 
watchers)  can't  tell  the  difference. 

Ultravision  is  an  unprecedented 
combination  of  advanced  technol- 
ogies that  create  a  picture  so  ultra 
clear,  ultra  bright  and  ultra  sharp 
it  looks  like  real  life. 

And  since  a  great  picture 
deserves  great  sound,  Ultravision 
comes  with  4-way  Surround  Sound 
including  Dolby  Pro  Logicf  the 
ultimate  in  audio. 

Call  1-800-HlTACHI  for  your 


nearest  dealer  and  see  how  digital 
convergence,  fine  definition  and 
horizontal  resolution  up  to 
1,000  lines  make  Ultravision  the 


ultimate  home  theater.  After  all,  in 
this  case,  a  picture  really  is  worth  a 


thousand  words. 


HITACHI 


€)I992  Hiuchi  Home  Electronics  I  America  I,  Inc.  Dolby  Surround  is  a  registered  trademark  of  Dolby  Laboratories  Licensing  Corporation. 
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Bubbling 

Lou  Lowenkron,  a  3 5 -year  veteran  of 
the  soda  biz,  organized  a  leveraged 
buyout  of  A&w  Brands,  maker  of  the 
nation's  leading  root  beer  and  cream 
sodas,  in  1986  and  then  took  it  public 
at  $11  a  share  a  few  months  later 
(Forbes,  Dec.  11,  1989).  Since  then 
the  stock  has  more  than  tripled,  and 
there  seems  to  be  plenty  of  fizz  left  in 
the  company. 

In  tlie  last  five  years,  Lowenkron 
has  flattened  A&w's  debt  fi-om  95%  of 


An  early  A&W  root  beer  stand 
Is  there  some  pop  left 
in  the  stock? 


capitalization  to  just  1 0%.  And  he  may 
have  beaten  back  the  assault  on  A&w 
by  Barq's,  the  New  Orleans-based 
maker  of  root  beer  and  cream  sodas 
(Forbes, /mw^  24, 1991).  Barq's  New 
York- area  bottler,  Joyce  Beverage 
Co.,  recentiy  filed  for  bankruptcy  pro- 
tection, leaving  Barq's  in  a  bottling 
squeeze  in  the  region.  By  contrast, 
A&w,  which  is  distributed  in  the  New 
York  area  by  Coca-Cola  Bottling  Co. 
of  New  York,  is  now  looking  stronger 
than  ever. 

Oppenheimer  &  Co.  analyst  David 
Goldman  reckons  A&w  earned  $14 
million  ($1 .55  a  share)  on  revenues  of 
$123  million  in  1991.  At  a  recent 
37%,  the  stock  is  fetching  nearly  24 
times  earnings,  a  slight  premium  to 
the  S&P  500.  But  Goldman  thinks  that 
A&w's  line,  which  also  includes  Squirt 
grapefmit- flavored  soda  and  Country 
Time  Lemonade,  will  keep  outgrow- 
ing the  soda  industr)'  overall.  And  he 
expects  A&w's  85%  gross  margin  to  go 
even    higher    when    the    sweetener 


aspartame,  which  accounts  for  half  of 
A&w's  cost  of  goods  sold,  comes  of! 
patent  at  the  end  of  this  year. 

Torray!  Torray! 

In  1986,  as  oil  prices  plunged  and  the 
stock  market  soared,  money  manager 
Robert  Torray  steadfasdy  kept  30%  of 
his  money  in  energy-related  stocks 
and  40%  in  cash.  Many  of  his  pension 
fund  clients  grew  tired  of  Torray's 
contrarianism  and  pulled  their  funds 
out  of  his  Robert  E.  Torray  &  Co. 
{Vo^ES,  May  19,  1986). 

Too  bad  for  the  clients  who  desert- 
ed him.  In  1987  energy  stocks  re- 
bounded and  the  stock  market 
crashed,  and  Torray  began  shining 
again.  For  the  five  years  ended  last 
Sept.  30,  Bethesda,  Md. -based  Rob- 
ert E.  Torray  &  Co.  earned  15.2%  a 
year  for  its  clients,  versus  14.7%  for 
the  S&P  500,  according  to  cda  Invest- 
ment Technologies,  Inc. 

While  gloom -and -doom  is  the  cur- 
rent mood,  Torray  has  invested  al- 
most all  of  the  $1.5  billion  he  man- 
ages in  stocks — and  mosdy  unpopular 
stocks  at  that.  He  particularly  likes 
banks  and  has  big  posinons  in  Citi- 
corp, Bank  of  Boston,  ShawTnut  and 
First  Chicago.  "The  banking  system 
has  basically  stabilized,"  says  Torray. 
"There  are  no  large  volumes  of  ques- 
tionable loans  being  put  on  the 
books." 

Torray  also  likes  the  beleaguered 
newspaper  outfits:  Dow  Jones  &  Co., 
New  York  Times,  Boston  Globe  pub- 
lisher   Affiliated    Publications    and 


Monev  manager  Robert  Torray 
Newspaper  and  bank  stocks  look  good. 
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Life  is  unpredictable. 
Thankfully  the  Accond  is  not 

Will  the  stock  market  make  a  meteoric  rise?  Will 
bell-bottom  pants  make  a  comeback?  Does  the  guy 
driving  next  to  you  know  what  he's  doing? 

Maybe. 

At  Honda,  we  concentrate  on  the  third  question. 
Which  is  why  the  Accord  is  a  safe  car  to  drive. 

Settle  in  behind  the  wheel  of  the  Accord  and  the 
first  safety  feature  will  be  right  in  front  of  you.  The 
driver's  side  airbag  Supplemental  Restraint  System 
(SRS).  It's  standard  on  all  1992  Accords. 

Take  to  the  highway  and  there's  a  direct  line  of 
communication  between  you  and  the  road,  thanks  to 
the  4-wheel  double  wishbone  suspension.  The  result 
is  extraordinary  handling  and  control. 

And,  if  life  should  toss  you  an  unexpected  turn  in 
your  Accord  EX,  underfoot  are  anti-lock  brakes:  one 
of  the  safest,  most  effective  ways  to  stop  a  car.  In 
panic  situations,  even  under  adverse  conditions,  they 
help  prevent  the  wheels  from  locking  up. 

We  could  go  on.  The  Accord's  safety  features  are 
numerous.  Rest  assured,  all  are  designed  to  give  you 
peace  of  mind  as  you  travel  through  life. 

Which  means  that  whatever  tomorrow  may  bring, 
you're  prepared  in  an  Accord.  A  soothing  fact  that  we 
know  you'll  be  thankful  for. 
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Now,  Chemical  Banking  Corporation  and  Manufacturers 
Hanover  Corporation  are  one. 

The  new  holding  company  is  Chemical  Banking 
Corporation,  with  $139  billion  in  assets  and  $7.3  biUion  in 
shareholders'  equity.  Few  competitors  exceed  our  capital  strengtii, 
which  we  will  continue  to  build.  Our  financial  strength  and 
staying  power  are  beyond  doubt. 

We  were  die  first  money-center  institutions  to  see  the 
future  and  act  on  it,  creating  the  kind  of  broad-based  financial 
services  company  our  customers  need  and  the  markets  demand  in 
the  1990's  and  beyond.  In  addition  to  Manufacturers  Hanover 
Trust  Company  and  Chemical  Bank,  our  new  organization 
includes  Chemical  Bank  New  Jersey  and  Texas  Commerce 
Bancshares,  leading  institutions  in  their  regions. 

The  new  Chemical  Banking  Corporation  is  aheady  first  in 
key  regional,  national  and  global  markets. 

We  are  number  one  for  individuals  and  small  and  medium- 
sized  businesses  in  New  York,  New  Jersey  arid  Connecticut,  with 
50%  more  branches  than  our  nearest  competitor. 

Through  Texas  Commerce  we  are  the  number  one  bank  to 
Texas  business. 

Nationally,  we  rank  first  in  primary  banking  relationships 
with  American  corporations. 

Globally,  our  combined  capabilities  have  propelled  us  to  the 
top-tier  ranking  in  international  credit  and  capital  markets. 

In  operating  services  such  as  cash  management,  global 
securities  and  corporate  trust,  no  other  institution  will  have  more 
customers  or  so  broad  a  range  of  high-tech  product  offerings. 

Our  merger  also  serves  as  the  model  for  an  industry; 
other  financial  institutions  are  now  following  our  lead,  and  die 
consolidations  needed  to  revitahze  American  banking  are  under 
way  countrywide. 

As  our  customers  and  competitors  will  soon  learn,  this  is 
not  the  last  time  we'll  be  first. 


^Chemical 


^<^' 


'////^/////i^^ 


>  1992  Chemical  Banking  Corporation.  Member  FOIC. 


FIDELITY'S  NO  LOAD  SPARTAN®  FUNDS. 


The  Yields  Are  Higher. 
The  Income  Is  Tax-Free. 


SPARTAN'S  TAX-FREE  FUND  CHOICES 


These  are  tax-equivalent  yields  if  you 
are  in  the  31%  federal  tax  bracket.' 


6.51% 


Spartan 
Municipal 
Money  Fund 


LEAST  RISK 


7.54% 


Spartan 
Short- 
Intermediate 
Municipal 
Fund 


LOW  RISK 


10.10% 


Spartan 
Municipal 
Income 
Portfolio 


MORE  RISK 


Why  settle  for  today's  lower  taxable  yields  when  you  could  benefit  from  federally  tax-free  income  from 
the  Spartan  municipal  funds?  And,  FideUty's  famous  Spartan  Approach^  makes  even  higher  current 
tax-free  yields  possible  for  investors  who  make  few  transactions.^ 


Stability  for  Your  Savings 

Spartan  Municipal  Money  Fund  offers  high  current 
tax-free  yields  with  monev  market  stability.^  The 

>  «  # 

Fund  invests  only  in  high  quahty  short-term 
municipal  obhgations. 

A  Step  Up  in  Yields  With  Low  Risk 

Spartan  Short-hitermediate  Municipal  Fund 
offers  better  yields  than  fixed-price  money  market 
funds.  By  investing  primarily  in  high  quality  bonds 
and  maintaining  an  average  portfolio  maturity 
of  2-4  years,  this  Fund  experiences  low  share 
price  fluctuations. 


For  Even  Higher  Bond  Fund  Yields 

Spartan  Municipal  Income  Portfolio  is  a  quality 
portfolio  of  long-term  municipal  bonds  for  even 
higher  tax-free  yields.  This  Portfolio  has  the  highest 
degree  of  price  fluctuation. 

Call  Fidelity-A  Tax-Free  Leader 

Fidelity  is  dedicated  to  quality  management  for 
investors  like  you.  So  caU  now  for  a  free  prospectus 
with  more  complete  information  on  management 
fees,  transaction  expenses,  and  the  Income  Port- 
folio's redemption  fee.  Read  it  carefuU\-  before  you 
invest  or  send  monev 


Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


Investments 


Common  sense.  Uncommon  results.      CODE:  FORBSMB  012092 


'Annuabzed  historical  yields  (as  of  12/16/91)  and  average  annual  returns  (for  the  periods  ending  9/50/91)  are:  Mone\  Fund.  4.49°o  l~-day),  Shon-lnlermediate  Fund, 
5.20%  (30-day)  8.51%  (1-year)  and  4.86%  (life  ofhind).  Income  Portfolio.  6.97%  (.30-day).  13-45%  (l-\var).  and  10.98%  (lifeoffundV  Yields  vary.  Perfor- 
mance figures  are  historical  and  total  return  includes  change  in  share  prices,  w  hich  var\  (except  on  Money  Fund),  reinvestmenl  of  di\  uiends  and  capital  jrams  and  the  effect 
of  the  S5  closeoul  fee  on  an  average  size  account.  In  the  bond  funds,  \ou  ma\  have  a  cain  or  loss  when  you  sell  \our  shares  If  the  advisor  had  nirt  paid  a  jiortion  i>f  expense.; 
the  yields  and  ti\-equivalent  yields  would  have  been  approximately  4.19%  and  6.07%  (Money  Fund)  and  6.7"'%  and  9.81%  (InconH-  Portfolio!,  n'sptviiwh.  and 
total  return  would  have  been  lower.  Expense  limitations  ma\  be  terminated  or  revised  at  any  time,  at  w  hich  time  yield  w  ill  go  down  A  portion  of  income  ma\  he  subiect  to 
the  federal  alternative  minimum  tax.  -Transactions  w  ill  reduce  your  yield  \\n  inwstment  in  the  Monev  Fund  is  not  insured  or  guaranteed  bv  the  I  ,S.  Government  and  no 
2r   assurance  can  be  made  that  the  Si  share  price  will  be  maintained  Fidelity  Distributors  Corporation,  82  Deviinshiri'  Street,  Boston.  M  \  02UW 


annett  Co.,  of  USA  Toddy.  All  have 
en  hammered  by  reductions  in 
to,  retail  store  and  real  estate  adver- 
jsing.  Torray  isn't  quite  sure  whether 
[1  the  ad  lineage  will  ever  return,  but 
e  is  confident  that  many  ads  will 
bme  back  once  the  economy  turns 
round.  This,  combined  with  reduced 
•perating  costs,  should  make  the 
jiewspapers  solidly  profitable  once 
gain. 

Il^dvantage,  women 

ILast  year  number-one-ranked  wom- 
an's tennis  star  Monica  Seles,  now  18, 
Ivon  $2.4  million— $800,000  more 
than  Forbes  predicted  (Au^.  19, 
1991).  And  that  doesn't  count  the  $6 
million  in  product  endorsements  and 
jother  earnings. 

This  year  things  are  looking  even 
better  for  Seles'  bank  account.  Gerard 
Smith,  head  of  the  Women's  Tennis 
Association,  wants  to  bundle  eight  or 
nine  women's  tournaments,  plus  the 


rid  »  40  hlf^hcst-patcl  athletes 
P«t*r  Oriicfcw  looks  atead 


t^t. 


.mil  Moiiicj  Sflcs 


I  oo  young 
t<»  vote 
but  not 
too  young 
to  make  over 
S.S  million 
each  this  vear 
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championships,  and  market  the  pack- 
age worldwide.  "The  men's  tour  has 
just  done  that  and  got  $42  million  for 
their  television  rights  out  of  Germany 
alone,"  says  Smith. 

More  aggressive  marketing  would 
suit  professional  women  tennis  play- 
ers. The  top  150  women  players  won 
an  average  of  $154,000  last  year.  On 
average,  the  top  1 50  male  players  won 
$289,000.  If  Smidi  gets  his  way,  die 
earnings  gap  should  narrow. 

-Peter  Newcomb  ^ 
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IfTIme  IS  Money, 

TW?fe  MTravel 

Card  Will  Save  Your 

Business  a  Fortune. 


It  Saves  Your  Company  Time  and  Money. 

^  With  TWA's  Air  Travel  Card 

Payment  System,  all  your  company's 
airfare  expenses  are  billed  to  a  single 
account  number,  saving  hours  of  auditing 
time.  It  also  improves  your  cash  flow  by 
eliminating  the  need  for  cash  advances 
or  reimbursements. 

No  Fees,  No  Finance  Charges, 
No  Credit  Limit. 

Cards  are  accepted  by  more  than  200  airlines  worldwide  and 
Amtrak.  Pay  only  for  the  travel  expenses  charged.  No  annual  per  card 
fees  or  interest  charges,  regardless  of  the  number  of  cards  issued. 
Subscribers  are  entided  to  an  unlimited  line  of  credit. 

Automatic  Air'Mvel  Insurance. 

When  tickets  are  charged  to  a  TWA  Air  Travel  Card  accovmt, 
travelers  will  be  covered  by  a  $200,000  air  travel  insurance  policy  at 
no  extra  cost. 

Customized  Billing  Options. 

TWA  offers  customized  statements  designed  to  meet  your 
company's  accounting  needs.  We  can  provide  easy-to-read 
statements  up  to  five  times  a  month  with  subtotals  according  to 
passenger/employee  name  or  ID. 

Now's  THE  Time. 

If  you're  spending  too  much  time  on  corporate  travel  records, 
TWA's  Air  Travel  Card  is  the  one  for  you.  After  all,  time  is  money. 
For  an  application  or  more  information,  call  1-800-872-8374. 


Changing  toe  Business  of  Business  Travel 


SM 


1-800-888-9896 


Call  FORBES  SUBSCRIBER  SERVICE 

To  Change  Your  Address  Or  Order  A  New  Subscription 
(Allow  4-6  weeks  for  Address  Change.  Please  quote  subscriber  number  on  address  label  of 
magazine.)  Or  mail  this  coupon  with  current  address  label. 


Name 


New  Address 

City  

State  


.  Zip 


Forbes, 

P.O.  Box  10048 

Des  Moines,  LA  50340-0048 


NEW  SUBSCRIPTION 
D    1  Year  (27  issues)  $52 
In  Canada,  1  year  $90  Can. 
International,  add  $67  to  U.S.  annual  rate. 


n  3  Years  (81  issues)  $104 


F-3820 
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Ocean  Grief  Club 

The  Ocean  Reef  Club,  in  Key  Largo, 
Fla.,  has  a  lot  of  grief.  Its  owner  is 
Cincinnati's  Carl  Lindner,  head  of 
Chiquita  Brands  International,  Inc. 
and  Great  American  Communica- 
tions Corp.  Lindner  has  bought  out 
his  minorit)^  partners  in  the  4,000- 
acre  upmarket  resort  development 
(houses  start  at  around  $800,000) 
and  put  his  youngest  son,  3 1  -year-old 
Keith  Lindner,  in  charge.  There's  lit- 
de  land  left  to  sell  in  the  2  3 -year- old 
development,  so  Keith  began  raising 
prices.  He  increased  new  property 
owners'  initiation  fees  to  join  the 
voluntary  club  from  $4,000  to  as 
much  as  $20,000  and  almost  doubled 
annual  dues,  to  $3,450,  from  $1,800. 
More  than  200  property  owners 
have  filed  a  lawsuit  in  state  court 
against  the  club,  charging  it  violated 
Florida's  antitrust  laws.  "They  have 
made  damn  near  100%  enemies  of  the 
people  down  here,"  grouses  William 
Kelly,  president  of  the  Ocean  Reef 
Club  property  owners  association.  No 
comment  from  the  Lindners. 

-Seth  Lubove 


Do-it-yourself  sale 

Heathkits — those  mail  order  elec- 
tronics kits  for  everything  from  ham 
radios  to  personal  computers  that 
were  popular  with  hobbyists  during 
the  1950s  and  1960s — are  about  to 
disappear.  The  Heath  Co.  of  Benton 
Harbor,  Mich,  has  stopped  produc- 
ing the  do-it-yourself  consumer  elec- 
tronics kits  and  figures  current  inven- 
tory will  be  sold  out  by  March. 

Heath  Co.  has  a  new  focus,  some- 
thing it  calls  "home  automation." 
For  example,  Heath  now  markets  the 


Radar  Watchdog  (at  $99.95);  this  is  a 
burglar  alarm  system  that  uses  micro- 
wave radar  to  detect  motion  through 
doors  and  walls.  It  emits  a  "loud, 
angry  barking"  sound  when  engaged. 
But  whether  Heath's  new  product 
line  will  save  the  company  remains  to 
be  seen.  Groupe  Bull,  the  French 
computer  company  that  picked  up 
Heath  as  part  of  its  1989  acquisition 
of  Zenith  Data  Systems,  has  been 
trying  to  flog  Heath  for  almost  a  year. 
So  far,  no  takers. 

-Christopher  Palmeri 

What's  Steinbrenner 
upto^ 

Last  year  was  not  a  good  one  for 
George  M.  Steinbrenner  III.  Major 
league  baseball  commissioner  Fay 
Vincent  found  him  unfit  to  run  the 
New  York  Yankees.  And  the  market 
price  of  his  American  Ship  Building 
Co.  plunged.  Recentiy  trading  on  the 
New  York  Stock  Exchange  at  1%  a 
share,  the  stock  has  fallen  by  almost 
half  since  mid- 1990.  Steinbrenner 
controls  37%  of  the  company's  10 
million  fully  diluted  shares. 

Last  winter  Steinbrenner  promised 
to  put  up  personal  collateral  to  secure 
$38  million  worth  of  loans  to  Ameri- 
can Ship  Building.  Was  he  throwing 
good  money  after  bad.^  Perhaps  not. 
In  exchange  for  the  commitment, 
Steinbrenner  received  the  right  to 
convert  any  loans  made  against  his 
guarantees  into  equity  at  below-mar- 
ket  prices.  At  current  prices  the  deal 
could  increase  his  stake  to  as  high  as 
83%,  putting  Steinbrenner  in  a  posi- 
tion to  take  the  $70  million  (estimat- 
ed 1991  revenues)  company  private  at 
fire -sale  prices. 

The  company  is  currently  valued  by 
Wall  Street  at  less  than  $12  million. 
How  much  it's  really  worth  is  hard  to 
say.  It  has  had  negative  cash  flow  and 
has  been  losing  money  since  1987. 
But  American  Ship  Building  does 
own  valuable  real  estate  and  manufac- 
turing facilities  in  Tampa,  Fla.  In  just 
two  years  its  backlog  has  swelled  100- 
fold  to  $1 10  million.  And  it  is  likely  to 
get  another  $300  million  in  U.S. 
Navy  orders.  In  June,  Steinbrenner 
gave  up  the  titles  of  chairman  and 
chief  executive  ofticcr  to  retired  admi- 
ral Paul  D.  Butcher. 

As  for  Steinbrenner,  he  is  clearly  a 


George  Steinbrenner 

Going  back  to  shipbuilding? 


take-charge  guy.  He  is  reportedly 
holding  secret  talks  with  Vincent  to 
be  reinstated  at  the  Yanks'  helm.  Is  he 
thinking  of  taking  American  Ship  . 
Building  private?  Says  George: 
"That's  always  an  opportunin,'." 

-James  R.  Norman 

Yo,  dude,  you're  fired 

Bad  news  in  the  record  business.  Mu- 
sic sales  in  last  year's  first  sbc  months 
were  flat,  at  $3.5  billion,  according  to 
the  Recording  Industn*  Association 
of  America,  and  the  second  half 
wasn't  much  better,  despite  new  re- 
cordings out  firom  stars  like  Michael 
Jackson,  Prince  and  Hammer.  Blame 
the  recession,  the  high  costs  of  several 
labels  last  year,  plus  the  huge  fees  to 
sign  up  talent. 

Now  firings  have  begun  in  earnest. 
Polygram  has  sacked  some  10  execu- 
tives. MCA  Music,  which  was  recently 
acquired  by  Japan's  Matsushita,  laid 
off"  about  25  workers;  officials  sav 
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ere  will  be  no  raises  for  the  survivors 

1992.  No  lifetime  employment, 

ither,  at  Britain's  Thorn  EMi  Pic, 

ivliich  paid  hundreds  of  millions  for 

Chrysalis  Records  and  SBK  Records 

id  is  expected  to  fire  150,  or  30%  of 

s  staff.  Industry  insiders  say  it's  only 

matter  of  time  before  pink  slips  hit 

e  desks  at  Time  Warner's  Warner 

ros.  Records,  Sony's  Sony  Music 

and  Germany's  Bertelsmann  Music 

iroup.  -Peter  Newcomb 
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Too  ambitious  by  half 

I  One  cold  call  too  many  got  penny 
i  stock  broker  Stephen  West  into  hot 
water.  West  works  in  the  Wood- 
bridge,  N.J.  office  of  Hibbard  Brown 
&  Co.,  the  brokerage  firm  with  ties  to 
penny  stock  meister  Robert  Brennan 
(Forbes,  Dec.  24,  1990).  In  Novem- 
ber West  repeatedly  called  Indiana 
resident  Robert  Lott.  West's  hot 
pitch  concerned  a  newly  listed  Nas- 
daq stock.  Site -Based  Media,  a  com- 
pany that  installs  televisions  in  super- 
market aisles  and  plays  videos  adver- 
tising products  on  sale  in  the  aisle. 

What  cold-caller  West  didn't  know 
was  that  Lott  is  an  investigator  with 
the  Indiana  Secretary  of  State's  Secu- 
rities Division.  If  he  had  known,  he 
probably  wouldn't  have  bragged  of 
his  1 1  years'  experience  as  a  securities 
"broker — ^West  is  just  27  and  has  had 
his  broker's  license  only  18  months. 

And  he  might  have  picked  a  health- 
ier stock  to  push.  Site -Based  Media's 
chairman,  Robert  Landau,  resigned 
in  November  after  New  Jersey  securi- 
ties regulators  halted  trading  in  the 
stock.  They  were  concerned  about 
Landau's  1989  guilty  plea  to  wire 
fraud  for  misrepresenting  the  finan- 
cial state  of  his  former  company. 

Site- Based  Media  isn't  doing  very 
well,  either.  Since  1989  it  has  lost  $6 
million  on  sales  of  $542,000;  its 
auditors  have  questioned  whether  it 
can  generate  enough  sales  to  stay  in 
business. 

After  doing  some  quick  research  on 
Site -Based  Media,  investigator  Lott 
followed  through:  Broker  West  and 
the  firm  of  Hibbard  Brown  have  been 
charged  by  the  state  of  Indiana  with 
abusive  sales  tactics  and  have  been  hit 
with  a  cease  and  desist  order.  Neither 
West  nor  Hibbard  Brown  would 
comment.  -Edward  Giltenan 
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The  people 
Ave  deliver, 
deliver. 
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Performance,  i>bt' promises,  from  the  largest 
recruiting  firjn  in  the  world:  Our  contingency  fee 

stricture' assures  your  satisfaction.  Look  in  the 
-^--       white  pages  for  the  office  nearest  you.  * 

MANAGEMENT         , 
RECRUITERS* 

The  search  and  recruiting  speaalists  .  ^ 
Over  400  offices  in  ihe  U  S  and  Canada 


Top-ranked 
funds  for 
your  retirement. 

If  solid  growth  over  time  is  what  you  want  in  a  retirement  investment, 
consider  Twentieth  Century  Investors.  Two  of  our  funds,  Growth 
Investors  and  Select  Investors,  are  ranked  #2  and  #4  out  of  362 
mutual  funds  in  the  country  for  their  15-year  performance  ending 
September  30, 1991.*  And  here's  another  plus — no  sales  fees  or 
commissions.  Call  us  for  a  free  prospectus  with  more  complete 
information  about  Twentieth  Century  Investors,  including  charges 
and  expenses.  Please  read  the  prospectus  carefully  before  investing. 


1-800-345-2021 

Ranked  by  Upper  Analytical  Services,  Inc.,  a  leading  independent 
mutual  fund  ranking  service.  Data  quoted  represents  past  perform- 
ance. Investment  return  and  principal  value  will  fluctuate,  and 
redemption  value  may  be  more  or  less  than  original  cost. 


FBS 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 
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No -Load  Family  of  Funds 


C  1992  Twentieth  Ct-ntury  Investors.  Inc 
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Once  you  get  a  taste  of  our  no-nonsense  approach  to  luxury,  you'll  have 


a  hard  time  settling  for  anything  less.  Whether  you  ^vant  to  wine  and  dine  a 


client  in  sumptuous  surroundings,  or  simply  enjoy  a  late-night  burger,  we  go 
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all  out  to  satisfy  you.  For  reservations  at  a  Westin,  Caesar  Park,  Camino  Real 
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or  the  Hotel  Vier  Jahreszeiten,  call  your  travel  consultant  or  800-228-3000. 
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READERS  SAY 


The  lure  of  money 

Sir:  Re  "The  power  of  positive  inspi- 
ration" (Dec.  9,  iPPiJ.  Although  very 
few  people  grow  very  rich,  tiiere  are 
many  who  earn  an  additional  $200, 
$500  or  $1,000  each  month  widiout 
having  a  boss  to  assess  their  perfor- 


Amvra^^ 


SHOP  WITHOUT 
GOING   SHOPPING 


WELCOME 
TO  AMWAY 

PLANT  TOURS 

Monday  thru  Friday 

PUBLIC  INVITED 


TOURS  BEGIN:     9u<     IOm     11am     1pu     2pm     3m 

VISITOR   ENTRANCE  0.6  MILE   EAST 


mance.  Am  way  succeeds  because 
most  people  just  want  a  chance  to 
make  more  money.  At  a  time  when 
most  companies  are  laying  off  work- 
ers. Am  way  offers  people  a  chance  to 
maintain  or  increase  their  standard  of 
living. 

-Michael  Jones 
Arlington,  Va. 

Different  foundations 

Sir:  Re  "Can  Madison  conquer 
Prague?"  (Dec.  23,  1991).  The  feder- 
ation was  conceived  and  created  after 
freedom  was  won  from  the  English 
colonial  rule.  It  was  a  federation,  not 
of  individual  national  (ethnic)  federal 
republics,  but  of  States  that  actually 
are  the  economic  and  administrative 
federal  units.  The  problem  of 
Czechoslovakia  is  the  same  as  the 
problems  of  the  Soviet  Union,  Yugo- 
slavia, etc.  Various  nations  were  his- 
torically compelled  to  live  together  in 
one  State,  in  which  a  nation  does  not 
feel  free  from  the  others. 
-Slavko  Knezevic 
Cincinnati,  Ohio 

Like  father,  like  son? 

Sir:  I  have  not  sold  any  shares  (Street- 
walker, Oct.  28,  1991).  Earlier  this 
year,  my  son,  Lloyd  Eric  Cotsen,  sold 
some  stock.  Your  writer  has  the  same 
trouble  my  bank  has  in  distinguishing 
my  son's  name  from  mine.  The  only 
two  distinctions  arc  that  his  middle 
name  is  Eric,  and  mine  is  Edward, 


and  my  account  is  full  and  his  is 
usually  overdrawn.  "Insiders  Edge" 
did  mistake  my  son  for  me.  That's 
why  we  all  call  him  "Eric."  I  wish  the 
SEC  would  also. 
-Lloyd  E.  Cotsen 
Chairman/Chief  Executive  Officer 
Neutro£[ena  Corp. 
Los  Angeles,  Calif. 

Counting  the  trees 

Sir:  Re  "Spare  that  tree!"  (Dec.  9, 
1991).  The  Forest  Service  timber  sale 
accounting    system    was    developed 
over  the  last  eight  years  with  direct 
oversight  from  Congress,  the  Office 
of  Management  &  Budget  and  the 
Government  Accounting  Office.  In 
all  instances  either  the  Service's  sys- 
tem was  given  a  clean  bill  of  health  or 
the  Forest  Service  made  changes  rec- 
ommended by  the  reviewers. 
-Frank  Gladics 
Vice  President 
Public  Timber  Council 
National  Forest  Products  Association 
Washin^fton,  D.C. 

Sorry,  no  help 

Sir:  Your  article  "Messy  accounting" 
(Oct.  14,  1991)  highlights  an  issue 
that  is  increasingly  common  but  dis- 
tressingly difficult  in  corporate  disclo- 
sure. If  discussions  with  our  clients  are 
any  guide,  the  real  issue  is  the  incredi- 
ble lack  of  predictability  regarding 
potential  damage,  liability  and  insur- 
ance  coverage.   While   your  author 
suggests  that  "investors  are  entitled 
to  some  help  in  judging  the  risks,"  the 
simple  fact  is  that  managers  are  all  too 
frequentiy  unable  to  provide  help. 
-Michael  Rosenbaum 
Deputy  Managing  Partner 
The  Financial  Relations  Board,  Inc. 
Chicago,  III. 

What's  going  on? 

Sir:  Re  Forbes  Informer  (Nov.  25, 
1991).  We  read  that  "half  a  dozen 
present  and  former  executives  of  Hill 
and  Knowlton"  held  a  "secret"  meet- 
ing in  London  in  early  October  with 
the  object  of  "hatching"  a  buyout  of 
our  firm.  No  one  on  either  the  Board 
or  the  Executive  Cx)mmittee — who 
would  be  the  logical  participants  in 
such  a  gathering — had  such  a  meet- 


ing. To  our  knowledge  no  one  in  the 
firm  participated  in  such  a  meeting. 
-Robert  Keith  Gray 
Chairman  of  the  Board 
David  Wynne-Morgan 
Chairman,  Executive  Committee 
Hill  and  Knowlton 
Washington,  D.C. 

Sex  education 

Sir:  Re  "The  big  lie"  (Dec.  23, 1991). 
Sowell  actually  goes  so  far  as  to  sug- 
gest that  sex  education  causes  teenage 
pregnancies.  This  is  wrong.  There  is  a 
great  deal  of  data  about  the  relative 
influence  of  sex  education  and  other 
variables  on  teenage  pregnancy,  and 
the  overwhelming  conclusion  is  that 
no  conclusion  can  be  reached. 
-Philip  D.  Harvey 
Carrboro,  N.C. 

Not  worth  it 

Sir:  Re  "The  King  Lear  strateg)^" 
(Dec.  9,  1991).  Medicaid  has  a  dismal 
reputation  for  access,  quality,  reim- 
bursement, discrimination  and  insti- 
tutional bias.  As  Medicaid  budgets 
skyrocket  and  government  deficits 
strangle  public  assistance,  even  exist- 
ing levels  of  access  and  quality'  will  not 
be  sustained  much  longer. 
-Stephen  A.  Moses 
Kirkland,  Wash. 

Birds  of  a  feather 

Sir:  Re  "Socialism  by  another  name" 
(Dec.  9,  1991).  That  form  of  socialism 
wherein  government  controls  pro- 
duction while  leaving  the  means  of 
production  in  private  hands  is  called 
fascism;  it  is  not  neosocialism. 
-Ernest  R.  Lewis 
Olympia,  Wash. 

Business  strategy 

Sir:  Re  "The  gospel  according  to  Sun 

Tzu"  (Dec.  9,  1991).  Friction  in  war 

or  business  cannot  be  eliminated.  The 

proper  goal  is  to  employ  a  philosophy 

and  procedures  that  allow  a  company 

to  wcirk  effectively  within  the  inc\ita- 

ble  friction. 

-John  David  Kuntz 

Director 

War  Games  for  Business 

Austin,  Tex. 


22 


Forbes  ■  Januan-  20,  1992 


The  Citation  11  Operates  For  LessThan 
Any  OtlierTiirbine  Aircraft.  Prop.  Or  Jet. 

Guaranteed 


It's  this  simple: 

We  guarantee  that  your  companys 
cost  of  operating  a  Citation  II  business 
jet  will  be  less  than  the  published  direct 
operating  costs  for  any  new,  full-size 
turbine  aircraft.  If  it  isn't,  Cessna  will 
write  you  a  check  for  the  difference. 
For  three  full  years. 

That's  an  exceptional  guarantee. 
But  then,  this  is  an  exceptional  aircraft. 

Simply  stated,  the  Citation  II  is  the 
most  cost-effective  turbine  aircraft  you 
can  buy  Turboprop.  Or  jet.  But  that 
efficiency  doesn't  come  at  the  expense 
of  speed,  range,  or  comfort. 


The  Citation  II  flies  nearly  100  mph 
faster  and  two  miles  higher  than  the  #1 
turboprop.  So  it  takes  you  comfortably 
above  most  thunderstorms,  and  puts 
you  far  ahead  of  the  competition. 

The  Citation  II  can  carry  four  pas- 
sengers well  over  1,750  miles,  nonstop. 
That's  more  than  150  miles  farther  than 
the  King  Air  350,  for  example. 

And  the  completely  redesigned 
Citation  II  cabin  makes  the  style,  com- 
fort, and  quiet  once  associated  only 
with  midsize  Citations  available  to 
light  jet  owners. 

The  Citation  II  delivers  all  that 


while  maintaining  an  efficiency  we'll 
put  up  against  anyone's  turbine  air- 
plane. Prop  or  jet.  And  we'll  put  that 
guarantee  in  writing. 

To  learn  more  about  putting  your 
company  in  the  most  efficient  turbine 
business  aircraft  you  can  buy,  write  to 
Roy  H.  Norris,  Senior  Vice  President  of 
Marketing;  Cessna  Aircraft  Company; 
P.O.  Box  7706;  Wichita,  KS  67277. 
OrcaUl-800-4-CESSNA. 
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In  praise  of  versatility. 


Crossbill 


Spoonbill 


Some  birds  catch  fish.  Some 
bore  for  insects.  Still  others 
filter  their  food  from  water. 
They're  not  all  of  a  feather  and 
nature  has  endowed  each 
species  with  a  beak  specially 
adapted  to  its  need.  But  no 
matter  what  its  shape  or 
function,  each  beak  is  made 
of  the  same  material. 
Glass  is  another  ma- 


extraordinary  variety  of  spe- 
cially adapted  forms,  func- 
tions and  properties.  Schott 
proves  it  every  day. 

We've  developed  glass 

that  transmits  laser  beams, 
glass  that  purifies  sewage, 
glass  that  withstands  a  wide 
range  of  temperatures. 

In  fact,  with  more  than 

50,000     products,     Schott 


terial   that  can  take  on  an       produces  special  glass  that 


has  even  more  applications 
than  nature's  solution.  After 
all,  there  are  only  about  8,600 
species  of  birds. 

Schott  worldwide:  50 

production  facilities,  repre- 
sented in  more  than  100 
countries,  with  over$  1.5  bil- 
lion in  sales. 

Schott  in  North  Amer- 
ica: 11  companies  employing 
more  than  1,800  people. 


Would  you  like  to  know 

more  about  our  special 
glass?  Write  to:  Schott  Cor- 
poration, Dept.  F17,  3  Odell 
Plaza,  Yonkers,  NY  10701. 


ra  SCHOTT 

Nobody  knows  more  about  glass. 
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'With  all  thy  getting  get  understanding" 


act  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


TO-THE-POINT  POLITICAL  PUNDITRY 

An  observation  our  Moscow  ambassador,  Robert  Strauss,  made  20  years  ago 
when  Democratic  Party  chairman  applies  equally  well  to  this  presidential  race: 
"If  we  didn't  have  to  run  someone  against  Nixon,  we'd  win  in  a  landslide." 

LOWERING  INTEREST  RATES  WILL  HELP  REAL  ESTATE 

NEXTSTEP:  Cut  capital  gains  taxes.  Remember,  realty  tax-loss  writeoffs  do  not  new  tenants  create. 

WHO  WILL  BE  THE  NEXT  TR? 


The  U.S.  is  ripe  for  a  major  reform  movement. 

Not  since  the  1 890s  or  the  1930s  has  there  been  so  much 
ferment  for  change.  F.D.R.'s  New  Deal  arose  from  eco- 
nomic catastrophe.  But  Teddy  Roosevelt's  Progressive  Era 
grew  out  of  soil  that  bears  resemblance  to  that  of  today. 

In  the  1890s  the  public  knew  of  the  need  for  innovation 
in  how  we  were  governed,  how  we  were  taxed,  how  the 
economy  was  regulated.  Yet  until  Roosevelt  took  office,  no 
national  politico  effectively  tapped  this  wellspring.  Demo- 
crats were  wedded  to  an  economic  nostrum  that  silver 
money  would  cure  all 
'our  woes.  Republicans 
were  content  to  be 
against  this  foolishness. 

Roosevelt  changed 
the  pohtical  scene  dras- 
tically, making  the  Re- 
publicans the  party  of 
economic  growth  and 
democratic  change. 

As  in  the  1890s,  to- 
day's politicos  are  miss- 
ing a  rare  opportunity  to  reshape  the  political  landscape. 
Democrats  are  mired  in  discredited  policies  of  more 
spending  and  more  taxation;  of  being  hostile  to  the  values 
of  most  American  voters;  and  of  being  wedded  to  social 
policies  that  unwittingly  exacerbate  poverty  and  deepen 
racial  tensions.  Most  Republicans  today  know  better  what 
they  are  against  than  what  they  are  for. 

It  takes  no  genius  to  outline  a  new  Progressive  Era: 

■  Taxes.  Cut  them  to  stimulate  economic  growth.  John 
Kennedy  did  it.  So  did  Ronald  Reagan.  Why  doesn't  Bush." 


GB  a  TR?  Both  were  war  heroes.  Teddy  rode  horses;  Bush  likes  more  horsepower. 


■  Education.  Parents  want  radical  change — to  send 
their  kids  to  schools  of  their  own  choosing. 

■  The  legal  system.  Dan  Quayle  was  right.  It's  a  mess, 
and  the  public  knows  it.  Fundamental  reform  is  possible. 

■  Inner  cities.  Housing  Secretary  Jack  Kemp  has  inno- 
vative ideas,  but  few  in  D.C.  are  interested. 

■  Health.  Opening  it  up  to  free-market  forces  would 
do  wonders  to  curb  costs,  to  expand  coverage  and  to 
promote  even  more  innovation. 

■  Regulation.  It  is  rapidly  growing  again,  particularly 

with  the  environment 
and  with  the  F.D.A., 
thereby  hurting  both 
our  health  and  the  econ- 
omy's ability  to  grow. 

■  Term  limitations  for 
state  and  national  legis- 
lators can  be  this  age's 
equivalent  of  the  turn- 
of-the-century  move- 
ment for  direct  election 
of  U.S.  senators  (previ- 
ously, they  were  chosen  by  state  legislatures). 

■  Privatization.  Both  the  Feds  and  the  states  could 
push  innovative  ways  of  providing  social  services  and 
rebuilding  our  infrastructure,  including  privately  held 
highways.  (We  may  yet  get  to  buy  the  Brooklyn  Bridge.) 

■  Sound  money  and  low  interest  rates.  We  once  had 
both.  Why  not  again." 

If  President  Bush  fails  to  fully  exploit  these  opportuni- 
ties. Democrats  can  move  into  the  vacuum. 
An  exciting  new  era  is  upon  us. 


GERMANY  WAS  RIGHT 

to  force  Western   Europe  to  recognize  Slovenia  and     lowed,  but  the  U.S.  has  yet  to  do  so  for  fear  it  might 
Croatia  as  independent  countries  from  the  rubble  of     egg  the  Serbians  on  in  their  war  against  Croatia. 
Yugoslavia.  Britain,  France  and  others  reluctandy  fol-         This  reluctance  is  misplaced,  misguided.  The  only 
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way  to  stop  fighting  in  that  region  is  to  persuade  the  Recognition  of  Slovenia  and  Croatia  brings  one  forml 

thugs   running   Serbia   that   their   aggression   will   go  of  pressure    on    Serbia.    Another   would    be    to    give! 

unrewarded.  They  have  violated  14  cease-fires  and  will  defensive  arms  to  these  two  new  countries.  The  faster! 

violate  any  others  cobbled  together  as  long  as  they  we  recognize  and  deal  with  new  realities,  the  quicker! 

maintain  military  superiority.  peace  will  be  restored. 


BUT  BONN  SHOULD  HAVE 

for  letting  the  Bundesbank,  its  Federal  Reserve  equiva- 
lent, raise  interest  rates  to  their  highest  level  since  the 
deutsche  mark  was  born  in  1948. 

Teutonic  tight  money  is  deflating  neighboring  econo- 
mies. The  Federal  Republic  itself  has  escaped  the  conse- 
quences of  this  folly  only  because  Bonn  is  pump-prim- 
ing tens  of  billions  of  marks  into  eastern  Germany. 
Bonn  has  already  raised  taxes  to  dangerous  levels.  When 


ITS  KNUCKLES  RAPPED 

the  spending  splurge  begins  easing,  the  German  econo-  \ 
my  will  descend  into  recession. 

Coming  at  a  time  when  critical  European  Community  I 
trade  decisions  are  being  made,  the  slump  will  ftiel  pro- 
tectionist sentiments. 

All  the  more  reason,  then,  for  the  U.S.  to  pass  a 
growth-oriented  tax  cut.  No  one  else  is  in  condition  to 
lead  a  recovery  this  year. 


WHY  DOWN  UNDER  IS  SO  DOWN 

Australia  is  in  its  worst  economic  slump  since  the  Great  situation.  Is  it  just  a  coincidence  that  the  Western  world's 
Depression.  The  ruling  Labor  Party  has  just  ousted  its  sickest  economy  has  the  noncommunist  world's  highest 
longtime  leader  in  hopes  that  a  new  face  can  salvage  the     capital  gains  tax? 

ANENT  THOSE  DISAPPOINTING  CHRISTMAS  SEASON  SALES 


Stanley  Marcus,  whose  retailing 
genius  gave  him  fame  and  made 
Neiman  Marcus  a  national  name, 
recendy  visited  New  York  depart- 
ment stores  and  found  indifferent 
salespeople  who  made  no  effort  to 
persuade  him  to  buy.  Disinterest  in 
serving  and  seUing  is  not  new  or 
recession-made.  1  recendy  bought  a 
30-year-old  letter  that  then-Sena- 


Searching  for  a  Sales  Pitch 

Retail  Expert  Wanted  a  Sweater, 
But  Got  a  Cold  Shoulder  Instead 

While  merchants  are  busy  blaming  the  economy  for 
their  woes,  Stanley  Marcus  points  his  accusing  finger  at 
them. 

During  a  recent  stroll  thm-ioK  cnmo  of  Npw  y<"'- 

-NEW  YORK  TIMES 


wrote  on  the  subject  of  selling:  "1 
walk  into  a  store  and  approach  a 
department,  say  the  cosmetic  de- 
partment, and  ask  for  a  package  of 
razor  blades.  1  lay  out  a  $5  bill  and  1 
will  buy  anything  up  to  that  amount 
that  the  salesperson  suggests.  Be- 
lieve it  or  not,  in  trying  this  over  ten 
years,  I  have  had  only  two  salespeo- 
ple get  the  entire  $5.  American 


tor  and  later  GOP  presidential  candidate  Barry  Goldwater     business  has  just  forgotten  the  importance  of  selling." 


THE  MOST  BEAUTIFUL  CITY  IN  THE  WORLD 

Prague.  Florence  and  Paris  pale  in 
comparison. 

The  storybook  architecture  is  not 
confined  to  one  square  but  can  be  seen 
throughout  the  city.  You'll  never  take  a 
more  enchanting  walk  than  across  the 
Charles  Bridge  on  a  cold,  clear  night. 

Visit  this  urban  fairy-tale  land 
before  it  becomes  a  tourist  mecca.  It 
will  be  one  of  your  most  inspiring 
trips  ever. 
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DOGGED  BT 

The  Private  Lives  of  Winston  Churchill — by  John 
Pearson  (Simon  &  Schuster,  $27.50).  This  otherwise 
conventional  biography  of  Britain's  greatest 
figure  sets  itself  apart  by  focusing  on  the  severe 
psychological  problems  of  Churchill  and  his 
family.  While  thankfijlly  avoiding  the  usual  psy- 
chobabble, it  paints  an  overly  harsh  portrait  of 
the  savior  of  Western  civilization.  There's  hard- 
ly a  nice  word  about  anyone  except  Churchill's 
youngest  daughter,  Mary,  whose  strong-willed 
governess  supposedly  sheltered  her  from  the 
destructive  influences  of  her  parents.  But,  as  the 
book  makes  plain,  almost  all  of  Churchill's 


DEPRESSION 

ancestors  were  afflicted  with  depression.  Sir  Wmston's 
own  extraordinary'  \\'ill  (they  didn't  have  antidepressant 
medication  in  his  time)  prevented  what  he 
called  the  "Black  Dog"  ft-om  destro\ing  him. 
Excerpt:  Tin-  arrival  of  their  first  ""Puppy-kit- 
ten''— a  redheaded  danjjhter,  seems  to  have  de- 
lijfhted  Churchill. 

"Is  she  a  prett}'  child?''  Uoyd  Georjje  asked 
him.  "77;f  prettiest  child  ever  secfty''  the  proud 
father  afLUvered. 

"'Like  her  mother,  I  suppose,"  said  Lloyd 
Ceorjje.  "N«,"  said  Churchill.  ""She  is  the 
ima^c  of  me.''  ^ 
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yn  a  breeze-swept  island  off 
Vliami,  in  the  warm  waters  of  the 
\tlantic,  a  magnificent  Mediter- 
ranean village  awaits. 

Its  name  is  Fisher  Island. 

Here  are  gathered  people  from 
around  the  world  who  share  a 
common  appreciation  for  life  and 
living  to  the  fullest 

Their  community  offers  a  superb 
seaside  golf  course;  a  tennis  center 
with  grass  and  clay  courts;  an  inter- 
national spa  named  one  of  America's 
finest;  two  deepwater  marinas  for 
yachts  of  any  length;  seven  restau- 
rants; a  dinner  theater  and  shops 
in  an  environment  of  privacy  and 
security. 

Fisher  Island  is  a  worid  unto  itself 

Best  of  all,  the  residences  are  splen- 
did: spacious  (to  7,500  square  feet), 
with  oversized  terraces  and 
sensational  views  of  the  Miami  sky- 
line, Biscayne  Bay  and  the  Adantic. 
Some  are  on  Fisher's  nearly  mile- 
long  beach. 

If  you  long  for  a  superb  home  on 
a  tropical  island,  join  the  discrimina- 
ting people  who  have  discovered 
Fisher  Island. 

Fisher  Island,  Florida  33109, 
305/535-6071  Toll-free  800/624-3251 
Telefax  305/535-6008 
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Fisher  Island 


\ew  Jcrsc\  Real  Kstjie  (^jmmisMon  NJRKC; ''()/4-71l  io7l6  Registration  does  not  constitute  an  endorsement  of  the  merits  or  vafue  of  the  prpjecL  Obtain  and  read  the' 
New  Jctscs  Publii  OlTcnnE  statement  before  signing  ansthing    This  is  not  an  offering  to  anv.person  in  aif^^^^tc  where  such  an  offering  mav  not  lawfully  be  made  Equal  Housing Oppbrtuniry. 
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(Which  explains  why  were  only  making  12,000  of  them.) 


iy-i-V<  1 1^  'np  HE  CLASSIC 

JL  sports  car 
entnusiast  tends 
J  to  be  a  solitary 
1^^  VC^^  creature.  Tnat's 
'  v/  X\x^  because  most  or 
y^^  iTx  \  \  \  tneir  tree  time  is 
usually  spent  alone  trying  to  repair  tneir 
sports  car  ana  wnen  tney  finally  get  it 
running  tnere's  orten  little  room  or 
comrort  to  take  anyone  along  ror  a  riae. 

Wnicn  leads  us  directly  to  tne  new 
Subaru  SVX. 

Tne  Subaru  SVX  is  a  dirrerent  type  or 
sports  car.  For  starters,  it  won't  break 
down  every  otner  Tnursday.  It  nas  room 
ior  more  tnan  one,  possibly  two  emaciated 
adults.  And  it's  also  loaded  witn  tne 
comrort  features  and  amenities  you'd  only 
expect  rrom  an  obscenely-priced  Euro- 
pean luxury  coupe. 

Okay,  let's  begin  witn  tne  reliability 
aspect  or  an  SVX. 

All  we  nave  to  say  is  tne  SVX  is  a 
Subaru.  And  93%  or  all  Subaru 


Subaru  SVX 


cars  registered  in  tbe  last  10  years  are  still 
on  tne  road  and  running  today!  (We  like 
to  tnink  tne  otner  7%  are  on  blocks  being 
stored  as  collectors  items.) 

How  about  tne  room  ror  more  tnan 
two  starved  adults? 

Well,  tne  SVX  nas  roomy  back  and 
rront  seats  and  over  85  cubic  reet  or 
passenger  space  in  all.  Tnat's  enougn 
room  ror  rour  adults  wno  naven't  been  on 
a  diet  in  years. 

Lastly,  tne  lire- improving  amenities. 
Tne  SVX  nas  a  sunroor.  A  sort  grain 
leatber  interior.  AJl-Wneel  Drive.  A  6- 
speaker  CD  player.  A  4-Cnannel  Anti- 
Lock  Braking  System.  Driver's-side  air 
bag.  A  patented  noise-reducing  window 
design.  And  you  can  buy  a  rully-loaded 
SVX  now  ror  well  under  $30,000,* 
wnicn,  in  tne  overpriced  pertormance 
category,  qualities  as  a  remarkable  deal. 

Tne  limited  edition  230  norsepower 
Subaru  SVX.  It's  designed  ror  tbose  rare 
well-adjusted,  socially-involved  sports  car 

aricionados. 


Subaru,  What  to  d\ 


TM 


rive. 


'  Baaed  on  R.L.  PkIIj  &"  Co.,  registration  statistics.  'Based  on  suggested  retail  price  of  $28,350  for  tlie  SVX  with  optional 

Touring  Pacuage  and  Rear  Deck  ^poiIcr.  Does  not  include  dealer  preparation,  inland  transportation,  taxes,  license  and  title  fees.  Dealer's  actual  price  may  vary. 

For  adaitional  information,  1-800-284-8584.  See  your  participating  dealer  about  the  SVX  Freedom  Lease.  ©  Subaru  of  America,  1991. 


Other  Comments 


Couldn't  Leave  Home 

Those  [political  analysts]  who  saw 
Governor  Cuomo's  equivocations  as 
elements  of  a  master  plan,  and  said  so 
on  national  television,  are  now  faced 
with  an  extravagant  mystery.  Those 
who  always  doubted  that  a  man  who 
hates  to  sleep  in  strange  beds  could 
run  for  President  now  seem  strangely 
credible. 

-Elizabeth  Kolbert, 
New  Tork  Times 

Geitnany's  Europe 

A  FORMAL  U.S.  request  to  Bonn  to 
withhold  its  recognition  of  Slovenia 
and  Croatia  was  never  answered.  The 
German  decision  to  choose  its  own 
path  after  45  years  on  America's  leash 
is  a  declaration  of  independence  that 
immediately  weakens  American  le- 
verage in  Europe  and  hence  in  the 
world.  The  Germans  seized  leader- 
ship of  the  new  Europe  by  simple 
acceptance  of  the  age-old  American 
dream  of  self-determination  and  in- 
dependence. [They]  moved  far  ahead 
of  the  U.S.  in  recognizing  Soviet  re- 
publics, starting  with  the  Baltics.  If 
the  Baltics  and  Ukraine,  why  not 
Croatia  and  Slovenia? 

Against  clear  signs  of  the  western 
world  going  the  other  way,  the  U.S. 
hedged  and  equivocated.  Bush  and 
Baker  have  seemed   locked  in  the 


dream  of  rebuilding  the  lost  past, 
from  the  salvage  of  a  centralized 
power  in  what  used  to  be  the  Soviet 
Union  to  the  holding  together  of  a 
palpably  artificial  Yugoslavia. 
-Rowland  Evans  and  Robert 
Novak,  New  Tork  Post 

How  To  Make  a  Million 

If  I  WAS  40  years  old  and  I  had 
$100,000  and  I  wanted  to  nm  it  into 
$10  million,  I'd  go  to  the  Soviet 
Union  and  invest  it,  because  it  is 
going  to  be  a  booming  economy  one 
of  these  days.  If  I  was  worth  $10 
million,  I'd  invest  $100,000  of  it  in 
the  Soviet  Union  and  no  more. 
-Robert  S.  Strauss, 
U.S.  ambassador  to  Moscow 

Politics  of  Hope 

This  is  a  time  of  great  opportunity  for 
the  West.  We've  never  had  this  kind 
of  Russia  to  work  with.  The  best 
analogy  is  this  question:  Are  we  look- 
ing at  Germany  after  World  War  I  or 
Germany  after  World  War  II?  In  the 
first  case,  you  create  a  democracy  and 
the  democracies  outside  give  it  verbal 
support  but  no  economic  support.  As 
the  economic  situation  deteriorates, 
with  high  unemployment  and  infla- 
tion, you  get  a  former  empire,  feeling 
humiliated,  turning  to  something  re- 
sembling fascism.  There  are  a  lot  of 
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"I  foresee  an  upturn  within  the  next  six  to  eight  million  years." 


signs  that  it's  more  like  Germany 
after  World  War  II  in  the  former 
Soviet  Union.  The  politics  of  hope 
has  replaced  the  politics  of  fear.  That 
hope  can't  be  allowed  to  disappear. 
They  need  some  immediate  food  and 
medicine.  They  need  economic  help 
for  the  courageous  new  plan  an- 
nounced by  Yeltsin.  They  need  to 
have  massive  exposure  to  the  institu- 
tions of  a  fijnctioning  democracy. 
-James  Billington,  Russian 

historian.  Librarian  of  Congress, 

New  Tork  Times 


An  economist  is  a  person 
who,  when  he  finds  some- 
thing that  works  in  prac- 
tice, wonders  if  it 
will  work  in  theory. 
-Walter  Heller,  presi- 
dential economic  adviser, 
1962-68,  Business  Babble 

Newest  Growth  Industry 

"The  only  thing  that  is  for  sure  is 
that  you  should  have  gone  out  and 
bought  some  Rand  McNally  stock 
some  time  ago." 

-Secretary  James  Baker,  to  reporters 
after  visiting  five  Soviet  republics 

Killer  Cows 

Environmental  activists  have  recent- 
ly uncovered  a  plot  to  destroy  The 
Planet.  A  foreign  race  has  managed 
to  infiltrate  our  most  pristine  spaces 
with  a  simple  but  devastating 
scheme:  to  stomp,  chew,  and  defe- 
cate The  Planet  into  oblivion.  They 
are  The  Cows.  The  tnith  began  to 
surface  in  the  late  1980s,  when  envi- 
ronmentalists discovered  that  bovine 
flatulence  was  a  source  of  methane,  a 
greenhouse  gas.  But  that  was  only 
the  beginning.  The  Cows  arc  wreak- 
ing havoc  on  the  Western  Plains- — 
devouring  grasslands,  pooping  in  riv 
crs  and  driving  their  Politically  Cor- 
rect counterparts.  The  Buftalo,  from 
their  natural  habitat. 
-MAriHEVv  Hoffman,  Hh'  Free  Mar- 
ket^ Ludwig  von  Mises  Institute  ^ 
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It  weiglis  8,00Q000  pcamds  less  than  your  average  Hnrary. 
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ntroducing  th#i|mi|PI||IM|j|^iscman"^  Electronic  Book  PJayer.  Possibly  the  most 

anna2Jn^feap  forward  for  the  written  word  since  the  printing  press. 
An  incredible,  palm-sized,  portable'electronic  book,  that  allows  you  to  carry  a 

library  of  information  wherever  you  go.* 
lust  imagine  being  able  to  access  the  entire  Comptons  Concise  Encyclopedia"*  on 

one  disk.  Each  disk  can  hold  up  to  lOO.OOO  pages  or  32.000  graphic  images. 
There  are  electronic  books  ranging  from  business  and  travel  to  music  and  sports, 

all  at  the  touch  of  a  button. 
The  Sony  Oata  Discman.  Can  we  carry  your  books  for  you? 

The  Sony  Data  Discman  comes  with  three  free  electronic  books:  Comptons  Concise  Encyclopedia"". 
Wellneiss  Encyclopedia,  and  Passport's  NVorld  Ti-avel  TVanslatxsr. 
•For  further  information,  a  list  of  currently  available  electronic  book  titles  and  retail  outlets,  call  l-800~5  26-2.<i 


CiMiSanvCixpinMnafAiMnc*  At  BurmWw*^^  Sony  ma  Ola  Ditcmm  «f«  traOwniflnot  Sony 
ConwiaH^  CencMi  Sne«aaMdh  *  e  1  SSI  CiMMDia  Uarnms  Company  r\iMiih<d  by  Comixon't  Naw  MMia  Avw 
«Mnn*bcyc*i«*a*  C  IS91  Hu«i  LMsr  AMOdMon. 
PM«po«fi *«)no>»wTf«iwijio>c '991  li>^«WOWaooia.a(>yi»iono»WTCMilWilf>a Group  wiHiaBiaBwenwa 
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The  Right  Balance. 


Resources  alone  do  not  determine 
which  bank  can  best  meet  your 
needs.  Financial  strength  must  be 
matched  by  strength  of  character. 
At  Bank  of  America,  we  strive  to 
strike  the  right  balance,  with  global 
financial  services  delivered  by  people 
committed  to  helping  you  achieve 
your  long-term  objectives. 
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The  Golden  Gate  Bridge, 

photographed  by  MorleyBaer.  BBHW  Of  HPHQTlCSk 
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C.ustomcr  Service  Respc 


At  the  Travelers,  service 
has  35,000  names. 

That's  the  number  of 
Travelers  employees  dedicated  to 
customer  satisfaction. 

And  that's  the  real  Travelers 
difference. 

One  that  can  be  measured  in 
everything  we  do  for  you . . .  from  24-hour 
toll-free  hotlines  to  an  investment  of  $200 
million  —  last  year  alone  —  to  provide  even 
better  underwriting  skills  and  management 
of  your  claims. 

It's  a  difference  you  will  experience  through 
a  network  of  local  offices  and  a  team  of  experts 
assigned  to  your  account  —  people  whose 
intimate  knowledge  of  your  business  enables 
a  quicker,  smarteir  response. 

It's  a  difference  backed  by  $55  billion  in 
assets  and  a  127  year  tradition  of  service. 

Service  The  Travelers  Way. 
The  Travelers  Companies,  Hartford,  Connecticut  06183 

Thelraveler^ 

You're  better  off  under  the  Umbrella? 
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m  events  at  home  and  abroad 

\y  Caspar  W.  Weinberger,  Publisher 


GOOD  NEWS  FOR  1992' 


New  YEAR'S  should  be  greeted  with  whatever  good  news 
[one  can  find.  Domestically,  let  us  note  again  all  the  basic 
strengths  of  our  economy  that  should  lead  to  some  visible 
recovery  by  the  middle  of  the  year. 

Inflation,  interest  rates  and  unemployment  are  all  far 
away  from  their  crisis  points.  Inventories  remain  low,  and 
the  only  thing  (but  it  is  a  very,  very  large  factor)  putting  a 
damper  on  the  economy  is  the  complete  lack  of  confidence 
that  anything  good  will  happen  in  the  next  few  months.  If 
only  some  real  confidence  in  the  fiiture  can  be  regained,  it 
is  quite  possible  that  by  midsummer  even  the  darkest  of 
pessimists  will  have  to  con- 
cede that  the  recession  is  over. 
The  most  likely  engine  to  re- 
store confidence  would  be 
major  tax  cuts,  including  in- 
centives for  investment  in 
job-providing  activities. 

In  the  foreign  affairs  field, 
'however,  there  are  two  ele- 
ments of  extraordinarily 
good  news  that  could,  and 
should,  lead  to  a  vasdy  better 
and  safer  fijture  for  us  all. 

In  the  large  area  that  used 
to  be  called  the  Soviet  Union,  there  are  many  happy 
harbingers  of  a  better  life  for  the  millions  there  and  of  a 
safer  world  for  all  of  us.  This  is  primarily  because  Mr. 
Gorbachev  is  at  last  out  of  power  and  the  U.S.S.R.  is  gone. 
The  U.S.  has  finally  accepted  this  and  is  now  supporting — 
in  the  way  it  should  have  long  ago — the  emerging, 
independent,  sovereign  republics  of  the  former  U.S.S.R. 

It  seems  safe  to  say  that  at  least  90%  of  the  people  and  an 
even  higher  percentage  of  the  republics  wanted  freedom 
from  Soviet  rule  and  the  depths  into  which  Gorbachev's 
rigid  adherence  to  communism  and  socialist  economics 
had  dragged  the  country.  Now  that  the  republics  are  on 
the  road  to  achieving  release  from  that  bondage,  we  can 
and  shoulcT  help  them  in  much  the  same  way  our  nation 
was  helped  in  the  years  following  the  Revolution. 

These  newly  freed  republics,  most  of  which  have  banded 
together  in  the  loose  commonwealth  organization  now 
developing,  will  be  fiilly  occupied  with  trying  to  survive 
and  trying  to  pull  their  economies  back  from  the  abyss  that 
yawned  ever  wider  and  blacker  in  the  days  before  Gorba- 


K»  .1^    ■     ■«  A 

.«...A^ 

j^ 

m    «>■■£«■ 

yiJL^n 

^  i      ■■ ' 

,.  .-T-T-; 

.'If*  - 

■   -:         ^\ 

;-lM»^-- 

m^  ^? 

>           r 

'iT  ^M 

"     ■»* 

^.^s^HiMpi 

J'' 

■»•" 

^^^'^'^^nB^^l 

^^r 

^,_j.^ 

'    !S 

L 

I^HiisiV' 

^ll^^^ 

Birth  of  the  Commonwealth  of  Independent  States 


chev  finally  gave  up.  While  there  will  undoubtedly  be  some 
disputes  among  the  many  diverse  groups  in  these  republics 
and  in  the  initial  relationships  of  the  republics  to  each 
other,  the  prospects  for  all  seem  infinitely  brighter  because 
they  are  ridding  themselves  of  the  leaders  and  policies  that 
are  responsible  for  the  miserable  quality  of  life  they  have 
been  experiencing  for  so  long. 

The  conventional  wisdom  is  that  the  four  republics  that 
have  nuclear  weapons  on  their  soil  must  somehow  contin- 
ue to  adhere  to  a  central  organization  that  has  control  over 
all  those  weapons.  My  own  feeling  is  that  we  now  have  an 

unrivaled  opportunity  to  ne- 
gotiate true  and  deep  reduc- 
tions in  these  weapons,  and,  at 
the  same  time,  we  can  be  of 
major  assistance  to  these  re- 
publics in  their  fight  for  eco- 
nomic recovery.  It  is  infinitely 
easier  to  negotiate  arms  re- 
ductions with  countries  that 
are  far  too  busy  trying  to  exist, 
let  alone  harbor  any  aggres- 
sive military  agendas  requir- 
ing nuclear  weapons. 

If,  instead  of  worrying 
about  a  central  authority,  we  adopt  and  maintain  the  twin 
objectives  of  getting  these  new  nations  on  their  feet  and 
helping  them  to  rid  themselves  of  the  dangers  and  costs  of 
their  nuclear  weapons,  we  will  all  be  vasdy  better  off.  This 
will  take  time  and  patience,  but  if  those  objectives  are 
achieved,  the  world  will  be  a  happier  and  safer  place. 

Meanwhile,  in  Korea,  two  major  agreements  between 
the  North  and  the  South,  the  first  since  the  1953  cease- 
fire, beckon  both  sides  to  a  comprehensive  peace.  The 
agreements  renounce  the  use  of  force  and  establish  the 
Korean  peninsula  as  a  nuclear-free  area.  Both  North  and 
South  have  agreed  they  will  not  manufacture,  possess,  use 
or  deploy  nuclear  weapons.  Even  better,  there  appear  to 
be  adequate  enforcement  provisions. 

If  the  North  keeps  its  promises  and  if  the  spirit  of  the 
new  Korean  agreements  is  realized,  then  in  both  the  East 
and  West  we  could  see  a  vasdy  better  world — a  world 
made  possible  by  the  complete  vindication  of  our  policy 
that  true  peace  and  freedom  will  be  brought  ever  closer 
by  our  strength  and  that  of  our  allies.  WM 
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WEALTH  CREATION  CENTERS'^^'  CONCEPT  #6 


CAVEAT:  This  is  only  effective  if  you  are  over  age  60.  worth  over  $3  million,  have  excess  funds,  and  can  qualifv 


Up 
To 


90%  OFF 


YOUR  ESTATE  TAX  COST 

Pay  Your  Estate  Taxes  at  100  on  the  Dollar 

Wealth  Creation  Centers''' 
Can  Discount  Your  Estate  Tax  Cost 


The  Wealth  Creation  Centers  concept 
simply  involves  transferring  money  to  an 
irrevocable  trust.  Then,  the  trust 
purchases  a  one-payment  life  insurance 
policy  based  on  current  assumptions. 
Upon  death,  the  policy  produces  the 
money  to  pay  the  estate  taxes  at  a 
substantial  discount.  Uncle  Sam  receives 
his  full  estate  tax.  No  other  American 
citizen  subsidizes  your  payment  and  your 
family  can  retain  the  full  value  of  your 
estate.  (For  trust  and  tax  information  see 
your  own  accountant  or  attorney.) 


With  the  Wealth  Creation  Centers 
concept,  the  substantial  savings  gained  by 
your  family  will  build  a  new  tax  base  for 
America,  producing  additional  income 
taxes  and  investment  capital  in  perpituity. 
This  will  provide  additional  employment 
ie.,  additional  income  taxes  as  well  as 
taxes  on  the  corporate  profits  developed 
from  that  investment.  Our  concept  will 
save  your  family  tremendous  sums  of 
money  which  will  produce  income 
resulting  in  additional  taxes  to  support 
our  economy  in  the  future. 


Utilizing  this  concept  is  good  for  you 
and  good  for  America.  No  forced 
liquidation  of  assets,  real  estate  or  stocks 
will  occur  at  the  wrong  time  which  could 
reduce  your  estate,  resulting  in  a  loss  of 
money  for  both  your  family  and  Uncle 
Sam.  While  this  loss  could  be  costly  for 
your  family,  it  is  even  more  costly  for 
America.  Around  the  country,  the  losses 
incurred  by  forced  liquidations  are 
compounded  many  times  during  the  year. 
This  can  result  in  a  loss  of  billions  of 
dollars  of  taxes  paid  to  the  government. 


IF  YOUR  ESTATE  IS  WORTH: 

$3  MILLION 

$5  MILLION 

$10  MILLION 

Federal  Estate  Tax:  $1,098,000 

Federal  Estate  Tax:  $2,198,000 

Federal  Estate  Tax:  $4,948,000 

Ape             Discounted            You 

Age              Discounted             You 

Age             Discounted            You 

TaxCost*              Save 

TaxCost*              Save 

TaxCost*               Save 

60                   $75,788             93% 

60                 $151,020             93% 

60                 $339,100             93% 

70                 $165,663             85% 

70                 $330,987             85% 

70                 $744,298             85% 

80                 $349,074             68% 

80                 $698,252             68% 

80              $1,571,196             68% 

$25  MILLION 

$50  MILLION 

$100  MILLION 

Federal  Estate  Tax:  $13,750,000 

Federal  Estate  Tax:  $27,500,000 

Federal  Estate  Tax:  $55,000,000 

Age             Discounted            You 

Age             Discounted            You 

Age             Discounted            You 

TaxCost*              Save 

TaxCost*              Save 

TaxCost*              Save 

60                 $941,092             93% 

60              $1,881,490             93% 

60              $3,762,980             93% 

70              $2,067,193             85% 

70              $4,133,746             85% 

70              $8,267,492             85% 

80              $4,365,253             68% 

80              $8,729,252             68% 

80            $17,459,950             68% 

*Discounted  tax  cost  based  on  current  assumptions,  other  requirements,  and  last-to-die  life  insurance  policy 

WHY  PAY  MORE? 

If  your  estate  is  over  $3  million,  call  for  a  free,  no-cost,  no-obligation  proposal  and 

our  book:  Save  A  Fortune  On  Your  Estate  Taxes  which  describes  our  concepts. 

Call  the  original  creators  of  the  estate  tax  cost  discount  program  now. 

1-800-662-5433 

Remember,  not  your  attorney,  not  your  accountant,  not  your  investment  advisor. 
ONLY  a  life  insurance  company  will  bring  your  family  a  check  to  pay  your  estate  taxes  at  a  discount. 


Barry  Kaye, 

author  of 
Save  a  h'ortune  on 
Your  Mutate  Taxes 


Wealth  Creation  Centers" 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 

1901  AVENUE  OF  THE  STARS,  SUITE  500  LOS  ANGELES,  CA  90067 
310-277-9400  FAX:  310-282-0775 

*  BASFD  on  rURRFNT  ASSUMPTIONS     €^1991  WhAl  TH  CrIATION  ChNTI-RS 
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■taxes 

"Much  useful 
advice  tron\  a 
pn>."-  Forhcs 
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EDITED  BY  HOWARD  BANKS 


The  best  Christinas  present  for  the  economy 


This  is  it!  Expect  no  more  cuts  in  interest  rates 
from  the  Federal  Reserve.  The  1%  cut  in  the 
discount  rate,  to  3V2%  on  Dec.  20,  will  be  the 
last  one  anytime  soon.  As  one  Washington  insid- 
er put  it,  those  who  are  still  dithering  over 
investment  decisions  in  the  hope  of  lower  rates  to 
come  should  stop  dithering. 

Wall  Street  got  the  message  and  the  stock 
market  hit  record  highs.  Much  more  important, 
the  long  end  of  the  bond  market  also  took 
heart,  and  the  spread  between  3 -month  Trea- 
surys  and  30-year  bonds  began  to  fall.  Mort- 
gage rates  will  follow  in  the  new  year,  perhaps  to 
7.6%  for  a  conventional  30-year  mortgage. 

That  means  lower  monthly  house  payments 
ahead,  especially  for  the  flood  of  homeowners 
refinancing  their  mortgages,  adding  spending 
power  to  consumers'  wallets.  Add  to  that  the  so- 
called  wealth  effect  from  higher  stock  market 
values,  and  the  result  should  be  much  stronger 

The  devil  take  the  hindmost 

The  Fed'S  sharp  cut,  coming  a  day  after  the 
German  Bundesbank  raised  its  discount  rate  by 
V2%,  to  8%  (the  highest  rate  since  the  1931 
Depression),  marks  the  end  of  even  the  pretense 
of  coordination  among  the  Group  of  Seven  major 
industrial  economies.  This  has  been  in  place  since 
the  Louvre  Accord  was  created  in  Paris  in  1987. 

One  result  of  coordination  is  that  money 
growth  in  the  economies  of  the  G7  (the  U.S., 
Germany,  Japan,  Britain,  France,  Italy  and 
Canada)  has  fallen,  from  a  broad  average  of 
around  8%  from  1982  to  1988,  to  barely  3% 
now.  This  has  helped  moderate  the  volatility  in 
exchange  rates  among  the  dollar,  the  German 
mark  and  the  Japanese  yzn  that  was  seen  in  the 
early  1980s.  Another  intention  was  to  squeeze 
inflation  out  of  the  world  economy.  But  the 
extremely  tight  money  policy  has  coincided 
with  a  disinflationary  trend  already  under  way; 
the  effect,  though  unintended,  has  been  to 
squash  world  economic  growth. 

Now  the  major  economies  will  follow  poli- 


consumer  spending,  which  accounts  for  two- 
thirds  of  the  total  economy.  That  should  finally 
break  the  back  of  the  recession. 

Some  monetarists,  such  as  Professor  Alan 
Meltzer  of  Carnegie-Mellon  University^  worr>' 
that  the  Fed  has  gone  for  a  short-term  spurt  of 
growth  in  time  for  the  election  at  the  expense  of 
higher  future  inflation.  "Such  a  large  cut  was 
unnecessary.  The  economy  was  going  to  recover 
anyway,"  he  says.  But  the  calculation  by  the 
Federal  Reserve's  policymaking  Open  Market 
Committee  was  that  it  could  afford  to  make  a 
1%  cut.  Consumer- price  inflation  has  been  run- 
ning at  or  below  3%  since  last  June,  and  is  likely 
to  stay  that  low  for  the  foreseeable  future.  That 
means  that  the  real,  inflation-adjusted  dis- 
count rate  is  still  positive  by  a  small  amount  and  is 
unlikely  to  reignite  inflation.  In  previous  reces- 
sions the  Fed  has  typically  cut  the  discount  rate  to 
below  zero  in  real  terms. 


cies  set  in  their  own  best  interests.  The  U.S.  cut 
rates  to  encourage  both  domestic  growth  and 
exports,  which  will  get  a  boost  as  lower  rates 
weaken  the  dollar.  The  Germans,  concerned 
about  the  effect  of  the  cost  of  unification  on 
inflation,  now  running  at  a  4%  annual  rate,  have 
applied  the  brakes  just  as  their  economy  is  going 
into  serious  recession.  The  trouble  this  will 
create  for  the  rest  of  Europe  is  of  no  concern  to 
the  Bundesbank.  Japan's  central  bank,  con- 
cerned that  growth  in  that  country  has  slowed  to 
around  3y2%,  cut  its  discount  rate  by  V2%,  to 
4V2%.  Because  this  will  tend  to  keep  the  yen 
weaker  than  it  should  be,  at  around  today's 
126  to  the  dollar,  the  move  will  encourage  ex- 
ports— which  are  in  any  case  headed  for  a  re- 
cord $110  billion  surplus  in  1992. 

The  biggest  change  affects  the  relative  cost 
of  capital,  which  is  rising  in  Japan  and  Germany 
and  dropping  fast  in  the  U.S.  And  investment 
by  American  business  is  now  expected  to  be  up 
by  9%  in  real  terms  in  1992. 


Two  senators  who  prolonged  the  recession 


History  will  probably  not  record  it  quite  this 
way,  but  the  fact  of  the  matter  is  that  Senator 
Donald  W.  Riegle  (D-Mich.)  and  Senator  Terry 
Sanford  (D-N.C.)  prolonged  the  recession  by 
about  ten  months.  How  come  so  harsh  a  judg- 
ment? Because  that  is  how  long  they  blocked  the 
confirmation  of  Lawrence  B.  Lindsey  as  Fed 
governor.  Lindsey,  a  Harvard  economics  professor 
on  loan  to  the  Bush  White  House,  had  the  te- 
merity' to  point  out,  during  his  confirmation  hear- 


ings, that  the  size  of  the  budget  deficit  was  more 
the  result  of  congresssional  stalling  over  spending 
than  the  Reagan  tax  cuts. 

But  the  presence  at  the  Dec.  17  Open  Market 
Committee  meeting  of  two  new  governors,  Lind- 
sey and  Susan  M.  Phillips  (formerly  professor  of 
finance  at  the  University  of  Iowa),  was  the  decid- 
ing factor.  After  much  wrangling,  their  votes 
tipped  the  balance  in  favor  of  the  1%  rate  cut.  It 
could  have  happened  last  summer.  tM 
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BY  TIMOTHY  DODMAN 


The  Forbes  Index  (i 967=100) 

210 

Current  187.7* 

200    '^"       Previous  188.Qt 

Percent  change  -0.2% 

190 


*  Preliminary  tRevised 

77  78  79   '80   '81    '82   '83   '84   '85   '86   '87   '88   '89  '90   '91 


Are  lower  interest  rates  a  quick  stimulus  to  the  housing 
market?  It  hasn't  happened  yet.  Only  75,300  homes  were 
started  in  November  1991.  If  the  December  figure  comes 
in  below  52,000  units,  it  would  bring  the  1991  total  to 
fewer  than  1  million  starts,  making  last  year  the  worst  year 
for  homebuilding  since  1982.  Mortgage  rates  may  be  a 
bargain,  but  people  are  reluctant  to  buy  when  they  hear 
about  layoffs  and  see  home  prices  falling  in  many  regions. 
Earned  income,  an  annualized  S2.8  trillion  in  November, 
has  barely  kept  up  with  inflation  over  the  last  12  months. 


Other  key  rates 

Source 

Status    i 

Prime  rate 

Chase  Manhattan  Ban!* 

6.5% 

Auto  sales  year  to  date  vs  1990' 

Ward's  Automotive 

-11.3% 

Index  of  leading  indicators  Oct  vs  Sept 

Dept  of  Commerce 

0.1% 

Trade  balance  12  months  ended  Oct  1991 
All-commodity  producer  price  Index  Nov  vs  Oct' 
GDP  3rd  quarter  vs.  2nd— annualized  growth 

Dept  of  Commerce 
Dept  of  Latx)r 
Dept  of  Commerce 

-$71  bil 

0.0% 

1.8% 
l.i-. 

M2  (3-month  change) — annualized  grovrth' 

Federal  Reserve 

'  U.S.-based  manufacturers,  excludes  imports,  as  of  12/10/91.  ^  Wholesale  goods.  ^  Includes  Ml 
(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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Industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Reserve) 
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550 


475 


400 


i£ffn 


325 


New  unemployment  claims  average  for  month 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 
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Services     •    Total  index 


Inventories      •    New  orders 


150 


140 


130 


120 


270 


Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


Manufacturers'  new  orders  and  inventories 

($billlons),  seasonally  adjusted  (Dept  of  Commerce) 

emtmmmmmmm 


125 


2850 


2780 


27 IC 


2640 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


Personal  Income  iSbiilionsi  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commenx) 


155 


740 


710 


Retail  sales  (Sbillions), 

seasonally  adjusted  (Dept  of  Commerce) 


ONDJ  FMAMJJASON 


Consumer  installment  credit  t$biii>ons)  total, 
seasonally  adius!ed  .Fedefal  Reserve) 


ONDJ  FMAMJJASON 
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Pl£ASE  BUCKtt  UP  fOR  SECURITY  «'  1092  RANGE  RCVER  Of  NORTH  AMERICA,  INC 


Where  do  you  suppose  they  keep  the  Range  Rover? 


A 


Range  Rover  is  quite  at  home  in 
weather  that  would  keep  other  luxury 
cars,  well,  at  home. 

After  all.  with  its  permanent  4-wheel 
drive  and  powerful  \'-S  engine,  you  can 
plow  through  unplowed  roads. 

Tool  along  slushy  streets. 

Make  it  up  sleet-covered  hills. 

And  easily  cope  with  conditions 
that  would  discourage  a  sled  dog. 


In  fact,  the  Range  Rover  County 
even  comes  with  an  anti-lock  braking 
system  considered  by  many  to  be  the 
most  sophisticated  one  on  four  wheels. 


GRANGE  ROVER 


Which  not  only  means  you  can 
drive  with  a  reassuring  amount  of 
control. 

You  can  stop  with  it  too. 

So  why  not  call  1-800-FINE  4WD  for 
the  name  of  a  dealer  near  you? 

Granted,  with  Range  Rovers  starting 
at  just  under  vS39,000,  it's  not  the  sort  of 
thing  one  should  take  lightly. 

But  then,  neither  is  a  ton  of  snow. 


Forbes 


Bob  Stempel  isn't  just  closing  plants  and  firing  workers. 
He's  addressing  GM's  most  basic  problem. 

Platform  madness 


By  Jerry  Flint 

When  he  announced  that  General 
Motors  would  have  to  close  a  score  of 
plants  and  eliminate  74,000  jobs, 
Chairman  Robert  Stempel  shocked 
the  countr}'  but  did  not  surprise  it. 
That  GM  was  loaded  with  too  much 
capacity  was  obvious.  What  the  press 
didn't  seem  to  understand,  however, 
was  that  this  was  a  long-range  GM  plan 
spread  over  four  years. 

The  changes  couldn't  just  happen 
overnight.  GM's  91,000  white-collar 
workers  and  most  of  the  304,000 


blue-collars  on  gm's  U.S.  work  force 
aren't  just  sitting  around.  They're 
designing,  engineering  and  building 
cars,  gm's  problem  is  that  too  many  of 
them  are  working  on  products  that 
aren't  profitable  and  probably  never 
will  be  again. 

GM  has  too  many  similar  prod- 
ucts— not  look-alike  cars,  but  differ- 
ent cars  that  appeal  to  the  same  cus- 
tomers. And  those  cars,  though  aimed 
at  the  same  markets,  each  get  their 
own  crew  of  designers,  engineers  and 


Too  many  platforms  aimed  at  the  same  customer  groups 


KeyGM 
platforms 


Car 


Length 
(inches) 


Weight 
(lbs) 


1991 
sales* 


rne  j-l-n  p 

lanorms  ror  smaller  cars  win  ev 

emuaiiy  oe  c 

omninea. 

m 

J 

L 

Chevrolet  Cavalier 
Pontiac  Sunbird 

182 
181 

2,520 
2,502 

247,000 
86,000 

Chevy  Corsica/Beretta 

183 

2,638 

220,000 

N 

Pontiac  Grand  Am 
Olds  Achieva 
Buick  Skylark 

187 
188 
189 

2,777 
2,772 
2,846 

138,000 
47,000 
57,000 

The  newer 

W  cars  compete  with  the  older  A  bodies. 

A 

Buick  Century 

Olds  Cutlass  Ciera 

Pontiac  6000  (dropped  for  1992) 

189 
190 

2,914 
2,886 

123,000 

130,000 

22,000 

W 

Chevrolet  Lumina 
Pontiac  Grand  Prix 
Buick  Regal 
Olds  Cutlass  Supreme 

198 
195 
194 
194 

3,220 
3,282 
3,320 
3,375 

209,000 
99,000 

100,000 
84,000 

The  C  and  H  platforms  are  combined,  creating  potential  flexibility.         ^^^^H 

H 

Buick  LeSabre 

Olds  88 

Pontiac  Bonneville 

200 
200 
201 

3,457 
3,404 
3,362 

103,000 
77,000 
67,000 

C  Buick  Park  Avenue  205 

Olds  98  206 

Cadillac  DeVille  208 

*Units  sold  through  Dec.  10.     Source:  Ward's  Automotive  Reports. 

In  all,  GM  covers  the  market  with  19  platforms. 
Ford  covers  most  of  the  ground  with  6. 


3,536 
3,512 
3,591 


80,000 

57,000 

138,000 


factories.  Call  it  platform  madness.     . 

The  platform— which  is  the  metal, 
framework,  the  base  upon  which  the 
engine   is  set  and  the   sheet  metal' 
hung — is  the  starting  point  for  any 
automobile.  Not  all  Chevys,  for  ex- 
ample, are  built  on  the  same  platform. 
Big  Chevrolet  Caprices  are  built  on 
one  platform,  midsize  Luminas  on 
another,  smaller  Cavaliers  on  a  third. 
At  GM,  too  many  similar  cars  have* 
different  platforms.  Take  the  Chevro- 
let division's  Cavalier  (which,  inter- 
nally, GM  calls  the  J  body)  and  thei 
Corsica  (called  the  L  body).  The  carsi 
are  only  an  inch  fi-om  each  other  in: 
length,    and    only    120    pounds    in 
weight.  Yet  each  car  is  built  upon  a 
different  platform.   The   Cavalier  is '  ^^ 
older,  going  back  to  the  1981  model  i 
year,  but  when  the  Corsica  was  intro- 
duced in  the  1987  model  year,  GM 
kept  building  its  Cavalier,  too. 

Or  take  Buick.  In  the  midsize 
range — cars  that  seat  four  to  five  peo- 
ple comfortably — GM  builds  the 
Buick  Regal,  length  194  inches;  the 
older  Centur}',  with  a  length  of  1 89 
inches;  and  it  has  just  introduced  a 
new  version  of  the  Sk\'lark,  which  also 
is  189  inches  long  and  weighs  nearly 
the  same  as  the  Centur\'.  Three  similar 
cars.  Three  different  platforms. 

In  all,  in  the  U.S.  GM  sells  cars  built 
on  19  different  platforms.  Ford  Mo- 
tor Co.  covers  the  same  range  as  GM 
but  uses  only  6  platforms.  Chr\sler 
made  a  huge  profit  comeback  in  the 
mid-1980s  because  it  figured  out  how 
to  build  a  variet\-  of  cars — the  basic 
sedans,  the  convertibles,  the  minivans 
and  the  longer  middle-priced  mod- 
els— from  just  one  platform,  its  versa- 
tile K  platform. 

GM  originally  became  the  world's 
low-cost  car  producer  by  spreading 
the  high  cost  of  engineering  millions 
of  cars  over  two  or  three  platforms. 
The  company  went  astray  when  it 
began  downsizing  its  cars  after  the 
1973  oil  shock,  and  management 
failed  to  realize  that  making  things 
smaller  reduces  differences.  So  w  hen 
managers  downsized  g.m's  various 
lines,  the  models  became  more  alike. 

At  that  point  management  should 
have  eliminated  some  platforms  or 
lines  of  cars,  but  that  wasn't  done. 
Why  not.'  Lots  of  reasons.  Dealers 
alwavs  could  sell  some  of  the  older 
m(.>dels  M-id  didn't  w  ant  to  give  them 
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ip.  From  the  corporate  accountants' 
)oint  of  view,  the  older  platform  cars 
/ere  cheaper  to  produce  since  the 
Icosts  had  been  depreciated,  making 
[older-platform  cars  very  profitable. 

Meanwhile,  GM's  engineers  grew 
[sloppy.  Instead  of  figuring  how  to 
build  a  variety  of  cars  from  the  same 
I  basic  structure,  the  old  GM  technique, 
the  engineers  took  the  easy  route: 
new  car,  new  platform,  more  engi- 
neers and  workers. 

Result:  Over  the  last  20  years  GM 
has  developed  a  huge  work  force  and 
inflexible  factories,  which  could  build 
only  one  platform.  This  was  a  luxury 
GM  couldn't  afford  even  before  last 
year,  when  sales  fell  to  4.2  million 
vehicles — two-thirds  mid-1980s  vol- 
ume— and  the  operating  loss  in  North 
America  ran  an  estimated  $6  billion. 

Platform  madness  affects  basic  pro- 
ductivity, too.  GM  needs  30  hours  to 
assemble  a  car  that  takes  Ford  20. 
"Platform  and  vehicle  systems  con- 
solidations will  be  accelerated,"  said 
Stempel  last  month  when  he  an- 
nounced the  latest  wave  of  layoffs  and 
plant  closings.  Consolidation  is  under 
way  but  has  lots  further  to  go.  The  C 
and  H  car  platforms  were  combined, 
putting  the  Buick  Park  Avenue  and 
Oldsmobile  98  on  basically  the  same 
platform  as  the  shorter  (by  5  inches) 
Buick  LeSabre  and  Olds  88. 

Eventually,  the  J  cars  (Chevy  Cava- 
lier/Pontiac  Sunbird),  the  L  cars 
(Chevy  Corsica)  and  the  N  cars 
(Buick  Skylark/Olds  Achieva/Pon- 
tiac  Grand  Am)  will  be  built  on  the 
same  platform,  reducing  three  plat- 
forms to  one.  The  A  and  the  W  cars 
will  probably  also  merge.  These  mod- 
els— the  C  and  H,  the  J,  L  and  N,  and 
the  A  and  W  platform  cars — account 
for  75%  of  gm's  car  production. 

Announcements  are  one  thing,  car- 
rying them  out  something  else  again. 
It  takes  years  to  design  and  retool  a 
new  platform  that  can  be  used  over  a 
variety  of  models.  But  Stempel  and  his 
team  are  moving  in  the  right  direc- 
tion. As  Maryann  Keller,  the  well- 
known  automotive  analyst,  notes,  the 
trick  today  is  to  make  money  from 
smaller-volume  niche  cars — and  that 
trick  is  accomplished  by  building  a 
niche  product  off  a  platform  already  in 
use.  There  is  nothing  like  losing  mon- 
ey at  the  rate  of  $  1 5  million  a  day  to 
concentrate  the  corporate  mind.    ^M 


Integrated  Health  Services'  subacute  care  rates  may 
seem  high,  but  they're  a  real  bargain  compared  with 
what  hospitals  charge. 

The  $550-a-day 
niursmg  home 


By  Janet  Novack 

The  34-year-old  businesswoman  has 
been  in  a  coma  since  suffering  cardiac 
arrest  during  a  cesarean  section  last 
May.  "We  still  have  faith,"  says  her 
mother,  who  brings  her  infant  grand- 
son for  visits  and  reads  her  daughter 
the  news.  "Nobody  knows  what  will 
bring  her  back."  Meanwhile,  she  says, 
her  daughter  receives  excellent  care  in 
a  special  wing  of  Integrated  Health 
Services  Inc.'s  Brentwood  nursing 
home  in  Burbank,  111. 

The  cost  of  this  care  is  also  excep- 
tional. At  Integrated's  19  special 
nursing  home  wings,  charges  average 
$550  a  day  and  have  run  as  high  as 
$2,100. 

If  $550  a  day  sounds  high,  you 
haven't  been  paying  attention  to  hos- 
pital charges  lately.  Robert  Elkins,  the 
48 -year-old  psychiatrist  who  co- 
founded  Hunt  Valley,  Md. -based  In- 
tegrated, says  that  his  $138  miUion 
(1991  revenues)  company  is  helping 
to  contain  costs.  Integrated,  says  El- 
kins, moves  patients  who  require  in- 
tensive nursing  but  not  intensive  doc- 
toring ("subacute  care,"  it's  called) 
out  of  even  more  expensive  hospital 
beds.  Elkins  says  Integrated's  sub- 
acute care  wings,  called  Medical  Spe- 
cialty Units,  charge  30%  to  60%  less 
than  a  hospital  would  charge  for  the 
same  level  of  care. 

In  part,  Elkins  is  unbundling  the 
cost  of  caring  for  people  Uke  the 
woman  in  the  coma.  If  she  occupied  a 
hospital  bed,  imbedded  in  the  charges 
would  be  expensive  hospital  services, 
such  as  the  emergency  room,  that  she 
doesn't  use,  as  well  as  the  hospital's 
losses  on  Medicaid  and  uninsured 
patients.  But  in  Integrated's  subacute 
care  beds,  the  patient  (or,  rather,  her 


Integrated  Chairman  Robert  Elkins 
Saving  30%  to  60%  off  hospital  rates. 


insurance  company)  pays  fees  more 
closely  related  to  the  care  she  actually 
consumes.  Integrated  has  lower  fixed 
costs  and  doesn't  take  Medicaid  or 
uninsured  patients  in  its  special  wings. 

Note  a  medical  economics  paradox 
here.  Individual  insurers  save  money 
on  individual  cases  by  using  units  such 
as  Integrated's.  But  Uwe  Reinhardt, 
professor  of  political  economy  at 
Princeton  University,  argues  that  use 
of  such  units  drives  up  the  nation's 
overall  health  care  bill.  This  is  because 
hospitals  are  left  with  more  empty 
beds.  To  cope  with  high  fixed  costs, 
hospital  administrators  raise  their  per- 
bed  rates — even  at  the  risk  of  empty- 
ing more  beds  and  driving  rates  still 
higher.  This  paradox  works  nicely  to 
Integrated's  benefit. 

Elkins  got  interested  in  nursing 
homes  in  1980,  after  concluding  that 
psychiatric  hospitals  had  peaked.  "I 
knew  that  half  the  patients  in  psychi- 
atric   hosptials   didn't   need   to    be 
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there,"  he  explains.  His  conclusion 
was  a  decade  premature,  but  it  has 
been  borne  out  recently  as  the  market 
value  of  Community'  Psychiatric  Cen- 
ters, die  $400  million  (1991  reve- 
nues) psychiatric  hospital  chain,  has 
collapsed  from  nearly  $2  billion  last 
spring  to  $650  million  recendy. 

Elkins  and  a  partner  started  Inte- 
grated in  1986  with  an  investment  of 
$500,000  each.  Using  venture  capital 
and  heavy  borrowing,  by  last  spring 
they  were  operating  42  nursing 
homes;  of  these,  13  had  subacute  care 
wings,  with  a  total  of  197  beds.  In 
May  Elkins  sold  52%  of  the  company 
to  the  public  for  $60  million.  The 
money  was  used  to  pay  down  Integra- 
ted's  hea\T  debt  and  to  fund  contin- 
ued expansion  of  the  special  units. 

As  of  December,  fast-expanding 
Integrated  had  313  subacute  care 
beds,  200  of  them  filled.  By  the  end  of 
1992  Elkins  expects  to  have  500  sub- 
acute care  beds.  Earnings  for  1991  are 
projected  by  the  company  to  hit  $5.8 
million,  or  70  cents  a  share,  on  reve- 
nues of  $138  million.  In  1992  Elkins 
sees  net  of  at  least  $1  a  share,  on 
revenues  of  $180  million  plus.  Taken 
public  at  $14  a  share,  the  stock  has 
risen  recentiy  to  $22,  valuing  Elkins' 
6%  direct  holding  at  more  than  $10 
million. 

Some  health  industry  executives 
doubt  that  nursing  homes  can  suc- 
ceed in  subacute  care,  given  their 
image  and  roots  as  warehouses  for 
disoriented  old  people.  But  insurers 
are  giving  the  concept  a  shot.  Each 
filled  bed  required  insurer  approval, 
since  policies  don't  normally  cover 
subacute  nursing  home  care. 

Integrated  is  not  alone  in  the  sub- 
acute field,  although  it  is  pursuing  the 
area  more  aggressively  than  other 
publicly  traded  nursing  home  chains. 
Another  public  company,  Louisville, 
Ky. -based  Vencor,  Inc.,  runs  17  spe- 
cial hospitals  for  ventilator-depen- 
dent patients.  Vencor  gets  about  75% 
of  its  patients  directiy  from  hospital 
intensive  care  units,  and  charges  an 
average  of  $900  a  day.  Its  stock  has 
climbed  to  $44  a  share,  around  42 
times  what  Alex.  Brown  analyst  Neal 
Bradsher  expects  the  company  to  earn 
in  1992. 

Wall  Street  clearly  believes  that 
subacute  care — expensive  as  it  is — is  a 
growth  business.  Hi 


The  Federal  Employers  Liability  Act  was  enacted 
to  benefit  injured  railroad  workers.  These  days, 
what  it's  doing  is  enriching  lawyers. 

Graw  train 
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By  James  R.  Norman 

Fred  Hardin,  73,  the  embattied 
president  of  the  nation's  biggest  rail- 
road union,  faced  a  tough  reelection 
fight  this  past  fall.  So  the  incumbent 
head  of  the  100,000-member  United 
Transportation  Union  (UTU)  sum- 
moned a  meeting.  "Invited"  were 
partners  from  the  more  than  20  law 
firms  from  around  the  country  desig- 
nated by  the  UTU  to  represent  injured 
workers  under  the  Federal  Employers 
Liability  Act  (fela).  They  were  asked 
to  chip  in  $25,000  each  for  unspeci- 
fied union  expenses.  At  least  some  of 
the  lawyers  suspected  the  money 
would  go  to  Hardin's  reelection  cam- 
paign or  his  personal  use. 


Hardin  lost  anyhow. 

Few  people  want  to  talk  about  the 
meeting.  How  many,  if  any,  firms 
chipped  in  isn't  known.  G.  Thomas 
DuBose,  who  wound  up  defeating 
Hardin  handily,  is  still  investigating. 

This  much  is  clear:  Two  prominent 
lawyers  who  objected  to  Hardin's  re- 
quest suddenly  found  themselves 
booted  off  the  union's  lucrative  FELA 
attorney  list.  Frank  Petro  was  told  by 
his  Chicago  firm,  Henslee,  Monek 
&  Henslee,  that  business  was  down 
and  his  services  were  no  longer 
needed.  Peter  Reilly  had  his  Long 
Island  firm  dropped  fi^om  the  union 
roster.  Both  lawyers  have  since  been 
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)iit  back  on  the  panel  by  DuBose, 
Ivho  removed  Petro's  ex-boss,  Mar- 
n  Henslee,  as  the  UTu's  legal  coor- 
inator.  "Our  union  is  clean,"  says 

uBose,    "and    it    always    will    be, 

hile  I'm  president." 

DuBose  is  certainly  sincere,  yet 
le  apparent  shakedown  effort  is  just 

sampling  of  the  moral  rot  created 
by  a  law  that  was  one  of  the  coun- 
try's most  progressive  pieces  of  legis- 
lation when  it  was  passed  in  1908. 
Hstablished  before  state  workers' 
compensation  programs  existed  and 
at  a  time  when  crippUng  accidents 
were  common  on  railroads,  FELA 
gave  employees  the  right  to  sue  over 
job  injuries.  If  it  can  be  proved  a 
railroad  was  the  least  bit  at  fault,  the 
injured  worker  can  collect  big  mon- 
ey, including  unlimited  compensa- 
tion for  "pain  and  suffering." 

In  a  less  litigious  time,  this  led  to 
relatively  few  abuses.  But  today  it  is 
an  open  invitation  to  legalized  plun- 
der. Of  the  $1.2  billion  spent  annu- 
ally on  FELA,  about  half  that  money 
actually  makes  it  to  injured  workers. 
Unlike  a  no- fault  workers'  compen- 
sation system,  fela  offers  a  windfall 


On  the  wrong  track 

Number  of  employees  Total  FELA  payouts 

(thousands)  ($millions) 

950  $950 


Terminal  Railroad 
of  southwest  Illinois 
It  had  to  lay  off 
some  60  workers 
when  FELA  injury 
costs  hit  $3  mil- 
lion, or  10%  of  its 
revenues. 
Its  home  turf  is 
a  hotbed  for 
FELA  lawsuits. 


'81   '82    '83   '84    '85    '86    '87    '88    '89  '90 
Source:  American  Association  of'Railroads 

The  runaway  train  of  FELA  costs: 
Payouts  surge,  despite  fewer  workers. 


of  fees  for  lawyers. 

And  for  the  lawyers  it  is  relatively 
easy  work:  Only  about  l%ofFELAcases 
are  actually  tried.  Railroads  settle  rath- 
er than  risk  losing  at  a  trial,  where 
evidence  of  contributory  negligence 
by  the  worker  is  often  barred  under 
railroad  law.  Even  so,  fela  law\^ers 
typically  take  25%  of  the  settlement, 
plus  expenses.  That  contingency  fee 
rises  to  33%  if  the  case  goes  to  trial,  and 
to  40%  if  it  is  appealed. 

Why  not  simply  bring  railroad 
workers  under  the  workers'  compen- 
sation system  or  other  private  insur- 
ance.'' Railroad  executives  argue  that 
would  be  one-third  cheaper  and  a  lot 
fairer.  "A  fault  system  is  grossly  unfair 
and  an  inefficient  way  to  solve  indus- 
trial injuries,"  complains  W.  Graham 
Claytor  Jr.,  chairman  of  Amtrak. 
More  to  the  point:  "fela  is  big  busi- 
ness," says  Donald  Ransom,  general 
counsel  for  Illinois'  Terminal  Rail- 
road Association,  "and  it  is  corrupt." 

Here's  one  way  the  alleged  corrup- 
tion comes  in:  To  limit  damages  from 
lost  earnings  in  fela  suits,  many  rail- 
roads offer  to  continue  injured  work- 
ers on  the  payroll  at  full  pay  if  they 
agree  to  rehabilitation.  They  figure 
that's  cheaper  and  in  the  long  run 
better  for  the  worker  than  if  he  has  to 
give  up  his  job  and  fake  being  dis- 
abled. This  has  intensified  the  race  by 
plaintiff  lawyers  to  sign  up  cases  be- 
fore the  railroad  claims  agents  ar- 
rive— which  has  bred  an  unseemly 
network  of  law  firm  investigators 
who  serve  mainly  as  runners,  chasing 
cases  even  across  state  lines.  Despite 
strict  rules  in  most  unions  against  it, 
local  officials,  who  are  the  first  to 


hear  of  accidents,  are  sometimes  paid 
hundreds  of  dollars  a  case  for  timely 
referrals. 

A  few  such  cases  ha\'e  actually  come 
to  light.  At  St.  Louis'  Terminal  Rail- 
road Association,  Marty  Barton,  the 
UTU  general  chairman  there,  was  fired 
last  year  for  disloyalty  after  he  admit- 
ted getting  $50  an  hour  from  a  plain- 
tiff" lawyer  to  "investigate"  injury' 
cases.  An  arbitrator  reinstated  Barton 
to  his  job,  with  back  pay.  But  a  grand 
jury  is  still  probing  whether  he  was 
really  in  an  illegal  fee-splitting  scheme 
to  husde  fela  cases.  No  charges  so  far. 

Terminal's  home  turf  seems  to  be  a 
hotbed  for  fela  abuse.  Last  year  two 
lawyers  there — John  P.  Kujawski  and 
Rick  E.  Rosen — were  censured  by  the 
Illinois  Supreme  Court  for  agreeing 
to  pay  a  former  railworker  10%  to  1 5% 
of  the  profits  on  every  case  he  brought 
them.  Another  censure  proceeding  is 
pending  in  Illinois  against  big-time 
fela  lawyer  Paul  Pratt,  notorious  for 
reportedly  entertaining  rail  union  of- 
ficers in  a  motor  home  dubbed  the 
"brothelmobile."  Pratt  was  found 
guilty  of  falsifying  medical  evidence  in 
24  West  Virginia  fela  cases. 

Getting  and  staying  on  the  union's 
approved  list  is  vital  to  a  lot  of  lawyers. 
And  they  spend  considerable  time  and 
money  curry'ing  favor  with  union 
leaders  to  do  that.  Usually  the  fela 
counsel  is  carefijl  to  avoid  direct  in- 
volvement in  union  politics.  But  there 
are  other  ways.  Some  fela  firms  lavish 
donations  on  nonpolitical  union 
events  like  regional  meetings,  where 
they  pick  up  hotel  and  travel  costs  for 
delegates,  banquets  and  entertain- 
ment. Such  outlays  ease  the  burden 
on  union  budgets  strained  by  the 
drop  in  dues-paying  members,  leav- 
ing more  in  the  till  for  officer  salaries. 

The  rail  industry  has  geared  up  a 
major  legislative  push  for  fela  re- 
form. That  might  substitute  a  federal 
workers'  compensation  plan  similar 
to  the  maritime  industry's. 

But  don't  hold  your  breath.  Sena- 
tor Howard  Metzenbaum,  the  Dem- 
ocrat who  chairs  the  subcommittee 
overseeing  fela,  is  a  former  FELA  law- 
yer and  vows  to  filibuster  any  change. 
Orrin  Hatch,  the  subcommittee's 
ranking  Republican,  is  a  former  fela 
law}'er  as  well,  and  has  a  son  practicing 
FELA  law.  Hatch  is  as  opposed  to  FELA 
reform  as  Metzenbaum.  Bi 
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It's  just  a  question  of  when  and  by  how  much:  Taxes  are  going  up,  and  if 
you  are  wise,  you  are  thinking  about  how  to  deal  with  the  bad  reality. 

A  paranoid's  guide 
to  tax  increases 


By  William  Baldwin 

THEY'RE  TALKING  tax  cuts  in  Washington  these  days:  a  and  economic  expansion. 

recession-fighting  tax  credit  for  the  middle  class — whoev-  Look  at  the  law  enacted  just  before  Thanksgiving  to 

er  they  may  be — perhaps  coupled  with  a  capital  gain  tax  cut  extend  unemployment  benefits.  As  just  about  any  econo-  } 

for  the  better-off.  Don't  be  fooled.  They  are  going  to  raise  mist  will  tell  you,  unemployment  insurance  is  a  powerful  ) 

your  taxes,  not  lower  them.  The  tax  increases  will  probably  disincentive  to  taking  low-paid  jobs.  If  a  laid-off  worker 

begin  with  small,  nibbling  changes  after  the  election,  of  gets  $200  a  week  in  unemployment,  then  a  job  paying 

the  sort  seen  in  a  recent  deal  that  financed  extended  $250  comes  with  an  80%  tax  rate  built  in;  figure  in  Social  ' 


unemployment  benefits. 
After  that,  the  tax  increase 
movement  will  pick  up 
where  the  upward  bracket 
creep  of  1990  left  off  and 
will  continue  through  most 
of  this  decade. 

Three  pressures  combine 
to  make  eventual  federal  tax 
increases  inevitable.  One  is 
that  the  budget  deficit  is 
already  high,  at  $362  bil- 
lion (fiscal  1992  estimate). 
Another  is  that  all  those 
layoffs  you've  heard  about 
will  cut  deeply  into  tax  re- 
ceipts. The  third  is  that  the 
American  electorate  wants 
national  health  insurance, 
and  it  will  cost  a  fortune. 
State  taxes.'  They're  already 
going  up  sharply  as  politi- 
cians refuse  to  get  tough 
about  wage  demands  and 
featherbedding  by  public  service  unions.  Already,  Califor- 
nia's new  top  tax  bracket  is  11%;  Connecticut's  is  8%. 

Who's  going  to  get  hurt?  Measured  by  the  billions  of 


Security  taxes  and  com- 
muting, and  the  fellow 
would  have  to  be  crzzy  to 
take  the  job. 

How  might  a  supply-side 
unemployment  insurance 
system  work?  Unemploy- 
ment taxes  would  go  into  a 
pot  with  the  worker's  name 
on  it.  If  he  collected  bene- 
fits, he'd  draw  down  the 
account,  or  borrow  from  its 
ftiture  receipts;  whatever 
was  left  at  his  retirement 
would  be  his. 

Now  consider  the  poli- 
tics. A  lot  of  unemployed 
people  don't  have  any  job 
offers,  not  even  at  S2 50  a 
week.  If  they  don't  get 
benefits,  they  will  lose  their 
cars  and  they  will  be  exicted 
from  their  apartments. 
Something  has  to  be  done 
now.  And  so  President  Bush  signed  a  bill  that  extends 
unemployment  benefits.  But  note  how  the  new  law  pays 
for  the  extended  benefits:  bv  accelerating  tax  collections 
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dollars  collected,  the  biggest  share  of  the  damage  will  be  from  people  who  have  to  pay  estimated  taxes — ft-om  the 

borne  by  the  middle  class,  simply  because  that's  where  productive,thatis.Thatmayormay  not  bea"fair"  way  to 

most  of  the  nation's  personal  income  is.  Measured  in  rate  spread  the  burden,  but  it  certainly  penalizes  producti\it>'. 
increases,  though,  the  wealthy  and  successful  will  experi-  Ferdinand  Schoettlc,  a  law  professor  at  the  University-  of 

ence  the  biggest  effects  as  politicians  raise  high-bracket  Minnesota,  sums  up  the  contradictions  this  way:  "The 

rates,  hoping  to  take  some  of  the  sting  off  tax  hikes  for  the  U.S.  has  a  deep  philosophical  problem.  It's  clear  that  in  a 

middle  class.  high-tech  world,  more  capital  is  better  than  less.  But  we're 

When  the  Decade  of  Rate  Hikes  is  over,  the  economy  is  committed  to  equit)'." 
sure  to  be  left  with  some  very  punishing  burdens  on  thrift  Equit>\  of  course,  is  an  elusive  concept.  A  progressive 

and  productivity.  The  way  the  taxes  are  levied  almost  tax  system  takes  from  $100-an-hour  doctors  and  bond 

guarantees  that  the  Nineties  will  be  low  on  job  creation  traders  and  gives  to  $15-an-hour  nurses  and  messengers. 
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By  itself,  this  is  not  necessarily  a  bad  result;  perhaps  even  a  Ernst  &  Young. 

majority  of  the  well-off  would  vote  in  favor  of  it.  But  the  So  if  you  are  skilled  enough  and  fortunate  enough  to 

system  has  other  effects.  It  takes  money  from  $20  workers  have  a  hefty  income,  how  can  you  beat  the  inevitable  tax 

who  work  long  hours  and  gives  to  $20  workers  who  increases?  Spend  while  you  are  young.  Give  away  as  much 

choose  to  work  less.  It  takes  from  retired  schoolteachers  as  you  can  to  your  heirs  before  you  die.  If  worst  comes  to 

j  who  were  thrifty  and  gives  to  retired  schoolteachers  who  worst,  the  taxpayers  will  take  care  of  you. 

squandered  their  money.  Since  voters  are  assumed  to  be  tolerant  of  taxes  that 

What  about  all  the  campaign  talk  about  "competitive-  appear  to  land  on  someone  else,  you  can  expect  the 

ness"?  It  is  sincere,  up  to  a  point;  the  capital  gain  tax  cut,  politicians  to  use  some  imagination  in  pushing  through 

for  instance,  is  intended  to  build  capital  and  create  jobs,  their  pet  schemes.  Thus  it  was  that  the  1990  income  tax 

But  at  the  end  of  the  day,  the  bills  have  to  be  paid,  and  the  increase  (2.9  percentage  points  on  wage  income  ben\'ecn 

only  people  who  can  pay  are  the  ones  with  money — the  certain  limits,  currently  $55,500  and   $130,200)  was 

frugal  and  the  productive,  that  is.  publicly  described  as  a  tax  of  1 .45%  each  on  workers  and 

This  ambivalence  is  vividly  apparent  in  the  complex  laws  employers — as  if  the  boxes  on  the  payroll  stub  had  any 

relating  to  retirement  saving.  The  basic  law,  aimed  at  bearing  on  true  tax  burdens.  A  true  way  of  looking  at  that 


encouraging  people  to  save 
and  thus  create  capital,  says 
that  earnings  on  retirement 
plans  are  not  taxed  until 
they  are  withdrawn.  But  a 
1986  law  adds  a  punitive 
surtax  to  people  who  end 
up  retiring  with  an  "ex- 
cess" of  savings.  Does  the 
government  want  you  to 
save  or  not?  It  can't  decide. 
Take  heed  before  you  fill 
your  401(k)  to  the  maxi- 
mum, since  if  you  end  your 
career  with  a  good  pension 
and  a  fat  Keogh  or  401(k) 
thrift  account,  you  could 
easily  get  nailed  by  this  sur- 
tax. The  surtax,  a  15 -per- 
centage-point add-on  to 
your  regular  federal  tax,  ap- 
plies to  payouts  on  any 
form  of  retirement  savings 
totaling  more  than  about 
$140,000  a  year  (indexed 
for  inflation).  Congress 
might  well  lower  the 
$140,000  starting  point  or 
raise  the  rate,  for  the  same 
reason  it  put  the  surtax  in 
place:  The  tax  raises  reve- 
nue, and  the  people  who 


Caution:  sharp  curves  ahead 

Connecticut  income  tax  on  1992  joint  return 
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Adjusted  gross  income* 
•Federal  AGI  after  Connecticut  adjustments. 


What's  the  top  state  income  tax  rate  in  Connecticut? 
Officially,  only  4.5%.  But  the  marginal  rate— what  you  pay 
on  an  additional  dollar  of  income — averages  8.1%  between 
$50,000  and  $70,000  of  income.  Up  close,  the  curve  gets  even 
steeper  than  that.  Someone  making  $50,000  who  gets  a  $100 
raise  sees  his  tax  go  up  $108. 


tax  boost  would  be  to  de- 
scribe it  as  half  a  tax  on 
personal  income,  half  a  tax 
on  economic  productivity. 
In  a  similar  vein  there  was 
that  wacky  tax  on  bank 
transactions,  proposed  last 
summer  by  Senator  lohn 
Kerry,  the  Massachusetts 
Democrat.  Kerry's  propos- 
al is  now  dead,  but  it's  chill- 
ingly indicative  of  what 
passes  for  tax  economics  in 
Washington. 

To  pay  for  the  savings 
and  loan  and  bank  bailouts, 
Kerry  said  in  a  letter  to  fel- 
low senators,  why  not  levy  a 
"user  fee"  on  wire  transfers 
and  check  clearingsi*  A  mere 
0.02%  rate  would  bring  in 
$85  billion  a  year.  "Small 
users  of  the  U.S.  financial 
system,  amounting  to  al- 
most all  individual  taxpay- 
ers, would  pay  only  tiny 
fees,  amounting  to  a  few 
pennies  on  every  $100 
check,"  the  letter  said. 

The  low  tax  rate  sure 
looks  like  a  bargain.  But 
wait  a  minute.  Not  quite 


pay  it  can  afford  it.  Alternatively,  Congress  may  simply  half  the  revenue  would  come  in  from  customers  of  the 
start  taxing  retirement  accounts  as  well  as  pension  plans  Federal  Reserve's  Fedwire  system,  which  processes  $800 
directly.  "There's  a  huge  chunk  of  cash  out  there  earning      billion  of  transactions  a  day.  What  is  the  economic  value  of 


this  computer  system?  The  Fed  collects  about  $1  per 
transfer  for  the  service,  or  $70  million  a  year.  A  quick 
calculation  shows  that  Kerry  was  trying  to  levy  a  57,000% 
value-added  tax  on  the  Fedwire.  Can  you  imagine  what 
that  would  do  to  the  interest  rates  banks  would  have  to 


huge  amounts,"  says  Henry  Aaron,  a  tax  economist  at  the 
Brookings  Institution  in  Washington,  D.C.  "It's  awful 
tempting." 

Voters  hate  taxes  but  they  will  tolerate  taxes  that  pay  for 
a  program  they  want  badly.  This  phenomenon  just  about 
guarantees  an  income  (payroll)  tax  increase  to  pay  for     charge  on  loans  and  credit  card  balances.^ 
more  national  health  insurance.  It  makes  quite  possible  an  Presumably  no  tax  so  stupid  will  be  enacted,  but 

increase  in  estate  taxes  to  pay  specifically  for  nursing  home  legislators  can  still  do  a  lot  of  damage  to  the  unprepared. 
care.  "Rather  than  wait  until  health  costs  deplete  your  So  prepare  yourself.  If  you  want  a  sense  of  where  federal  tax 
estate,  they'll  deplete  your  estate  for  you  and  then  pay  for  increases  will  land,  start  by  looking  closely  at  what's  in  the 
your  health  care,"  says  David  Berenson,  a  tax  partner  at     tax  code  now.  Congress  uses  certain  less  visible  portions  as 
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proving  grounds;  if  a  new  tax  or  a  denial  of  a  deduction      formula  that  reduces  your  itemized  deductions  by  3%  of 
goes  down  without  too  much  furor,  then  the  rate  can  be     the  amount  that  your  adjusted  gross  income  exceeds 


raised  or  the  applicability  broadened  later. 

Did  you  know  that  the  deduction  for  state  and  local 
taxes,  so  forcefiilly  defended  by  Mario  Cuomo  and  other 
governors,  has  already  been  taken  away  from  certain  high- 
income  taxpayers?  That  supposedly  "tax-exempt"  munic- 
ipal bonds  are  now  sometimes  taxable?  That  the  top 


$100,000.  The  formula  has  the  effect  of  creating  a  new- 
Si. 9%  bracket.  Then  there  is  another  convoluted  bracket 
increase,  one  that  raises  your  marginal  rate  by  0.6%  for 
every  personal  exemption  you  claim,  if  your  income  falls 
between  certain  limits.  Add  another  0.6%  if  you  itemize 
"miscellaneous"  deductions  (for  accountants'  fees,  for 


federal  tax  bracket  is  not  3 1  %  but,  for  some  unfortunates,  example ) .  Now  throw  in  payroll  taxes,  at  least  2 .9%  for  self- 
more  like  38%?  employed  workers  making  less  than  $130,200  this  year. 

You  lose  the  deduction  for  state  taxes  if  you  ever  come  Let's  suppose  that  you  have  two  children  and  you  and 

under  the  spell  of  the  alternative  minimum  tax.  This  is  a  your  spouse  each  make  $100,000.  Then  your  marginal 

sort  of  flat  tax,  with  very  few  deductions,  that  you  pay  in  federal  tax  rate — what  comes  out  of  extra  money  you  make 

lieu  of  regular  tax  whenever  the  alternative  minimum  this  year  by  working  a  littie  harder — can  be  almost  38%. 


comes  out  higher.  Ostensi- 
bly, the  alternative  mini- 
mum hits  people  with  too 
many  "preferences" — that 
is,  loopholes  of  the  sort  as- 
sociated with  tax  shelters. 
Since  1987,  however,  high 
state  and  local  taxes  have 
been  treated  as  loopholes. 
If  tax  rates  go  much  higher 
in  places  like  California  and 
Minnesota,  then  a  lot  of 
wealthy  people  will  be 
swept  into  the  alternative 
minimum  category  and 
simply  lose  the  deduction 
for  state  taxes. 

Taxable  tax-exempts? 
This  category  applies  to 
certain  kinds  of  municipal 
bonds  when  held  by  a  tax- 
payer subject  to  the  alterna- 
tive minimum  tax.  The  cat- 
egory is  fairly  narrow  now 
but  could  be  easily  expand- 
ed in  a  revenue  enhance- 
ment scheme. 

The  tax  code  also  nibbles 
away  at  the  muni  tax  ex- 
emption in  a  different  for- 
mula, one  that  determines 


Bracket  creep 

Tax  code  provision 

Amount 

First-mortgage  deduction  ceiling^ 
Gift/estate  tax  exclusion^ 

$1,000,000 
600,000 

Loss  of  personal  exemptions  begins 
Second-mortgage  deduction  ceiling^ 

150,000* 
100.000 

Erosion  of  itemized  deductions  begins 
Landlords  begin  to  lose  deductions  for  losses 
Foreign  earned  income  exclusion 
Tax-free  portion  of  group  life  insurance 

100.000* 

100.000* 

70,000 

50,000 

IRA  deduction  phaseout  begins 

Exemption  in  alternative  minimum  tax  formula 

40,000* 
40,000 

Taxability  of  Social  Security  benefits  begins 
Net  capital  loss  deduction* 

32,000* 
3,000 

*Adjusted  gross  income;  in  formula  relating  to  Social  Security  benefits,  AG!  is  modified  by 
furtfier  adjustments.    ^Interest  deductible  on  debt  up  to  this  amount  used  to  acquire  or 
improve  a  tiome.    ^Lifetime  credit  equivalent  to  exclusion  of  ttiis  amount.    ^Interest 
deductible  on  home  equity  loans  up  to  this  amount.    ^Maximum  amount  of  capital  losses 
deductible  against  salary  income. 
Sources:  Ernst  &  Young;  Forbes. 

Income  tax  brackets  and  the  personal  exemption 
($2,300  for  1992)  have  been  indexed  so  that  inflation 
does  not  force  taxpayers  to  pay  higher  rates.  But 
some  key  dollar  figures  in  the  tax  code  are  not  in- 
dexed. Here  are  some  of  them,  for  joint  return  filers. 


Why  all  these  tortured 
formulas?  Why  not  just  put 
in  a  38%  bracket?  Evidendy 
that  kind  of  tax  increase  is 
just  too  visible. 

The  table  on  page  50 
compares  the  official  top 
marginal  rates  with  the  true 
ones.  The  disparities  are  a 
reflection  of  the  bubbles, 
phaseouts,  floors  and  ceil- 
ings with  which  Congress 
has  larded  the  tax  code.  The 
federal  government's  hab- 
its are  contagious.  Con- 
necticut recendy  enacted 
an  income  tax  billed  as  hav- 
ing a  4.5%  rate.  In  fact,  a 
complicated  phaseout 

makes  the  marginal  rate 
much  higher  for  middle - 
incomers  (see  chart,  p.  45). 

A  side  effect  of  the  back- 
door bracket  increases  is 
that  there  is  now  a  wedge 
between  income  and  de- 
ductions on  the  rate  sched- 
ules. It  used  to  be  that  a 
dollar  of  interest  income 
would  just  offset  a  dollar  of 
interest  deduction.  Now  a 


how  much  of  a  retired  person's  Social  Security  benefit  is  dollar  of  income  can  cost  you  35  cents  in  tax,  while  a  dollar 
taxable.  The  idea  is  that  a  wealthy  person  should  in  effect  of  deduction  saves  you  only  31  cents.  Staned  for  revenue, 
lose  some  of  his  Social  Security  because  he  doesn't  really  Congress  could  easily  make  this  wedge  wider, 
need  it.  He  loses  it  by  having  to  pay  income  tax  on  it.  It  used  to  be  hard  to  come  out  ahc^id  by  borrowing  on  a 
despite  the  fact  that  benefits  were  advertised  as  tax  free  for  mortgage  and  investing  the  cash.  Now  it's  even  harder.  It 
almost  all  the  years  he  was  chipping  in  to  the  system.  "You  you  have  idle  cash,  you  should  probably  use  some  to  pay 
get  a  litde  nervous  about  their  definition  of  wealthy,"  says  down  your  mortgage.  This  investment  will  almost  certain- 
Ernst  &  Young's  Berenson.  In  the  Social  Security  taxation  ly  beat  a  Ginnie  Mae  fimd 


formula,  "wealthy"  starts  with  $32,000  of  income  on  a 
joint  return. 

What's  the  top  federal  tax  rate?  If  you  think  31%,  it's 
because  you  take  at  face  value  the  pronouncements  from 
the  Internal  Revenue  Service.  Your  true  marginal  tax 
rate — the  rate  you  pay  on  an  additional  dollar  of  income — 
is  probably  higher. 

Here's  why.  The  1990  tax  increase  includes  a  bizarre 


Other  possibilities  for  rate  hikes  abound.  House  WaN-s  & 
Means  Committee  Chairman  Dan  Rostenkowski  (IVIll.) 
has  submitted  a  bill  adding  a  35%  bracket  starting  at 
$145,000  of  income  on  a  joint  return  and  a  38.5%  bracket 
starting  at  $1  million.  It's  unlikely  that  President  Bush 
would  sign  such  a  bill  in  an  clcctit>n  year.  Next  year,  such  a 
law  is  not  inconceivable,  especially  if  coupled  with  a  cut  in 
capital  gain  taxes.  After  1996,  anything  is  possible. 
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This  new  business  lineup  includes  an  F-28,  Boeing  757,  DC-10,  and  Boeing  747. 

Look  who's  coming  to  Lockheed. 

Leveraging  skills  proven  on  more  than  200,000  aircraft, 
Lockheed  is  now  the  most  experienced  and  fastest-growing  aircraft 
maintenance  and  modification  company  in  the  world.  New  airline  customers 
come  to  Lockheed  centers  every  day. 

Forecasts  say  the  world's  commercial  fleet  will  grow  by  as 
much  as  50%,  and  existing  commercial  and  military  fleets  will  be  used 
longer.  That  means  a  bigger  market,  and  the  opportunity  for  Lockheed  to 
grow  stronger  in  this  thriving  service  industry.  One  example:  a  new 
partnership  agreement  with  Japan  Airlines  will  help  fill  the  bays  with  747s  at 
our  newest  center  in  San  Bernardino,  California. 

Establishing  leadership  positions  on  existing  capabilities  is  a 
cornerstone  of  Lockheed's  plan  to  build  shareholder  value  and  create  the 
premier  aerospace  company  in  the  world. 


^^^Lockheed 

Watch  NOVA  on  PBS,  Tuesdays  at  8 p.m. 


NEW  ENGINE,  NEW  TRANSMF 
AND   TO  THINK  MOST   PEOP 


On  September  1, 1991,  the 
presses  at  Car  and  Driver  lolkd 
and  declared  the  Nissan®  Maxima® 
SE  the  "Best  Import  Sports  Sedan 
under  $25,000!' 

TTiat  night  the  engineers  at 
Nissan  quietly  celebrated. 

And  took  pleasure  in  the 
knowledge  that  the  press  hadn't,  well,  seen 
anything  yet.  For  that  same  month  the  new 
1992  Maxima  was  launched.  A  car  our  engi- 
neers had  completely  reexamined,  revamped, 
and  retooled,  literally  from  the  ground  up. 

One  glance  at  the  1992  engine  and  you 
immediately  detect  a  perfectionist  mentality 
bordering  on  the  obsessive.  For  there  lies  a 
new  3.0-liter,  24 -valve  DOHC  V6  multi-point, 
fuel-injected  variable  valve  timed  engine. 


The  new  1992  Maxima  SE  shown  in  Super  Black  with 
opdonal  ABS  brakes,  driver's  side  airbag  and  four-speed 
aucomacic  cransnvssion. 

Like  our  legendary  Z."  die  Maxima  SE's  new  3.0-liter.  1 90 
hp  24 -valve  DOHC  V6  engine  features  a  \'ariable-inducaon 
dual  plenum  system  on  the  5-speed  which  utilizes  an 
intermediate  valve  to  regulate  air  intake  flow  for  better 
performance  at  low  to  mid-range  RPM.y 


^Mnew  fully  ekctmnic  automauc  aansmissKxt  *  Stxirer  Car  and  Dmn  11/91  vrrsus  9/9/  For  mar 


n,  improved  suspension, 
>Iked  it  the  way  it  was. 


..^.'»:^;^ja.^ 


*■■:^va;^!/:^Av^, 


As  a  result,  the  0-60  time  has  been 
reduced  by  more  than  a  second  to  a  seat- 
pressing  (iJ  seconds*  And  horsepower  has 
surged  to  an  adrenalin- pumping  190.  Giving 
new  meaning  to  the  term,4-Door  Sports  Car!" 

Of  course,  in  our  engineers  minds,  a 
totally  new  engine  dictated  equally  radical 
changes  to  the  transmission!*' 

A  new  front  Viscous  Limited  Slip 
Differential  transfers  additional  power  to 


whichever  front  wheel  has  greater 
traction.  So  both  stability  and 
your  self-composure  are  never  lost. 
And  a  remarkable  revamped 
4 -wheel  independent  suspension 
system  allows  you  to  negotiate 
curves  without  compromising 
responsiveness  or  performance. 
Some  things  on  the  Maxima,  however, 
take  years  to  appreciate.  Because  over  a 
two  year  period,  the  SE  retains  70%  of  its 
value.  Tliat's  higher  than  BMW  525i  and 
Acuta  Legend. 

All  of  which  suggests  there  is  one 
thing  our  engineers  can't  change  on  the 
Maxima  SE.  Our 


customers  satisfac- 
tion with  it. 


IMISSAIM 


BUILT    FOR   THE 
HUMAN    RACE! 


i/bmucion  caH  I-800-NISSAN-6  Smart  peopk  always  read  the  fine  print  And  they  always  wear  their  seat  belts. 


TAXING  MAHERS 


i 


The  payroll  tax  is  an  obvious  candidate  for  increases,  to  receive  it  when  the  rate  is  40%.  Couldn't  you  just  grab 

The  tax,  created  in  the  Depression,  was  sold  to  the  public  the  money  immediately  before  a  planned  rate  hike  goes 

as  a  form  of  compulsory  Individual  Retirement  Account,  into  effect?  Not  easily,  notes  Philadelphia  tax  lawyer 

but  Social  Security  has  drifted  pretty  far  from  that  struc-  Stephen  Hamilton;  if  you  control  the  timing  of  the  payout, 

ture.  The  tax  now  starts  at  1 5.3%  for  low  incomes,  declines  then  the  iRS  may  consider  the  money  fully  taxable  as  soon 

to  2.9%  at  $55,500  of  earned  income  and  to  0%  above  as  you  earn  it. 

$130,200.  Would  you  be  surprised  if  Congress  moved  to  Don't  buy  deferred  annuities.  These  quasi-insurance 

make  the  tax  "less  regressive"  by  raising  it  on  higher  products  enable  your  earnings  to  compound  tax-free, 

salaries.^  Never  mind  that  such  a  move  would  sever  forever  provided  you  don't  withdraw  the  money  before  age  59^2. 

the  illusion  that  Social  Security  taxes  are  simple  payment  When  you  cash  out,  you  pay  taxes  on  all  your  accumulated 

for  fiiture  benefits.  earnings  at  once.  Even  under  present  tax  law,  annuities  are 

Worst  of  all,  the  34%  corporate  tax  rate  probably  won't  a  dubious  proposition,  since  their  steep  fees  and  costs  have 

survive  this  decade.  Worst  of  all  because  corporate  profits  a  way  of  erasing  most  of  the  benefit  of  deferring  taxes.  If, 

finance  most  expansion,  modernization  and  job  creation,  on  top  of  all  those  fees,  you  face  higher  tax  rates,  the 


Thus  each  hike  in  the  cor- 
porate rate  takes  a  bite  out 
of  the  nation's  limited  sav- 
ings pool.  But  Congress 
won't  tell  you  that  when  it 
claims  it  is  just  making  busi- 
ness "pay  its  fair  share." 

Several  cherished  tax  de- 
ductions have  to  be  consid- 
ered endangered,  at  least 
when  claimed  by  upper-in- 
come workers.  Did  you 
know  that  the  ceiling  on 
home  mortgage  deduc- 
tions is  destined  to  be  cut  in 
half  over  the  next  20  years 
or  so.''  At  least,  that's  the 
practical  effect  of  4%  infla- 
tion on  the  present  law, 
which  allows  deduction  of 
interest  only  on  the  first 
$1.1  million  of  mortgage 
debt.  (For  a  list  of  impor- 
tant tax  benefits  that  aren't 
indexed  for  inflation,  see 
the  table  on  page  46.)  The 
mortgage  limit  sounds  like 
a  burden  only  on  the  very 


What's  your  rate? 

Type  of  income 

Ostensible  top 

True  top 

or  asset 

marginal  rate 

marginal  rate 

60%' 

Estates 

55% 

Corporate  income 

34 

392 

Earned  income— lawyer 

31 

383 

Interest  and  dividends 

31 

353 

Earned  income— cab  driver 

28 

41* 

Capital  gain 

28 

323 

Alternative  minimum  income 

24 

305 

'From  phaseout  of  credit  and  lower  rates.  ^Frorri  phaseout  of  lower  rates.  'Assumes  self- 
employed  lawyer  married  to  another  well-paid  person;  two  children;  family  income  of 
$200,000;  family  claims  miscellaneous  deduction.  •'Includes  self-employment  tax. 
^From  phaseout  of  $40,000  exemption. 


Your  marginal  tax  rate — what  you  pay  on  an  incremental 
dollar  of  income— is  the  tax  rate  that  matters  to  your 
willingness  to  work  overtime  or  to  invest.  It  may  be 
higher  than  you  think.  Above  are  the  rates  as  published  in 
IRS  rate  schedules,  followed  by  true  marginal  rates.  The 
latter  include  payroll  taxes  and  the  quirky  effect  of  vari- 
ous phaseouts  and  givebacks  built  into  the  tax  code. 
Not  included:  state  and  city  taxes. 


deferral  will  backfire. 

Don't  buy  a  vacation 
home.  In  all  likelihood  you 
will  be  grandfathered  when 
they  take  away  tax  deduc- 
tions for  second  homes. 
But  the  fellow  you  try  to  sell 
to  won't  be. 

If  you  buy  bonds,  buy 
municipals.  They'll  be 
worth  more  when  tax  rates 
go  up.  What  if  Congress 
extends  existing  taxes  on 
munis?  Don't  worr\'. 
Grandfathering  will  work 
for  you  here,  since  future 
taxes  on  munis  aren't  likely 
to  apply  to  securities  al- 
ready outstanding. 

Give  away  assets  to  heirs. 
Your  lifetime  5600,000 
gift/estate  tax  exclusion 
will  go  further  now  than  it 
will  after  ten  years  of  infla- 
tion. Worse,  gift/estate  tax 
rates  could  be  raised.  So,  if 
you  can  afford  it,  use  that 
exemption  now;  don't  wait 


rich,  but  consider  that  having  put  on  a  ceiling  at  all,  until  you  die. 

Congress  could  easily  lower  it — say,  to  $500,000.  If  you  have  a  choice,  don't  settle  in  a  hijjh-tn.x  state.  Taxes 

Congress,  of  course,  could  also  deny  the  deduction  for  in  New  York,  California,  Minnesota  and  Massachusetts  are 

vacation  homes.  "It's  only  a  matter  of  time  before  that  high,  certain  to  ratchet  upward,  and  likely  to  become  less 

sacred  cow  is  slain,"  says  Stephen  Corrick,  a  tax  partner  at  deductible  at  the  federal  level.  Also,  California  and  New 

Arthur  Andersen.  York  are  trying  to  tax  the  retirement  income  of  former 

Fringe  benefits  stand  a  good  chance  of  becoming  more  residents  long  after  they  have  left, 

taxable  to  the  high-salaried.  Here's  one  option:  Treat  Stay  away  from  media  stocks.  The  congressional  hit  list 

employer-paid  health  insurance  as  earned  income,  raising  includes  advertising  deductions.  Another  target  is  business 


$60  billion  a  year,  then  give  back  most  of  the  $60  billion  in 
the  form  of  tax  credits.  People  in  the  higher  tax  brackets 
would  lose  in  this  shuffle. 


entertainment,  currently  80%  deductible.  Don't  open  a 
restaurant. 

Take  small  capital  losses  now.  You  can  deduct  them. 


For  hints  about  what  is  in  store,  get  a  copy  of  Selected     dollar  for  dollar,  against  up  to  S3, 000  of  salar\-  income.  It 


Spending  and  Revenue  Options  (Congressional  Budget 
Office,  June  1991 ).  It's  a  shopping  list  for  tax  raisers. 

If  tax  rates  are  destined  to  rise,  what  should  you  do  now? 

Be  leery  of  salary  deferment  plans.  In  these  plans,  execu- 
tives arrange  to  receive  part  of  their  salarv'  years  after 
earning  it.  No  sense  deferring  income  taxable  at  34%  only 


the  capital  gain  tax  is  cut  in  half,  you  will  probably  need  $2 
of  net  losses  to  get  a  $1  deduction. 

And,  unless  Congress  suddenly  gets  a  dose  of  capitalist 
religion,  expect  a  period  of  slow  growth  in  the  cconi>my. 
Unfortunately,  those  taxes  most  palatable  to  the  public  are 
the  veiy  ones  that  bite  into  productivit)'  and  sa\  ings.    ^ 
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Talent  agent  Marvin  Josephson  fell  on  his  face 
when  he  tried  to  run  a  conglomerate,  but  back 
in  Hollywood  his  ICM  has  lost  none  of  its  touch, 

Know  thy 
limitations 


By  Lisa  Gubernick 

"I  HAD  A  certain  amount  of  hubris," 
Marvin  Josephson  says.  That's  put- 
ting it  mildly.  A  former  lawyer  who 
built  International  Creative  Manage- 
ment into  a  successful  peddler  of  en- 
tertainment flesh,  Josephson  some- 
how got  it  into  his  head  that  he  could 
run  any  business — Hollywood  does 
that  kind  of  thing  to  people. 

Josephson  used  proceeds  from  a 


$20  million  1983  public  offering  to 
buy  a  series  of  office  products  compa- 
nies, a  clutch  of  radio  stations  and 
even  a  stock  brokerage  firm  for  iCM's 
parent,  Josephson  International. 

Disaster.  Brought  public  at  15%  a 
share,  Josephson  International's 
stock  sank  as  low  as  6V2  in  1985. 
Herzfeld  &  Stern,  the  brokerage  firm, 
lost  a  total  of  $9.6  million  on  opera- 


ICM's  Marvin  Josephson 

"I  had  a  certain  amount  of  hubris." 


tions  in  1984  and  1985.  Josephson 
sold  off  the  brokerage  firm  and  a  stake 
in  an  investment  management  outfit 
in  late  1985,  which  resulted  in  a  $37 
million  loss.  In  September  1986  Jo- 
sephson also  sold  his  radio  stations. 
Two  years  later  he  took  the  rest  of  the 
operation  private,  in  a  $14.52-a-share 
leveraged  buyout,  and  spun  off  the 
office  products  division. 

All  that  is  water  over  the  dam.  ICM 
is  riding  high  again.  Josephson  has 
installed  Jeffrey  Berg,  44,  as  chair- 
man and  James  Wiatt,  45,  as  presi- 
dent of  ICM.  They  have  solidified 
ICM's  position  as  one  of  two  top  Hol- 
lywood talent  agencies,  next  to  Mi- 
chael Ovitz's  Creative  Artists  Agen- 
cy. According  to  Berg,  last  year  the 
company  garnered  more  than  the 
$69  million  in  revenues  that  were 
projected  when  it  went  private;  it  did 
so  by  representing,  among  others, 
the  top  talent  in  two  of  last  summer's 
biggest  hits,  Terminator  2  and  City 
Slickers. 

icm's  150  agents  handle  some 
2,200  clients,  including  the  top- 
grossing  male  actor,  Arnold  Schwarz- 
enegger, as  well  as  the  hottest  actress, 
Julia  Roberts,  along  with  such  stellar 
talents  as  Eddie  Murphy,  Mel  Gibson 
and  Michelle  Pfeiffer. 

Josephson  built  ICM  by  acquisition 
rather  than  from  scratch — which  may 
be  what  led  him  to  think  he  could  run 
a  conglomerate.  His  first  big  purchase 
was  the  Ashley  Famous  Agency, 
which  later  became  know  as  Interna- 
tional Famous  Agency,  from  Steven 
Ross'  Kinney  Service  Corp.  for  $7.5 
million  in  the  late  Sixties.  Then  came 
the  $6.5  million  purchase  in  1975  of 
Creative     Management    Associates, 
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International  Creative  Management 


partly  staffed  with  agents 
who  had  worked  at  MCA 
until  the  Justice  Depart- 
ment forced  the  company 
to  divest  its  talent  agency. 

Putting  those  two  agen- 
cies together  was  tougher 
than  it  sounds.  They  were 
very  different  outfits.  "The 
CMA  agents  were  much 
more  freewheeling  than  we 
were,"  says  Josephson.  The 
CMA  agents  were  flashy,  giv- 
en to  hair-raising  expense 
accounts;  one  had  even 
built  himself  a  home 
screening  room  on  the 
company  tab. 

Josephson  succeeded  in 
tightening    fiscal    controls 
but  allowed  the  agents  to 
retain  their  idiosyncrasies — 
a  key  to  the  company's  cur- 
rent success.  "I  don't  like 
to  be  told  what  to  do  with 
my  clients,"  says  ICM  agent 
Edward  Limato,  who  left 
William  Morris  three  years  ago  and 
brought  Michelle  Pfeiffer,  Mel  Gib- 
son and  Richard  Gere  with  him  to 
ICM.  Why  didn't  he  go  to  the  mighty 


ICM's  chief  executive,  Jeff  Berg 

A  $50  million  deal  for  the  Ninja  Turtles. 


Michael  Ovitz?  "I  don't  think  I'd  fit 
in  there,"  he  says,  running  his  fingers 
over  substantial  stubble.  'T  haven't 
shaved  since  last  week  and  I  don't  want 


to  have  to  worry  that  Mike 
Ovitz  is  going  to  frown  at 
me. 

That  reputation  for  di- 
versity' is  precisely  what 
lured  over  a  group  of  five 
William  Morris  agents  last 
year.  Together,  they 
brought  some  30-odd  cli- 
ents, including  Julia  Rob- 
erts, Anjelica  Huston  and 
directors  Alan  Pakula  and 
Norman  Jewison.  Says  one 
William  Morris  defector, 
Elaine  Goldsmith:  "ICM  is  a 
group  of  iconoclastic  peo- 
ple. I  fit  here." 

Not  the  least  of  the  curi- 
ous    characters     in\olved 
with  ICM  is  a  contro\ersial 
Dutch  banker  and  former 
head  of  the  film  division  of 
Credit  Lyonnais,  Frans  Af- 
man,  whom   Variet}'  once 
called  "The  Happy  Check- 
book." It  was  Afman  who 
lent  Credit  Lyonnais  mon- 
ey to  Menachem  Golan  and  Yoram 
Globus  of  Cannon  Group  prior  to 
Cannon's  brush  with  financial  disas- 
ter. In  1987  the  sec  charged  Cannon 
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800-333-3333 
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Julia  Roberts 
iCM's  stars. 


Eddie  Murphy 


Michelle  Pfeiffer 


with,  among  other  things,  failing  to 
disclose  in  its  1985  proxy  that  Afman 
was  receiving  $75,000  per  year.  Can- 
non later  settled  the  charges  with  the 
sec:.  Afman  maintains  he  did  nothing 
wrong.  In  any  event,  he  left  his  staff 
position  at  the  bank  to  become  a 
consultant  not  long  after. 

One  of  Afman's  apparent  jobs  is  to 
expand  icm's  foreign  business.  Even 
without  Afman,  icm's  foreign  busi- 
ness has  been  growing.  After  the  huge 


success  of  Teenage  Mutant  Ninja 
Turtles^  Berg  approached  the  film's 
producer.  Golden  Harvest  Interna- 
tional. Would  Golden  Harvest  let  ICM 
represent  it  on  its  next  deal.>  The 
answer  was  yes,  and  Berg  negotiated 
for  upfront  fees  of  $50  million  for 
Golden  Harvest,  $48  million  more 
than  what  Golden  Harvest  made  in 
advance  fees  for  the  first  film. 

In  television,  ICM  helped  procure 
financing  for  producer  client  Michael 


Mann's  six-hour  miniseries  Drug 
Wars.  In  return  for  foreign  rights,  a 
Spanish  film  company  and  two  Euro- 
pean banks  provided  the  $10  million 
needed  to  produce  the  series. 

Josephson  is  now  64  and  basking  in 
his  successors'  achievements.  He  re- 
cendy  signed  on  two  new  clients: 
Norman  Schwarzkopf  and  Margaret 
Thatcher.  His  hubris  remains  sharply 
reduced,  but  his  agenting  skill  seems, 
if  anything,  enhanced.  WM 


bu  Can  Get  A  Radisson? 


hotel.  In  India  and  Indiana,  Canada  and  Cancun,  Georgia's  Jekyll  Island  and  London's  Hyde  Park  you'll  find  Radissons 
Can!®  spirit,  no  matter  how  small  die  request  or  large  the  task.  So,  why  get  just  a  room  when  you  can  get  a  Radisson? 
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Telephone  companies  depend  on  their  ability  to  execute 
millions  of  transactions  second  by  second.  So  they 
need  to  work  with  a  computer  company  that  is  second 
to  none. 

Which  is  why  telephone  companies  choose  Unisys.  In 
fact,  if  you  use  a  telephone  in  the  U.S.,  odds  are  you're 
also  using  a  Unisys  computer. 

For  over  25  years,  we've  helped  phone  companies 
track  the  complex  cabling  that  connects  customers 
to  telecommunications  networks.  Today,  we  are  pro- 
viding systems  to  develop  enhanced  services  like 
voice  messaging  and  fax  mail,  in  addition  to  Emergency 
911  capability. 

And  the  U.S.  isn't  the  only  place  we  help  telecom- 
munications companies  manage  mission-critical  growth. 
Our  international  roster  includes  customers  in  places  like 
Sweden,  Holland,  Germany  and  the  United  Kingdom. 

To  hear  more,  just  call  1-800-448-1424,  ext.  168. 
You'll  learn  why  so  many  companies  rely  on  Unisys  people 
in  over  100  countries  to  help  them  stay  well-connected. 


c  1991 


^gistered  trademark  of  Unisys  Corporation, 


We  make  it  happen 


Meet  the  Fang  brothers.  You  may  already  be  wearing 
some  of  their  clothing.  Soon  you  or  your  family 
be  shopping  in  their  stores. 


Closer  to 
the  consumer 


By  Phyllis  Berman  with  Jean  Sherman  Chatzky 


The  Fang  brothepis,  S.C.  and  S.H. 
Fang,  were  just  another  pair  of  refu- 
gees among  the  hundreds  of  thou- 
sands who  fled  to  Hong  Kong  from 
the  communist  takeover  of  China. 
Cotton  traders  in  the  Lower  Yangtze 
region  about  30  miles  from  Shanghai, 
they  struggled  against  great  odds  to 
rebuild  their  business.  They  succeed- 
ed brilliandy.  Today  S.C.  Fang  Broth- 
ers does  roughly  $450  million  in  sales 
from  factories  in  Malaysia,  Thailand 
and  the  Philippines,  and  from  a  fast- 
growing  retail  chain  called  Episode. 

You  may  not  have  heard  of  the 
Fang  brothers,  but  you  may  well  have 
worn  their  products.  For  the  last  de- 
cade they  have  supplied  T  shirts  to 
stores  like  the  Gap  and  blouses  to 
designers  like  Calvin  Klein. 

The  Fangs  are  one  of  the  largest  of 
the  dozens  of  families  who  dominate 
the  textile  industry  in  Asia.  Many 
well-heeled  reftigees  from  Canton 
and  Shantou  regarded  Hong  Kong  as 
their  permanent  home,  sinking  bil- 
lions into  property.  But  Shanghainese 
like  the  Fangs  chose  manufacturing. 
Having  had  to  run  once,  they  knew 
they  might  have  to  run  again.  Textile 
manufacturing,  unlike  office  build- 
ings and  hotels,  can  be  moved  easily. 
In  preparation  for  their  escape  from 
mainland  China  in  1949,  the  Fangs 
ordered  hundreds  of  cotton  spin- 
dles— the  newest,  most  technologi- 
cally advanced.  But  instead  of  ship- 
ping the  machinery  to  the  mainland, 
the  Fangs  told  the  vendors  to  store 
them  in  Hong  Kong. 

Within  1 5  years  of  coming  to  the 
island,  the  Fangs  succeeded  enough 
to  send  all  of  their  children,  four  boys 
and  two  girls,  to  college  in  the  U.S. 


Today  four  brothers,  sons  of  the 
late  S.C.  Fang,  own  equal  shares  in 
the  family  business:  Kenneth,  53; 
Lawrence,  51;  Vincent,  49;  and  Jef- 
frey, 45.  Their  father  died  last  year  at 
age  81.  Their  uncle,  S.H.  Fang,  is  in 
his  late  70s  and  has  retained  a  tiny  $3 
million  fabric-making  operation  to 
run.  Says  Kenneth  Fang,  "Our  father 
knew  every  detail  [about  the  busi- 
ness]. That  was  what  he  taught  each 


The  Fangs 

Konnoth, 

Vincent 

and  Lawrence 

at  one  of  their 

Hong  Kong 

factories. 


of  the  brothers.  That  attention  to 
detail.  We  all  have  that." 

In  1997  Hong  Kong  reverts  to 
China.  Anticipating  the  event,  most 
wealthy  Hong  Kong  Chinese  have 
shipped  capital  abroad,  buying  sky- 
scrapers in  Vancouver  and  hotels  in 
Sri  Lanka.  Safe  stuff.  But  the  Fangs  are 
following  a  riskier — but  proven — 
course.  They  are  expanding  their 
business,  moving  closer  to  the  con- 
sumer. It  is  a  strategy  that  has  served 
the  family  well  in  the  past. 

By  the  mid-1960s  cotton  spinning 
in  Hong  Kong  had  begun  to  peak. 


Other  Asian  nations  were  moving 
into  yarn,  then  textiles,  both  indus- 
tries with  virtually  no  barriers  to  entry. 
That  was  when  Kenneth,  the  eldest, 
returned  from  mit.  For  four  holiday 
seasons  he  had  shopped  the  name- 
brand  departments  of  Jordan  Marsh 
and  Filene's.  The  sweaters  being 
snapped  up  were  made  of  high-quali- 
ty threads,  but  were  simply  construct- 
ed: crewnecks,  V  necks  and  cardigans. 
They  would  be  easy  to  kncxk  off. 
Upon  his  return  to  Hong  Kong,  he 
moved  the  tamily  into  apparel,  mak- 
ing sweaters  on  a  private -lab>el  basis 
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for  U.K.  stores.  The  Fangs  were  soon 
major  factors  in  the  apparel  trade. 

Brother  Lawrence  returned^  from 
North  Carolina  State  University  in 
1969.  The  family  went  to  its  local 
,  bank  and  borrowed  enough  to  ex- 
pand the  spinning  and  weaving  opera- 
tions. In  1970  Jeffrey  returned  from 
the  University  of  Wisconsin  and 
joined  his  brothers  in  the  sweater 
business.  The  next  year  Vincent  came 
home  from  North  Carolina  and  the 
family  started  a  T  shirt  operation. 

Thus,  with  each  new  brother  the 
family  expanded,  taking  new  risks  and 
reaping  new  profits.  "Our  father  was 
concerned,  because  we  are  so  aggres- 
sive, much  more  competitive  than  in 
his  old  days.  He  kept  reminding  us, 
'Don't  stretch  too  much.  Don't  over- 
expand,'  "  remembers  Kenneth. 

The  brothers  accepted  the  paternal 
advice  politely,  as  befits  good  Chi- 
nese, but  pretty  much  ignored  it.  And 
a  good  thing,  because  the  basic  busi- 
ness was  running  into  trouble.  Almost 
as  soon  as  the  brothers  got  into  appar- 
el, labor  costs  in  Hong  Kong  began  to 
escalate.  Then  the  U.S.  government, 
in  an  attempt  to  protect  its  own  dwin- 
dling sweater  industry,  began  to  im- 
pose restrictions  on  the  quantities  of 


ABOVE: 

Merchandising  by  color 
One  store  section  is  a 
biaclt-and-white  "Episode"; 
others  are  bright  or  pastel. 

LEFT: 

Christine  Ma  and  Jeffrey  Fang 
in  a  New  Yoric  store. 


cheap  sweaters  that  could  be  exported 
to  the  States  from  Hong  Kong. 

Time  to  move  again.  The  Fangs 
simply  moved  their  operations,  as 
they  had  at  the  time  of  the  communist 
takeover.  Today  the  Fangs  manufac- 
ture in  nine  countries,  making  T  shirts 
in  the  Philippines  and  Panama,  trou- 
sers in  Thailand  and  sweaters  in  Ma- 
laysia. It  is  because  of  families  like  the 
Fangs  that  Hong  Kong,  with  an  $11 
billion  textile  industry,  also  controls 
the  textile  industries  of  Singapore, 
Malaysia  and  Sri  Lanka. 

What  now.>  When  the  brothers 
moved  from  fabric  into  apparel,  they 
eliminated  one  middleman  along  the 
way  from  the  cotton  fields  to  the 
department  store.  In  1973  Jeffrey  and 
Vincent  moved  a  step  further,  open- 
ing a  small  retail  store  called  Toppy,  a 
U.S. -style  store  where  Hong  Kong 
teenagers  could  shop  for  bell- bot- 
toms and  striped  vests,  and  hang  out 
as  well.  In  1986,  when  private-label 
margins  began  to  shrink,  Jeffrey  and 
his  wife,  Christine  Ma,  launched  a 
major  retail  expansion  with  the  open- 
ing of  the  Episode  Stores  chain. 

So,  soon  you  or  someone  in  your 
family  may  be  shopping  in  a  Fang- 
owned  store.  So  far,  Episode  has  only 


27  stores  in  the  U.S.,  but  it  is  already 
creating  a  stir  in  cities  like  Dallas  and 
Miami  with  so-called  bridge  clothing. 
Bridge  clothing  is  aimed  at  customers 
who  want  something  cheaper  than 
designer  outfits  like  Armani  but  bet- 
ter quality  than  the  stuff  carried  in  the 
Limited.  A  large  proportion  of  the 
clothes  sold  by  the  Episode  chain  is 
made  by  the  Fangs  in  their  20  fac- 
tories around  the  world. 

Today,  between  Episode  and 
Toppy,  the  Fangs  have  more  than  70 
stores  around  the  world,  from  Taipei 
to  London.  By  1996  they  expect  to 
have  50  stores  in  the  U.S.,  with  an- 
other 100  in  Europe  and  Asia. 

What  distinguishes  Episode  from 
AnnTaylor  or  the  Limited?  Integra- 
tion. These  U.S.  specialty  retailers 
buy  their  apparel  from  hundreds  of 
private -label  manufacturers  like  the 
Fangs.  In  contrast,  Jeffrey  Fang  says, 
"We  design  our  product,  manufac- 
ture it,  put  our  label  inside  and  then 
retail  it  in  our  own  stores.  We  don't 
bring  in  our  season  all  at  once,  but  a 
litde  at  a  time,  so  our  repeat  custom- 
ers get  to  see  something  new.  It  keeps 
their  curiosity  alive." 

Worldwide  the  Fangs  currendy  do 
about  $100  million  in  retailing,  $250 
million  in  private -label  manufactur- 
ing business  and  about  $100  million 
in  wholesaling  for  other  Asian  appar- 
elmakers.  The  businesses  probably 
earned  at  least  $25  million  in  1991, 
according  to  Herbert  Chung,  apparel 
analyst  at  James  Capel. 

Things  certainly  have  changed  for 
the  Fangs  since  the  early  years,  when 
sweatshop  conditions  prevailed  in 
Hong  Kong's  cotton-spinning  indus- 
try. But  the  family  adapted.  Today  the 
only  garments  they  can  afford  to  make 
in  Hong  Kong  are  the  high -markup, 
detail-intensive  ones  like  Episode's 
sequined  cocktail  jackets,  which  sell 
for  $328.  The  Fangs  have  compensat- 
ed by  moving  to  lower-wage  areas — 
hedging  against  protectionism  with  a 
knitting  plant  in  South  Carolina — 
and  by  integrating  forward  toward 
the  consumer. 

The  family  says  it  intends  to  contin- 
ue making  Hong  Kong  its  home  and 
headquarters.  But  the  Fangs,  remem- 
ber, are  from  Shanghai.  If  Hong 
Kong  becomes  untenable,  neither 
their  factories  nor  their  revenues  will 
suffer  gready.  Hi 
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THERE'S    BEEN   A   LOT 


OF  TALK  about  the 
environment  lately.  But 
out  on  Chesapeake  Bay, 
sailing  around  on  a  vintage 
skipjack,  a  group  of  school  kids 
are  learning  that  when  it  comes  to 
the  environment,  actions  speak 
louder  than  words. 

Myrtha  Allen,  Environmental 

Sciences  teacher  at  P. S.  405, 

Baltimore,  explains,  "Most  of  my 

;•       kids  are  city  born  and  bred.  They 

^      live  in  apartments,  they  get  their 

milk   in   cartons,   their   eggs   in 

those  styrofoam  containers.  They 

i     were  about  as  interested  in  the 

environment     as     they     are     in 
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M  Y  R  T  H  A      ALLEN.      Teacher 
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homework."   She   smiles   at   a   nearby   eight-  support  we  give  to  the  Foundation  more  kids 

year-old.  "And  who  can  blame  them?  Some  of  like  Jawan  will  be  able  to  experience  our  fragile 


'■     them,  like  Jawan  here,  had  never  even  seen  a  environment  first  hand.  And  hopefully  start 


live  fish  before." 

%■  That's  where  the  Chesapeake  Bay  Foundation 

•iidsl       stepped   in.   Since    1966,   when  it  started   in 

*"^'       Annapolis,  Maryland,  with  a  rented  fishing 

^^  i        trawler  and  little  else,  the  Foundation  has  taken 

more    than    300,000    students    out    into    the 

Bay  to  experience  the  environment  first  hand. 

And  at  the  same  time  making  them  aware  of  how 

important  their  contribution  is  to  the  future 

of  the  planet. 

Myrtha  puts  it  simply.  "To  get  these  kids 

wanting  to  clean  up  the  world,  we've  got  to  get 

their  hands  dirty." 

And  they  do.  They  get  very  dirty. 


playing  an  active  part  in  preserving  it. 

Is  the  program  working?  "These  kids  are 
organizing   neighborhood    recycling    drives, 


they're  writing  letters  to  Senators.  Take  a  look  at 
these  posters  some  of  my  students  have  been 


"Oh  yeah,"  chuckles  Myrtha,  "we  do  it  all.  doing." 


Once  we  threw  a  net  in  just  to  see  what  we'd  get. 


The  classroom  walls  are  alive  with  crayon  and 


When  we  pulled  it  up,  sure  enough  there  were  pencil.  Bright  orange  crabs.  Smiling  oysters, 

the    milk    cartons,    the    soda    cans,    the    egg  Families  of  ducks. 

containers.  And  flapping  around  in  the  middle  of  And  one  poster  that  stops  everyone.  It's  of  a 

it  all  was  this  big,  cranky  striped  bass.  You  smiling  little  boy  holding  hands  with  a  big  striped 


should've  seen  their  faces. 


bass.  And  boldly  scrawled  above  both  their  heads 


"We  took  20  little  consumers  out  on  a  boat  is  one  word:  "Brothers", 

that   day.    We    came   back    with    20    budding  And  it's  signed  by  Jawan.  Age  eight. 


environmentalists." 

At  Toyota,  we're  proud  that  through  the 
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1 


Even  as  Argentina  privatizes  and  deregulates 

and  free-trades  its  way  to  prosperity,  it  wonders  why 

the  U.S.  seems  to  be  going  in  an  opposite  direction. 

Who's  out 


of  step: 

By  Joel  Millman 

Domingo  Cavallo,  Argentinean 
minister  of  economy  and  public 
works,  knows  a  lot  about  the  evils  of 
socialism — government  control  of 
the  economy,  massive  income  redis- 
tribution, swelling  bureaucracy.  In 
one  form  or  another,  imposed  some- 
times from  the  left,  sometimes  from 
the  far  right,  this  tempting  but  spe- 
cious doctrine  kept  his  potentially  rich 
country  poor  for  nearly  half  a  century. 

Now  vVrgentina  is  moving  fast  to- 
ward a  market  economy  and  is  begin- 
ning to  prosper  accordingly.  Elected 
president  in  1989,  Carlos  Saul 
Menem,  a  politician  of  the  old  school 
and  a  playboy  to  boot,  knew  some- 
thing had  to  be  done  for  the  economy 
but  hadn't  a  clue  as  to  what  it  should 
be.  He  handed  the  problem  to  Ca- 
vallo, a  former  minister  of  foreign 
affairs  and  congressman  with  a  Ph.D. 
in  economics  from  Harvard. 

Argentinean  inflation,  which  had 
been  running  at  300%  annually  a  year 
ago,  is  now  only  15%;  flight  capital  is 
pouring  back  into  the  country  from 
Europe  and  the  U.S.  and  the  econo- 
my is  fast  being  privatized.  Most  sur- 
prising was  that  the  Argentinean 
masses  didn't  take  to  the  streets  to 
defend  the  old  order,  which  was  craft- 
ed in  their  name;  they  knew  that  old 
order  to  be  a  fraud. 

Reform  has  been  swift  and  thor- 
ough. Thirty-six  regulatory  agencies 
have  been  abolished,  while  restric- 
tions on  all  foreign  exchange  transac- 
tions have  been  eliminated.  Cavallo 
and  Menem  also  pushed  through  a 
new  currency  law  that  forbids  the 
printing  of  new  money  without  hard 
currency  reserves  to  back  them. 

If  Cavallo  is  thankful  for  one  thing, 
it  is  that  under  the  fascist  Peron  and 


Argentina's  Domingo  Cavallo 

Cutting  inflation  with  fiscal  restraint, 

freeing  business  with  deregulation. 


later  under  social  democratic  govern- 
ments, Argentina  never  went  100% 
socialist  as  the  U.S.S.R.  and  Eastern 
Europe  did.  "The  problems  of  the 
Soviet  Union  are  bigger  than  the 
problems  we  faced  in  Argentina,"  he 
explains.  "They  never  had  a  market 
economy.  They  do  not  have  entrepre- 
neurs. They  don't  know  who  owns 
what.  These  are  all  problems  of  basic 
identification,  of  property  rights.  So  it 
is  a  much  more  difficult  situation  than 
we  had  in  Argentina." 

Argentina,  for  all  its  harebrained 
socialism-cum-Pcronism,     at     least 


maintained  close  ties  to  the  capitali' 
world.  Its  productive  agriculture  sec  I 
tor — which  at  one  time  helped  makij 
Argentina  one  of  the  ten  richest  m 
tions  in  the  world — was  never  nationi 
alized,  although  it  was  taxed  and  regj 
ulated  almost  to  death. 

Cavallo,  therefore,  can  be  pari 
doned  a  certain  amount  of  satisfac] 
tion,  but  then  he  quickly  catches  him-l 
self  "Now  we  have  to  avoid  the  possi- 
bility of  having  excess  confidence,"* 
Cavallo  says  with  a  laugh,  sounding 
almost  surprised  that  being  too  confi- 
dent would  become  an  Argentinean  | 
dilemma. 

"We  have  to  persevere  with  being] 
very  austere  in  the  public  sector.  Con- 
trolling the  budget  of  the  public  sec- 
tor, making  an  open  market.  If  we 
believe  that  every  problem  has  been 
solved,  and  that  we  have  a  stable  and 
well-organized  economy,  we  may  go 
back  to  excessive  spending,  and  defi- 
cits, and  borrowing.  Of  course  we  are 
conscious  of  these  risks,  and  we  think 
we  will  avoid  creating  these  prob- 
lems," he  says. 

Meanwhile,  Cavallo  watches  as  the 
U.S.  and  other  countries  with  ad- 
vanced economies  blindly  repeat  the 
mistakes  that  kept  Argentina  poor  for 
so  long:  state  control  of  the  economy, 
redistributive  fiscal  policy,  protec- 
tionism. "I'm  often  asked  in  Argenti- 
na, 'Why  are  you  eliminating  trade 
restrictions,  reducing  tariflfs  on  im- 
ports, at  the  same  time  you  see  the 
Congress  of  the  U.S.  fighting  for 
protection  against  Japanese  imports?' 
[But]  even  though  in  some  Western 
countries  the  trend  is  still  to  bigger 
government,  if  you  look  at  the  world 
as  a  whole,  there  is  the  bigger  market 
economy,  the  smaller  consolidated 
public  sector.  The  trend  is  toward  a 
market-oriented  economy. 

"For  fift}'  years  [Argentina]  had 
politicians  worried  about  how  to  take 
from  John  to  give  to  Peter,  rather 
than  thinking  of  the  fijture,  of  the 
sons  of  Peter  and  John,  their  educa- 
tional system  and  their  judicial  sys- 
tem, and  the  sccurit>-  of  the  tamilics  in 
Argentina,"  says  Cavallo. 

If  socialists  and  other  advcxatcs  of 
social  engineering  kxik  at  free-market 
capitalism  and  see  chaos,  Cavallo 
looks  at  free- market  capitalism  and 
sees  harmony.  Says  he:  "I  sec  it  bring- 
ing a  better-organized  scxict)'."     ^ 
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You  know  where  you  stand.  Your  finances  are  under  control. 
With  no  revolving  credit  on  bankcards.  No  more  interest  charge  "surprises." 

You  take  a  different  view.  You're  happy 


The  Card. 
The  American  Express'Card. 


Call  1-800-THE  CARD,  to  apply. 


Van  Halen:  For  Unlawful 
Carnal  Knowledge 

(Warner  Bros.)  10016 

Boyz  II  Men: 
Cooleyhighharmony 
(Motown)  10930 

Peter  Gabriel:  Shaking 
The  Tree-16  Golden 
Greats  (Geffen)  11089 

Joe  Jackson:  Laughter 
&  Lust  (Virgin)  64269 
Chns  Isaak: 
Heart  Shaped  World 
(Reprise)  73735 

Kraftwerk:  The  Mix 
(Elektra)  54373 
Thelma  &  Louise/  Sdtrk. 
(MCA)  11146 

Francesca  Beghe 
(SBK)  11119 

The  Farm:  Spartacus 

(Reprise/Sire)  14672 

Faith  No  More:  The  Real 
Thing    (Reprise)  63719 

Amani  A.  W.  Murray 
(GRP)  03669 

Don  Henley:  The  End 
Of  The  Innocence 
(Getfen)  01064 

Neil  Young:  Ragged 
Glory  (Reprise)  34621 
Dirty  Dancing/Sdtrk. 
(RCA)  82522 

Best  Of  Rot>ert  Palmer: 

Addictions 

(Island)  10819 

Metallica:  ...And  Justice 
For  All    (Elel<tra)  00478 

Sinead  O'Connor:  I  Do 
Not  Want  What  I  Haven't 
Got  (Chrysalis)  33512 
Kool  Moe  Dee: 
Funke  Funke  Wisdom 
(Jive)  44195 

Black  Box:  Dreamland 
(RCA)   84063 

Rick  Astley:  Free 
(RCA)  53656 

Bell  Biv  DeVoe:  Poison 
(MCA)  00547 

James  Taylor:  Greatest 
Hits  (Reprise)  23790 
Bob  Marley:  Legend 
(Island)  53521 
Styx:  Edge  Of  The 
Century  (A&M)  74498 

Diana  Ross  &  The 
Supremes:  20  Greatest 
Hits  (Motown)  63867* 

Patsy  Cline:  12  Greatest 
Hits  (MCA)  53849 

U2:  Rattle  And  Hum 
(Island)  00596 

George  Benson/Count 
Basie:  Big  Boss  Band 

(Warner  Bros)   13519 

Take  6  (Repnse)  11051 

The  Police: 

Ghost  in  The  Machine 

(A&M)  23571 


Skid  Row:  Slave  To  The 
Grind  (Atlantic)  54433 

Trisha  Yearwood 
(MCA)  64033 

Jesus  Jones:  Doubt 
(SBK)  44654 

Diamond  Rio 
(Ansta)  10702 
ZZ  Top:  Recycler 

(Warner  Bros.)  73969 

Foreigner:  Unusual  Heat 
(Atlantic)  34465 

Bang  Tango: 
Dancin'  On  Coals 

(MCA/Mechanic)   14678 

Dread  Zeppelin: 
5,000,000  (IRS.)  43535 
Paul  Simon: 
Negotiations  And  Love 
Songs  1971-86 
(Warner  Bros.)  20461 

Motley  Crue: 
Dr.  Feelgood 
(Elektra)  33928 

Steve  Winwood: 
Refugees  Of  The  Heart 
(Virgin)   54232 

Chicago  :  Twenty  1 
(Reprise)  10533 

The  Best  Of 

The  Doobie  Brothers 

(Warner  Bros.)  43738 

Bruce  Hornsby  &  The 
Range:  A  Night  On  The 
Town  (RCA)  63689 

The  Go-Gos  :  Greatest 
Hits  (1.R.S./A&M)  50315 

Van  Halen 

(Warner  Bros.)  14620 

The  B-52's:  Cosmic 
Thing  (Repnse)  14742 

Paula  Abdul:  Shut  Up 
And  Dance  (The  Dance 
Mixes)  (Virgin)  80326 

Van  Morrison: 
Astral  Weeks 
(Warner  Bros.)  53574* 
Tears  For  Fears: 
The  Seeds  Of  Love 
(Fontana)  33653 

Badlands: 
Voodoo  Highway 

(Tilanium/Allanlic)  74170 
America:  History 
(Greatest  Hits) 
(Warner  Bros  )  23757 

Endless  Love-Great 
Motown  Love  Songs 
(Motown)   10995 

Kronos  Quartet:  Black 
Angels  (Elektra)  62287 

Eagles:  Hotel  California 
(Asylum)  30030 

Clint  Black:  Killin'  Time 
(RCA)  01112 

Kiss:  Smashes 
Thrashes  And  Hits 
(Mercury)  00736 

Allman  Bros.  Band: 
Eat  A  Peach 
(Polydor)  63353 


Start  with  a  COMPACT  DISCS  NOW 

■  pay  only  shipping  &  handling  with  memirership 

B    .    .  4  smash  hit  in  one  year's  time  and 

Buyiust   I  pay  just  half  the  price  of  a  CD 

Then  get  q  CDs  of  your  choice,  FREE  <^> 


Enjoy  Q  hits  for  the  price  of  i/q  a  CD 


Nothing  more  to  buy. ..EVER! 


Natalie  Cole: 
Unforgettable 
(Elektra)  83452 

Bell  Biv  DeVoe:  WBBD- 
Boot  City  !-The  Remix 
Album  (MCA)  54360 

Ric  Ocasek: 
Fireball  Zone 
(Warner  Bros.)  10936 
Clint  Black:  Put  Yourself 
In  My  Shoes 
(RCA)  24690 

AC/DC:  The  Razors 
Edge  (ATCO)  33379 
Wilson  Phillips 
(SBK)  00726 
Pat  Benatar:  True  Love 
(Chrysalis)  44663 
Slaughter:  Stick  It  Live 
(Chrysalis)  20666 

Linda  Ronstadt: 
Greatest  Hits,  Vol.  2 
(Asylum)  60157 

Kenny  G:  Live 
(Ansta)  64505 
Randy  Travis: 
Heroes  And  Friends 

(Warner  Bros)  74597 

Yellowjackets: 
Greenhouse 
(GRP)   10475* 

Lynyrd  Skynyrd: 
Skynyrd's  Innyrds 
(MCA)  01150 

Supertramp:  Classics 
(14  Greatest  Hits) 
(A&M)  04891 
Van  Morrison: 
Moondance 
(Warner  Bros  )  64585 

Kentucky  Headhunters: 
PIckIn'  On  Nashville 
(Mercury)  24740 

The  Doors:  Live  At  The 
Hollywood  Bowl 
(Elektra)  42851 

The  Cole  Porter 
Songt>ook:  Night  And 
Day  (Verve)  10613 
Madonna:  I'm  Breathless 
(Sire)   00572 

Skid  Row 
(Atlantic)  01038 


Madonna:  The 
Immaculate  Collection 
(Sire)  54164 

Squeeze:  Play 
(Repnse)  70549 

Londonbeat:  In  The 
Blood  (MCA)  44569 

Mr.  Bungle 

(Warner  Bros.)  11031 

Ziggy  Mariey:  Jahmekya 
(Virgin)  54204 

Damn  Yankees 

(Warner  Bros)  14852 
Twin  Peaks/TV  Sdtrk. 

(Warner  Bros)  63540 

Simon  &  Garfunkel:  The 
Concert  In  Central  Park 

(Warner  Bros  )  44006 

Tom  Petty:  Full  Moon 
Fever    (MCA  )  33911 

Teddy  Pendergrass: 
Truly  Blessed 
(Elektra)  14879 
Led  Zeppelin  IV 
(Atlantic)   12014 

Tangerine  Dream: 
Melrose 

(Private  Music)   10724* 

The  Judds:  Love  Can 
Build  A  Bridge 
(RCA)   24549 

Guess  Who:  Greatest 
Hits  (RCA)  34186 

The  Escape  Club  : 
Dollars  And  Sex 
(Atlantic)  54291 
Take  6:  So  Much  2  Say 
(Repnse)  53580 
Alannah  Myles 
(Atlantic)   30045 

Suzanne  Vega: 
Days  Of  Open  Hand 
(A&M)   00540 
Boston:  Third  Stage 
(MCA)   73392 

Horowitz  At  Home 
(DGl   25211 
Buffalo  Springfield: 
Retrospective 
(ATCO)   00844 
Love  And  Rockets 
(RCA)  01083 


Extreme:  Pomograffitti 
(A&M)  43557 

Heavy  D  &  The  Boyz: 
Peaceful  Journey 
(Uptown/MCA)  10920 

Lenny  Kravitz:  Mama 
Said  (Virgin)  10041 

The  Cure:  Mixed  Up 
(Elektra)  74190 
Alan  Jackson:  Don't 
Rock  The  Juket>ox 
(Ansta)  43877 

Catching  Up  With 
Depeche  Mode 
(Sire)  00560 

Vinnie  James: 
All  American  Boy 
(RCA)   63237 

Gipsy  Kings:  Este 
Mundo  (Elektra)  34546 

Morrissey:  Kill  Uncle 
(Repns&Sire)  20588 
Elvis  Presley:  Sings 
Leiber  And  Stoller 
(RCA)  44359 

David  Lee  Roth: 

A  Little  Ain't  Enough 

(Warner  Bros)   10551 

Prince:  Graffiti  Bridge 

(Paisley  Park)  34107 

Anita  Baker: 
Compositions 
(Elektra)  00921 

The  Bonnie  Raitt 

Collection 

(Warner  Bros)  00569 

Contraband 

(Impact)  32031 

Starship:  Greatest  Hits 

(RCA)  90270 

Quincy  Jones: 
Back  On  The  Block 

(Warner  Bros )  64116 

Samantha  Fox:  Just 
One  Night  (Jive)  74161 

INXS:  Kick 
(Atlantic  )   53606 

Edie  Brickell:  Ghost  Of 
A  Dog  (GeHen)  73923 

U2:  The  Joshua  Tree 
(Island)  53501 
Alabama:  Pass  It  On 
Down  (RCA)  00531 

The  Who:  Who's  Better. 

Who's  Best 

(MCA)  00790 

Bryan  Adams:  Reckless 

(A&M)   51540 

The  Jeff  Healey  Band: 

Hell  To  Pay 

(Ansta)   0O544 

Diane  Schuur:  Pure 

Schuur  (GRPi   10824 

Willie  Nelson:  Greatest 
Hits  a  Rare  Tracks 
(Rhino)   63284 

ZZ  Top:  Afterburner 
(Warner  Bros)  64042 
All  Akbar  Khan:  Journey 
(Tntoka)  11967 


R.E.M.:  Out  Of  Time 

(Warner  Bros.)  24762 

Seal 

(WamerBros.)  61992 

D.J.  Jazzy  Jeff  &  The 
Fresh  Prince  Base: 
Homebase  (Jrve)  21073 
Elvis  Costello: 
Mighty  Like  A  Rose 
(Warner  Bros.)  60280 

White  Uon: 
Mane  Attraction 
(Atlantic)  54209 

Mark  O'Connor: 
The  New  Nashville  Cats 
(Warner  Bros  I   14669 
Nelson:  After  The  Rain 
(DGC)  74079 

Chicago: 

Greatest  Hits  1982-1989 
(Repnse)  63363 
Johnny  Gill 
(Motown)  00738 

Eagles:  Greatest  Hits 
1971-1975 
(Asylum  )  23481 

Paul  Simon:  Graceland 
(WamerBros.)   72315 
Billy  Idol:  Charmed  Life 
(Chrysalis)  62264 
Roger  McGuinn:  Back 
From  Rio  (Ansta)  81997 
Styx:  Classics 
(14  Greatest  Hits) 
(A&M)   14822* 
Steelheart  i  MCA)  44528* 

Talking  Heads: 
Stop  Making  Sense 
(Sire)  24560 
Lisa  Stansfield: 
Affection  (Ansta)  34198 
Little  Feat:  Representing 
Tt>e  Mambo 
(Warner  Bros  i  43785 

Kar>e  Roberts:  Saints  & 

Sinners  (DGC)  53619 

World  Party: 
Goodbye  Jumbo 
iCrirvsaliJi  33536 
Sheena  Easton: 
What  Comes  Naturally 
(MCA)   43334 

B.B.  King:  Live  At  Tt>e 
Apollo  iGRPi   24735 
Don  Henley:  Building 
The  Perfect  Beast 
(Geflen)  50129 

Garfield:  Am  I  Cool  Or 
What?  (GRP)  50376 

Technotronic ;  Pump  Up 
The  Jam-The  Album 
SBM  34781 

Elvis  Presley: 

TTm  Number  One  Hits 

(RCA)   72190 

Taj  Mahal: 

Uk«  New  Before 

(Pnvale  Musk)  42141 

Concrete  Blonde: 

BloodtotUng 


Rod  Stewart:         I 
Downtown  Train    I 

(Warner  Bros.)  10? 

Corina  (ATCO)  24 

Overkill:  Horrorsc> 
(Atlantic)  10852 
Guy!...The  Future 
(MCAi   14875 

Bullettx>ys:  Frealu 

(Warner  Bros  )  347 

Bad  Company:  Hot 
Water  (Atlantic)  24 

Hank  Williams.  Jr.: 
Pure  Hank 

(Warner  CurC)  6035 
Eari  Klugh: 
Midnight  in  San  Jui 

(Wame-  Bros  i  TSTi, 

Replacements: 
All  Shook  Down 

(Warner  Bfos  i  8358 

Deee-Lite:  Worid  CI 
(Eteklrai  52050 

Kitaro:  Kojiki 

,  Getfen  >  43758  I 

The  Cars:  Greatest  I 
(Elektra)  53702 
Joni  Mitchell:  Night 
Home  (DGCi  10731 
Gordon  Lightfoot: 
Gord's  Gold 
(Repnse)  24008 

Peter  Gabriel:  So 

(Getfen)  14764 

Crosby.  Stills.  Nash . 
Young:  Gt.  Hits  (So  F 
(Atlantic  )   30230 
Jefferson  Starship:  C 
(RCAi   64132 

Chuck  Berry:  The  Gn 
28  iChessi  64137 
Sting:  The  Or«wn  Of 
The  Blue  TUrttaa 
(A&M)  50266 
Testa:  The  Great 
Radio  Cojitieveray 
(Geffen)  00639 

AN  The  Beat  Of  Tlia 
Lovin'  Spoonful 
(Buddaht  10012 

Joni  Mitchell:  Court  A 
Spark  lAsviu-ni  43861 

Vanilla  k:e:  To  The 
Extreme  (S8^)  24689 

Stevie  Wonder  Love 
Songs  (Motowni  439* 

Asia:  Then  A  Now 
(Geflen)  9S3S6 

Van  Halan:  Women  An. 
OiNdianFlral 
(WarrwrBros)  44473 

The  Mamai  A  The 
Papas:  16  Of  Their 
Greatest  Hits 
|MC^    80183* 

OndareUa: 


(Mercury)  73694 
TheBest  Of  Bad 
Company    '  0  From  6_ 


NOW  THE  BEST  MUSIC  OFFER  IS  ON  SALE 

This  offer  expires  Feb.  29th  AND  WILL  NOT  BE  REPEATED  IN  1992! 


COMPACT 
DISCS 


FOR  ^ 
THE 
PRICE  OP 

with  nothing  more 
to  buy. .  .ever! 


^hen  you  buy 
your  one  CD 
we'll  bill  you' 
^  at  just 
ONE  HALF 
f!?©  regular 
^'ub  price. 


Paul  Simon:  The 
Rhythm  Of  The  Saints 

(Warner  Bros.)  10455 

Yannl:  Reflections  Of 
Passion 

(Private  Music)  24223 
Jane's  Addiction: 
Ritual  de  lo  Habitual 
(Warner  Bros.)  10020 
The  Best  Of  Steely  Dan: 
Decade  (MCA)  54135* 

Best  Of  Eric  Clapton: 
Time  Pieces 
(Polydor)  23385 

Janet  Jackson's 
Rhythm  Nation  1814 
(A&M)  72386 

Traveling  Wilburys.Vol.  3 

(Warner  Bros.)  24817 

Danny  Gatton:  88  Elmira 
St.  (Eleklra)  34226 

The  Police:  Every 
Breath  You  Take — The 
Singles  (A&M)  73924 

Kathy  Mattea:  A 
Collection  Of  Hits 
(Mercury)  10791 


Boyz  N  The  Hood/Sdtrk. 
(Qwest)  24419 
Lynyrd  Skynyrd:  1991 
(Atlantic)  34437 
Keith  Washington: 
Make  Time  For  Love 
(Qwest)  14677 

Ratt:  Ratt  &  Roll  8191 
(Atlantic)  60098 

Emerson,  Lake  & 
Palmer:  Brain  Salad 
Surgery  (Atlantic)  54608 
The  Alice  Cooper  Show 
(Warner  Bros.)  11103 
Spyro  Gyra:  Collection 
(GRP)  33286 
Vince  gAI:  Pocket  Full 
Of  Gold  (MCA)  73599 
Slatkin:  American 
Album  (RCA)  20788 

AC/DC:  Back  In  Black 
(Atlantic)  13772 

The  Stone  Roses 
(Silvenone)  53921 

Enuff  Z'Nuff:  Strength 
(ATCO)  14864 


Vanilla  Ice:  Extremely 
Live  (SBK)  70017 
Scorpions:  Crazy  World 
(Mercury)  14795 
The  KLF:  White  Room 
(Arista)  23333 
Conway  Twitty:  Even 
Now  (MCA)  44345 
Animal  Logic  II 
(I.R.S.)  11142 
Desmond  Child: 
Discipline 
(Elektra)  24472 
Dying  Young/Sdtrk. 
(Arista)  73769 
Morrissey:  Bona  Drag 
(Sire)  00578 
Eric  Clapton: 
Journeyman 
(Warner  Bros.)  53940 
Ralph  Tresvant 
(MCA)  14889 
En  Vogue:  Born  To  Sing 
(Atlantic)  14187 
Leon  Redbone:  Sugar 
(Private  Music)  62325 


Kix:  Hot  Wire  (EastWest 
America)  64398 

Gladys  Knight:  Good 
Woman  (MCA)  84390 

Bela  Fleck  &  The 
Flecktones:  Flight  Of 
The  Cosmic  Hippo 
(Warner  Bros.)  64436 
Oaryl  Hall  &  John  Oates: 
Change  Of  Season 
(Arista)  00543 

Jon  Bon  Jovi:  Blaze  Of 
Glory  (Mercury)  44490 

Rod  Stewart's 
Greatest  Hits 

(Warner  Bros.)  33779 
iUlarvin  Gaye: 
15  Greatest  Hits 
(Motown)  53534* 

Bird/Original 
Recordings  Of  Charlie 
Parker  (Verve  )  01044 

Carly  Simon: 
Have  You  Seen  Me 
Lately?  (Arista)  20912 

Mr.  Big:  Lean  Into  It 
(Atlantic)  24821 


The  Doors/Sdtrk. 
(Elektra)  54289 
Bette  Midler: 
Some  People's  Lives 
(Atlantic)  53568 

Schascle: 

Haunted  By  Real  Life 

(Reprise)  34412 

Flies  On  Fire: 

Outside  Looking  Inside 

(ATCO)  24466 

Patty  Loveless: 

Up  Against  My  Heart 

(MCA)   11141 

Gary  Burton:  Cool 
Nights  (GRP)  63652 

Depeche  Mode:  Violator 
(Sire)  73408 

Highway  101: 
Bing  Bang  Boom 
(Warner  Bros.)  53985 

Tony!  Toni!  Tone!:  The 
Revival  (Polydor)  00565 

Reba  McEntire:  Rumor 
Has  It  (MCA)  44609 
Slaughter:  Stick  n  To  Ya 
(Chrysalis)  42308 


David  Sanborn:  Another 
Hand  (Elektra)  54527 

Another  Bad  Creation: 
Coolin'  At  The 
Playground  Ya  Know! 
(Motown)  10456 

ZZ  Top:  Eliminator 
(Warner  Bros.)  34129 

Rythm  Syndicate 
(Impact/MCA)  62320 

Whitney  Houston:  I'm 
Your  Baby  Tonight 
(Arista)  10663 

Frank  Sinatra/Sinatra 
Reprise:  The  Very  Good 
Years  (Reprise)  80304 
Travis  Tritt:  It's  All 
About  To  Change 
(Warner  Bros.)  64147 
Donna  Summer: 
Mistaken  Identity 
(Atlantic)  10609 

Paula  Atxiui:  Forever 
Your  Girl    (Virgin)  00933 

R.E.M.:  Eponymous 
(I.R.S./MCA)  00701 

Hi-Five  (Jive)  10542 


The  Best  Of  Stevie 
Nicks:  Timespace 
(Modern)  10940 

Stevie  Wonder:  Jungle 
Fever/Soundtrack 
(Motown)  54197 

Carreras,  Domingo, 
Pavarotti:  3  Tenors 
(London)  35078 

INXS:  X  (Atlantic)  64378 

Judy  Garland:  The  Best 
Of  The  Decca  Years, 
Vol.  1  (MCA)  10497* 

Keith  Sweat:  I'll  Give  All 
My  Love  To  You 
(Elektra)  51603 
Divinyis  (Virgin)  74057 

Pump  Up  The  Volume/ 
Sdtrk.  (MCA)  44606 

Yes:  Union 
(Arista)  10735 
Guns  N'  Roses: 
Appetite  For 
Destruction 
(Geffen)  70348 

Aerosmith:  Pump 
(Geffen)  63678 


START  WITH  4  COMPACT  DISCS  NOW!  Yes,  start 
with  any  4  compact  discs  shown  here!  (Check  box  in 
coupon  for  cassettes.)  You  need  buy  just  1  nnore  CD  — 
not  at  regular  Club  prices  —  but  at  a  whopping  50%-off 
regular  Club  prices  ($1 4.98  and  up),  and  take  up  to  one 
full  year  to  do  it.  Then  choose  3  more  FREE!  That's  8 
smash  CDs  for  just  half  the  price  you'd  expect  to  pay  for 
just  1  great  CD  and  there's  nothing  more  to  buy.. .ever! 
This  fantastic  offer  expires  February  29th.  It's  available 
for  a  limited  time  only  and  will  nof  be  repeated  in1992! 
(A  shipping/handling  charge  is  added.) 

HOW  THE  CLUB  OPERATES  You  select  from  hun- 
dreds of  exciting  CDs  described  in  the  Club's  magazine, 
which  is  mailed  to  you  approximately  every  three  weeks 
(19  times  a  year).  Each  issue  highlights  a  Featured 
Selection  in  your  preferred  music  category,  plus  alter- 
nate selections.  If  you'd  like  the  Featured  Selection,  do 
nothing.  It  will  be  sent  to  you  automatically.  If  you'd  pre- 
fer an  alternate  selection,  or  none  at  all,  just  return  the 
card  enclosed  with  each  issue  of  your  magazine  by  the 
date  specified  on  the  card.  You  will  have  at  least  10  days 
to  decide  or  you  may  return  your  Featured  Selection  at 
our  expense.  Cancel  your  membership  at  any  time  after 
completing  your  enrollment  agreement  simply  by  writing 
to  us,  or  remain  and  take  advantage  of  bonus  discounts. 

FREE  10-DAY  TRIAL  Listen  to  your  4  introductory 
selections  for  a  full  10  days.  If  not  satisfied,  return  them 
with  no  further  obligation.  You  send  no  money  now,  so 
complete  the  coupon  and  mail  it  today. 
*  Selections  marked  (*)  not  available  on  Cassette. 

'  'A  shipping/handling  charge  is  added 
(2) 
Cassette  members  will  be  serviced  by  the  BMG  Music  Service: 

current  Music  Service  members  are  not  eligible. 

CD762  BMG  Compact  Disc  Club.  6SS0  E  30th  St .  Indianapolis.lN  46219-1194 
TRADEMARKS  USED  IN  THE  AOV  T  ARE  THE  PROPERTY  OF  VARIOUS 

iBilMiifa 


OFFER  EXPIRES  FEBRUARY  29TH  —  NOT  TO  BE  REPEATED  IN  1 992! 


Mail  to:  BMG  Compact  Disc  Club/P.O.  Box  91412/lndianapolis,  IN  46291 

Yes,  please  accept  my  membership  in  the  BMG  Compact  Disc  Club  and  send  my 
first  four  CDs  (check  box  below  for  cassettes)  as  I  have  indicated  here  under  the 
terms  of  this  offer.  I  need  buy  just  one  more  CD  during  the  next  year — and  be  billed 
for  just  one  rta/Hhe  regular  Club  price.  After  that  I  can  choose  3  more  CDs  FREE! 
(A  shipping/handling  charge  is  added.) 


oOo 


INSTANT 

50%-OFF 

BONUS  DISCOUNTS! 


It's  the  BMG 
difference! 

You  earn  INSTANT 
50%-OFF  BONUS 
DISCOUNTS 
with  the  very  first  and 
every  CD  you  buy  at 
regular  Club  prices. 
In  a  nutshell ...  buy  1, 
take  another  at  half- 
price.  With  other  clubs, 
you  must  first  buy  6  or 
more  selections  at  full 
price  and  become  a 
"Preferred  Member" 
before  you  earn 
savings  like  this! 


RUSH  ME  THESE 
4  HITS  NOW 

(Indicate  by  number): 


I  am  most  interested  in  ttie  music  category  checked  tiere  —  but  I  am  always  free  to 
ctioose  from  any  (ctieck  oofi  only): 


1  D  EASY  LISTENING 

Bette  Midler 
Barry  Manilow 


2  D  COUNTRY       3  D  HARD  ROCK 

Clint  Black  ZZ  Top 

Reba  McEntire         Aerosmith 


5  D  CUVSSICAL 

Luciano  Pavarotti 
Vladimir  Horowitz 


6  a  JAZZ 

Kenny  G 
George  Benson 


4  D  POP/SOFF  ROCK 

Madonna 
Elton  John 

D  HEAVY  METAL 

AC/DC 
Slaughter 


DMr. 
D  Mrs 

DMs. 
Address 

First  Name 

Initial 

Last  Name 

(PLEASE  PRINT) 
Apt. 

City 

State 

Zip 

Teleohone.  olease  (                 ) 

Area  code 
Signature 

D  1  PREFER  CASSEHES!'^' 

(You  may  choose 
cassettes  with  the  same 
10-day,  no-obligation 
privilege.  Full  member- 
ship details  will  follow.) 

Dog  and  horn  are  trademarks  of  General  Electric  Company,  USA. 
BMG  logo  TM  BMG  Music 

We  reserve  the  right  to  request  additional  information  or  reject  any  application.  Limited  to  new  members, 
continental  USA  only  One  membership  per  family.  Local  taxes,  if  any,  will  be  added. 


BANTS 


THE  MONEY  MEN 


Israeli  stocks  were  hot  last  year.  This  year  could  bring 
more  of  the  same,  at  least  for  technology  exporters. 


Investing 
in  Israel 


By  Matthew  Schifrin 

The  late  Robert  Maxwell  may  have 
overpaid  for  media  properties,  but  he 
sure  had  a  hot  hand  when  it  came  to 
investing  in  Israeli  technology  com- 
panies. In  1989  Maxwell  invested  $39 
million  in  Herzlia- based  Scitex  Corp. 
Ltd.,  a  computer  imaging  systems 
maker.  By  the  time  the  publisher  was 
buried  on  the  Mount  of  Olives  in 
November,  Scitex  had  netted  at  least  a 
$200  million  profit  for  Maxwell's 
Mirror  Group  Pic.  after  an  October 
stock  offering. 

Israeli  stocks  sizzled  last  year. 
Shares  in  the  28  Israel-based  compa- 
nies most  widely  traded  in  the  U.S. 
rose  by  an  average  of  150%  during 
1991,  pardy  because  they  were  so 
heavily  discounted  in  the  runup  to  the 
Gulf  war,  and  pardy  thanks  to  the 
prospects  for  Middle  East  peace.  Is- 
rael's economy,  moreover,  is  looking 
healthier.   Inflation,  for  instance,  is 


now  running  at  around  18%  a  year, 
down  from  330%  in  the  early  1980s. 
In  November  it  was  effectively  zero. 

What  lies  ahead  for  Israeli  stocks?  A 
good  person  to  ask  is  a  cigar-toting 
industrialist  named  Aharon  Dovrat. 
He  immigrated  to  Israel  from  Argen- 
tina in  1959  and  later  helped  steer 
Maxwell  into  his  successfiil  Israeli  in- 
vestments. He  built  Clal  (Israel)  Ltd., 
a  Tel  Aviv- based  conglomerate,  fi-om 
revenues  of  $20  million  in  1965  to 
$1.7  billion  today.  Dovrat,  60,  is  now 
an  investment  banker.  His  merchant 
banking  firm  of  Dovrat,  Shrem  &  Co. 
recentiy  purchased  Budget  Rent-A- 
Car's  Israeli  fi-anchise  and  has  been 
working  on  a  half-dozen  public  stock 
offerings.  Dovrat  is  selectively  bullish. 
He  worries  about  the  strains  on  the 
fragile  economy  caused  by  surging 
immigration  of  Soviet  Jews,  and  ad- 
vises investors  to  be  cautious  of  Israeli 


Potential  peace  dividends 

Company/business  Exi 


Scitex  Corp/imaging  systems 
ECl  Telecom/telecommunications  systems 
Teva  Pharmaceuticals/pharmaceuticals 
Elbit  Computers  Ltd/computer  systems 
Elscint  Ltd/medical  diagnostic  instruments 

PEC  Israel  Economic  Corp/holding  company 
EIron  Electronic  Industries/holding  company 
Bio-Technology  General/biotechnology 
American  Israeli  Paper  Mills/paper  products 
Lannet  Data  Comm/computer  networks 

U991  estimate.    ^Public  since  10/16/91.     NA:  Not  available. 


change 

Market 
cap 

Sales 
latest  12  mos 

Recent 

-Price 

%  change 

P/E 

latest 

Debt/ 
equity 

($mil) 

($mil) 

over  12  mos 

12  mos 

o-t-c 

$1,288 

$400 

34'/^ 

128% 

13 

8% 

o-t-c 

600 

100 

M'k 

252 

30 

12 

o-t-c 

458 

344 

16 

44 

11 

51 

o-t-c 

400 

399 

24% 

77 

16 

31 

NYSE 

342 

185 

4'^ 

100 

21 

25 

Amex 

243 

41 

30% 

129 

10 

11 

o-t-c 

242 

465 

15 

140 

13 

53 

o-t-c 

178 

4 

8% 

540 

NA 

87 

Amex 

154 

275 

40'^ 

38 

13 

41 

o-t-c 

154 

23' 

15% 

17* 

NA 

0 

Sources:  Standard  &  Poor's;  Media  General;  Forbes. 


Israeli  stocks  trading  on  U.S.  exchanges  sizzled  last  year.  Still,  many  are  neglected  by  Wall  Street, 
and  some  are  modestly  priced  and  could  make  attractive  buys. 
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Israeli  financier 
Aharon  Dovrat 
Guided 
MaxweH's 
hot  hand  in 
Israel. 
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businesses  that  depend  on  the  local 
market.  Stocks  that  fit  the  bill  include 
property  developer  Israel  Land  De- 
velopment, wood  products  maker  Etz 
Lavud,  American  Israeli  Paper  Mills 
and  leading  food  and  confectionery 
maker  Elite  Industries,  which  is  cur- 
rendy  involved  in  a  domestic  price 
war.  Also  to  be  avoided:  Israeli  bio- 
tech  companies  that  have  been  run  up 
in  the  biotech  craze  on  Wall  Street. 

But  Dovrat  does  see  opportunity  in 
technology  and  software  companies 
that  derive  most  of  their  income  from 
exports.  He  singles  out  four:  Scitex 
Corp.,  Elbit  Computers  Ltd.,  ECi 
Telecom  Ltd.  and  Lannet  Data  Com- 
munications, which  recendy  went 
public.  Dovrat  knows  these  compa- 
nies well.  He  has  served  on  the  boards 
of  all  but  one. 


He  thinks  Scitex  still  has  a  lot  of 
growth  ahead  of  it.  The  $430  million 
(estimated  sales)  company  makes  im- 
aging equipment  for  the  publishing 
industry,  and  it  is  well  placed  political- 
ly: Its  operations  in  Israel  are  run  by 
Yair  Shamir,  son  of  the  prime  minis- 
ter. Scitex  shares,  traded  over-the- 
counter  in  the  U.S.,  have  more  than 
doubled  in  the  last  12  months.  Even 
so,  at  a  recent  34  a  share,  the  virtually 
debt-free  company  sells  for  around  1 3 
times  trailing  earnings  and  II  times 
1992  estimates.  "If  Scitex  were  based 
in  Boston,"  says  Dovrat,  "it  would  be 
selling  at  twice  the  price." 

Another  of  his  favorites,  Elbit 
Computers,  has  shifted  from  defense 
electronics  to  medical  and  industrial 
applications.  In  1990  nearly  85%  of 
Elbit's  $363  million  in  sales  came 


from  exports,  roughly  55%  from  civil 
applications.  Elbit's  stock  is  up  77%  in 
the  last  12  months  but  still  sells  at 
around  16  times  last  year's  earnings. 

ECI  Telecom  makes  telephone  cir- 
cuit multiplication  equipment,  which 
enables  one  cable  to  carry  16  conver- 
sations. Its  big  customers  include 
AT&T,  British  Telecom  and  MCi.  With 
help  from  Dovrat,  ECi,  too,  has  been 
diversifying  away  from  its  military  ap- 
plications. Last  year  it  earned  nearly 
$25  million  on  $110  million  in  sales. 
ECI  Telecom  recentiy  traded  at  42 
over-the-counter,  24  times  1992  esti- 
mated earnings. 

A  fourth  pick,  Lannet  Data  Com- 
munications, designs  and  manufac- 
tures "intelligent  hubs"  and  other 
equipment  for  local  area  networks, 
used  to  link  mainframes  and  micro- 
computers. Since  1987  Lannet's  sales 
have  climbed  from  less  than 
$800,000  to  about  $23  million  in 
1991.  Only  10%  of  its  revenues  come 
from  Israel,  60%  come  from  Europe, 
and  around  20%  from  the  U.S.,  where 
the  company  is  aggressively  trying  to 
expand.  Debt-free  Lannet  should 
earn  about  $1  per  share  this  year  and 
recentiy  sold  over-the-counter  at  15. 
(Dovrat  sits  on  the  board.) 

Dovrat  also  likes  Elron  Electronic 
Industries,  a  holding  company  that 
invests  solely  in  technolog)^  firms; 
among  its  public  holdings  are  Elbit 
and  Elscint.  Elron's  o-t-c  shares  have 
also  doubled  but  still  have  a  below- 
market  multiple  of  13  times  trailing 
earnings. 

Aside  from  those  listed  here,  Amer- 
icans can  buy  Israeli  stocks,  denomi- 
nated in  shekels,  on  the  Tel  Aviv  stock 
exchange.  But,  according  to  Herb 
OstrofF,  publisher  of  the  Tel  Aviv- 
based  business  weekly  Israel  Business 
Today,  the  exchange  can  be  relatively 
illiquid,  most  disclosure  documents 
are  in  Hebrew  and  virtually  no  U.S. 
brokers  will  handle  these  transactions. 

Dovrat  is  something  of  a  maverick 
in  Israel.  He  supports  land-for-peace 
deals  with  the  Palestinians  and  has 
littie  but  scorn  for  Israel's  socialist 
traditions.  To  those  who  criticize  his 
wealth — he  was,  at  $500,000,  includ- 
ing benefits,  Israel's  highest-paid  ex- 
ecutive last  year — he  responds:  "In 
Israel  making  money  is  still  consid- 
ered a  bad  thing." 

That's  changing,  too.  ^M 
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MARKEIING 


EDITED  BY  JOSHUA  LiVI 


NBC  is  gambling  heavily  that  it  can  sell 
advertising-free  coverage  of  the  Barcelona  Olympics 
to  millions  of  cable  TV  subscribers. 

"A  giant 
question  mark" 


By  Peter  Newcomb 

In  most  Olympic  Games  years,  adver- 
tisers scramble  to  book  TV  time  a  good 
year  in  advance,  to  avoid  getting  shut 
out  of  the  broadcasts.  Not  this  year. 
There's  plenty  of  high-priced  ad  time 
left  for  the  161  hours  of  Olympic 
coverage  the  nbc  network  affiliates 
will  begin  airing  in  July.  Media  buyers 
are  counseling  clients  to  wait  for  low- 
er prices  as  the  games  approach  and 
NBC  and  its  parent.  General  Electric 
Co.,  grow  anxious  about  earning  a 
return  on  the  $401  million  nbc  paid 
for  rights  to  broadcast  the  games. 

But  will  the  network  get  desperate.^ 
Maybe  not.  nbc  isn't  betting  solely  on 
advertising  revenues  to  justify  its 
Olympic  investment.  In  partnership 
with  Chuck  Dolan's  Cablevision  Sys- 
tems Corp.,  the  network  hopes  to 
open  a  second  revenue  stream  by 
convincing  3.5  million  cable  televi- 
sion households  to  pay  as  much  as 
$170  each  for  torch- to- torch,  com- 
mercial-free coverage  on  three  cable 
channels.  Whereas  the  broadcast  au- 
dience— the  mass  market — would  see 
the  highlights  of  the  games'  most 
popular  events,  the  pay-per-view  au- 
dience would  be  able  to  choose  from 
over  1,000  hours  of  coverage  of  liter- 
ally ever)'  event,  from  synchronized 
swimming  to  dressage.  Although  the 
pay-per-view  coverage  would  carry  no 
commercials,  it  may  include  sponsor's 
names  splashed  across  programming 
features — a  list  of  former  gold  medal 
winners,  say,  or  Olympic  records. 

What  would  the  cable  viewers  pay? 
nbc  is  offering  them  three  subscrip- 
tion packages.  The  deluxe  "gold" 
package,  for  $170,  includes  complete 
coverage  plus  merchandise  tie-ins 
such  as  a  coffee-table  book  on  Olym- 
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pic  history  and  a  collector's  pin  set. 
The  "silver"  package,  at  $125,  keeps 
the  coverage  but  cuts  out  the  mer- 
chandise. And  the  budget  "bronze" 
package,  $95,  includes  a  choice  of 
complete  coverage  for  the  first  seven 
days  or  for  the  first  Sunday  and  the 
games'  two  three-day  weekends. 
None  of  these  prices  is  cheap.  The 
highest  price  for  a  single  pay-per-view 
broadcast  to  date  is  $49.95. 

Selling  pay-per-view  events  entails 
challenges  other  than  finding  the 
right  price  points.  "You  never  get 
sold  out  with  pay-per-view  events,  so 
we  had  to  find  a  way  to  build  in  some 
deadlines,  some  urgency,  some  call  to 
action,"  says  NEC's  Martin  Laflferty, 
vice  president  in  charge  of  Pay-Per- 
View  Olympics.  To  accomplish  this, 
NBC  has  divided  the  coming  six 
months  into  promotional  periods  of 
four  to  six  weeks  each  and  has  devised 
exclusive  come-ons  for  each  period. 
For  Christmas,  for  example,  nbc  of- 
fered a  free  warm-up  jacket  with  each 
gold  package  subscription.  In  Febru- 
ary new  gold  subscribers  will  get  a 
Universal  remote-control  unit  for  ca- 
ble systems. 

Promotions  aimed  at  women  will 
run  on  holidays  like  Mother's  Day, 
while  male  sports  fans  will  get  pitched 
during  events  like  the  Superbowl  and 
the  NCAA  basketball  finals.  Once  each 
promotion  runs  its  course,  the  specific 
merchandise  deal  disappears.  Says 
Lafferty:  "By  having  these  expiration 
dates,  it  builds  in  a  sense  of  urgency 
that  simulates  the  notion  of  being 
sold  out." 

nbc:  needs  some  big  numbers  to 
make  its  Olympics  pay-pcr-\iew  con- 
cept work.  Laffert)'  hopes  to  sign  up 


3.5  million  households  but  says  he 
needs  2.8  miUion  to  break  even.  By 
contrast,  the  Hoh-field-Foreman 
prizefight — the  current  pay-pcr-Niew 
record  holder — pulled  in  1.5  milUon 
viewers. 

Laft'ert)'  frankly  admits  he  has  no 
idea  whether  he'll  make  his  pay-per- 
view  targets.  "It's  a  high-stakes  poker 
hand  until  the  verv'  end,  which 
doesn't  make  any  business  p>crson 
comfortable,"  he  says.  Agrees  Gene 
DeWitt,  president  of  DcWitt  Media,  a 
New  York  CitN- based  media  buying 
firm:  "I  think  the  whole  project  is  a 
gigantic  question  mark.'' 

With  so  much  money  riding  on  the 
outcome,  the  joint  venture  has  been 
quietly  w  orking  for  months  to  tap  the 
cable  revenue  stream.  Over  a  year  ago, 
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RIGHT: 

NBC's  $40  million 
marketing  campaign 
Finely  targeted 
print  ads 
to  attract 
entliusiasts 
of  nictie  sports. 


Lafferty's  associates,  Barbara  Parsky 
and  Stephen  Lake,  deployed  five  ad- 
vertising and  promotion  agencies  and 
a  $40  million  marketing  budget  to  lay 
the  groundwork  for  NBC's  pay-per- 
view  marketing  of  the  Barcelona 
Olympics.  After  NBC  aired  the  1988 
Seoul  Olympics,  it  learned  that  13%  of 
the  77.2  million  households  that 
tuned  in  griped  about  commercial 
clutter;  10%  of  the  households  said 
they  would  pay  to  avoid  the  ads. 
Hence  the  decision  to  move  ahead 
with  pay-per-view. 

Now  NBC  must  convince  viewers 
that  they  absolutely  need  1 ,080  hours 
of  15  sports,  some  with  as  many  as 
300  events,  on  three  cable  channels 
simultaneously — 24  hours  a  day.  Cur- 
rendy,  only  about  18  million  cable 


LEFT: 

Barbara  Parsky, 
Martin  Lafferty 
and  Stephen  Lake 
of  NBC 

Betting  on  the 
most  expensive 
pay-pe^view 
event  ever  offered. 


households  have  the  technology  re- 
quired to  receive  pay-per-view  pro- 
gramming. By  summer,  that  number 
will  more  than  double. 

NBC  is  aiming  its  pay-per-view  mar- 
keting at  two  distinct  groups:  die-hard 
sports  fi-eaks  and  those  who  respond  to 
the  Olympic  ethos  of  international  har- 
mony. To  reach  the  sports  fans,  the 
joint  venture  hired  ad  agency  Delia 
Femina  McNamee,  Inc.,  which  has 
been  beating  the  drum  successfijlly  for 
the  New  York  Mets.  Delia  Femina's 
pitch  touts  the  Barcelona  Olympics  as 
the  first  genuine,  unboycotted  games 
in  years  and  zeroes  in  on  the  viewer's 
fi"eedom  to  choose  which  events  to 
watch.  The  tag  line:  "A  whole  new  way 
to  see  the  games." 

For  the  audience  of  torch-lovers,  the 
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venture  tapped  N.W.  Ayer,  whose 
credits  include  the  Army's  stirring  call 
to  "Be  all  that  you  can  be."  Ayer's 
image  for  the  games:  "Catch  the  fire 
behind  the  flame." 

So  far,  NBC  has  booked  only  about 
50,000  reservations,  mostly  gold.  But 
the  real  marketing  push  is  just  about 
to  kick  into  high  gear.  Much  will  also 
hinge  on  nbc's  ability  to  sign  up  local 
cable  system  operators  to  allocate 
three  of  their  channels  to  the  games. 
"A  lot  of  the  cable  operators  are 
skeptical,"  says  Sharon  Armbrust,  se- 
nior analyst  at  media  consultant  Paul 
Kagan  Associates.  "They  feel  it  will  be 
too  expensive  for  them  to  market  it." 

One  thing  is  clear:  The  immediate 
acceptance  of  the  whole  pay-per-view 
concept  hinges  on  how  many  cable 
households  sign  up  for  nbc's  Olym- 
pics programming.  If  the  network 
comes  close  to  hitting  its  targets,  ex- 
pect programmers  and  broadcasters 
to  chase  more  flashy  programming 
and  pass  the  bill  directiy  to  viewers.  It 
is  no  accident  that  last  month  Capital 
Cities/ABC  and  Paramount  Commu- 
nications formed  a  joint  venture  to 
pursue  pay-per-view  projects. 

"Everyone  else  is  going  to  benefit 
from  nbc's  gamble,"  says  Stephen 
Pendergast,  a  portfolio  manager  at 
Smith  Barney.  "It  will  either  be  the 
beginning  of  a  really  expensive  bid- 
ding war  for  pay-per-view  events.  Or 
it  will  be  the  end." 

For  many  business  people,  this  con- 
test wiU  be  even  more  exciting  than 
the  sporting  events  in  Barcelona.   ^ 
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After  years  of  diversification,  Nippon  Steel  is  still  chiefly  a 
steel  company.  But  it  has  learned  from  its  successes  as  well  as 
its  failures. 

If  at  first  you 
don't  succeed . . . 


By  Gale  Eisenstodt 

The  experts  all  said  that  demand  for 
steel  in  Japan  would  shrink  from 
around  100  million  tons  in  the  mid- 
Eighties  to  some  90  million  tons  by 
1990.  Nippon  Steel  Corp.,  the 
world's  largest  steel  producer, 
planned  accordingly.  It  began  to  di- 
versify: theme  parks,  new  materials, 
software,  you  name  it. 


eluding  land,  which  it  owned).  But  to 
compete  with  Tokyo  Disneyland, 
Nippon  Steel  revised  its  plans  upward, 
spending  $230  million.  Partly  be- 
cause it  is  situated  in  remote  Kyushu, 
in  southern  Japan,  attendance  at 
Space  World  has  been  a  disappoint- 
ment. The  project  lost  $34  million  in 
1990,  and,  with  attendance  down 


Nippon  Steel's 
Space  World 
theme  park 
Attendance  is 
sagging  mostly 
because  the 
park  is  in 
remote  Kyushu 
in  southern 
Japan. 


Surprise.  The  experts  were  wrong. 
Thanks  to  a  domestic  construction 
boom  and  strong  demand  for  cars, 
Japan's  production  of  crude  steel  rose 
from  98  million  tons  in  1987  to  110 
million  tons  in  1990  and  an  estimated 
109  million  tons  in  1991.  Because 
costs  associated  with  the  steelmaking 
operations  had  already  been  cut,  prof- 
its from  steelmaking  rose  sharply.  In 
March  1991  Nippon  Steel's  earnings 
were  $700  million,  compared  with  an 
$84  million  loss  in  1987. 

And  the  diversification?  The  most 
visible  is  a  theme  park  called  Space 
World.  Nippon  originally  budgeted 
the  park's  costs  at  $54  million  (c.\- 
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around  30%  so  far  in  fiscal  1991,  it  is 
expected  to  lose  money  again. 

The  steelmaker  hasn't  fared  well  in 
its  wholly  owned  silicon  wafer  pro- 
ducing operations.  A  joint  venture 
with  IBM  Japan,  set  up  in  1988  to  sell 
systems  for  IBM's  small  computers, 
turned  its  first  small  profit  only  last 
year,  and  sales  remain  far  below  initial 
forecasts.  Retraining  steelworkers  to 
sell  computer  systems — a  necessit\' 
under  Japan's  lifetime  employment 
system — isn't  easy.  A  venture  with 
Sankyo  Seiki  Manufacturing  to  pro- 
duce computer  peripherals  is  having  a 
rough  time  devising  products  that  can 
compete  widi  tliose  of  Japan's  elec- 


tronics giants. 

Nippon's  boldest  move  in  comput- 
ers was  the  April  1991  launch  in  the 
U.S.  of  a  notebook  computer  called 
Librex.  The  machine  is  well  designed, 
but  the  U.S.  market  is  flooded  with 
similar  products  and  Librex's  distri- 
bution network  is  limited. 

Significandy,  the  company  did  best 
in  diversifying  when  it  stayed  close  to 
its  basic  business.  Nippon  Steel  has 
been  selling  the  softv\^are  knowledge 
and  systems  technology  it  has  accu- 
mulated for  its  steelmaking  opera- 
tions. Revenues  of  this  subsidian'  set 
up  in  1988  have  grown  to  about  $452 
milHon,  though  so  far  only  40%  of  the 
business  comes  fi^om  outside  Nippon 
Steel.  To  strengthen  the  software  side 
of  its  business,  Nippon  Steel  recentiy 
announced  the  formation  of  a  pan- 
nership  with  Oracle  Systems  of  Red- 
wood Cit\',  Calif 

Despite  this  success  in  software, 
afiier  more  than  five  years  of  diversify- 
ing, about  80%  of  Nippon  Steel's  $25 
billion  in  sales  still  comes  trom  steel- 
making. But  this  is  not  to  say  that  the 
diversifying  has  been  entirely  in  vain. 
With  Japan's  construction  boom  over 
for  now,  steel  demand  in  Japan  is 
falling  again,  and  labor,  transporta- 
tion and  capital  costs  are  up. 

A  question  remains:  Can  a  compa- 
ny like  Nippon  Steel,  efficient  in  what 
it  does  but  relatively  slow-mo\ing, 
hack  it  in  tast-moN-ing  entrepreneurial 
businesses?  Concedes  Hidehiko  Iwa- 
saki,  a  managing  director  at  Nippon 
Steel:  "We  need  to  make  decisions 
more  quickly  now." 

Ah,  but  speeding  up  the  decision- 
making process  in  a  bureaucracy  is 
easier  said  than  accomplished.        ^M 
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If  youVe  ready  to  get  on  the  road  not  taken,  consider  this.  The  Infiniti 
Q45  performance  luxury  sedan.  It  has  a  278  hp,  32-valve,  V8  that  gets 
you  from  0-60  in  6.7*  seconds.  And  an  anti-lock  braking  system  that 
stops  you  just  as  impressively. 

You're  wondering  about  performance?  A  Q  can  be  just  as 
individual  as  you  are.  For  those  of  you  who  live  in  the  fast  lane,  the 
Touring  Package  with  Super  HICAS~  is  equipped  with  a  powerful  micro- 
processor that  electronically  controls  timing,  degree,  and  direction 
of  rear  steering.  That  means  it  lets  you  keep  control  around  corners 
and  during  high-speed  lane  changes. 

For  those  of  you  who  don't  want  a  little  blizzard  to  get  in  your 
way,  the  optional  Infiniti  Traction  Control  System  gives  you  the  con- 
fidence to  conquer  the  road  even  in  snowy  or  slippery  conditions. 

Or  you  can  conquer  life's  curves  and  bumps  in  a  Q45a,"  equipped 
with  the  world's  only  available  Full-Active  Suspension!  Technology 
that  lets  your  car  react  to  the  road,  instead  of  isolating  you  from  it. 

Luxury  is  standard.  But  redefined.  With  a  simple,  intelligent 
design  that  satisfies  your  ego  instead  of  pampering  it.  Styling,  like 
so  much  else  about  this  car,  is  unique.  Which  lets  the  Q  stand  out, 
rather  than  blend  into,  the  most  distinguished  crowd. 

The  rest  goes  without  saying.  Because  you've  probably  already- 
figured  it  out. 

The  Q45  isn't  the  car  for  everybody.  It's  the  car  for  somebody. 


INFINITI 


For  Guest  Drive-  informaiion.  call  IS00-826-6S00.  'Car  &.  Driver  6/90.  Performance  allov  wheels  shown  availabit  March  1992.  ©  1992  InCmiii  Division  of  Nissan  Motor  Corp.  in  U.i.A. 


lack  from  bankruptcy,  Lomas  Financial  Corp.  looks 
ike  a  promising  company  again. 


ebom 


By  Howard  Rudnitsky 

Starting  in  the  mid-1960s  Jess  Hay, 
now  60,  built  Lomas  Financial  Corp. 
into  one  of  the  country's  biggest  and 
most  profitable  mortgage  servicing 
companies.  But  in  the  1980s,  like  so 
many  others,  he  got  carried  away, 
adding  life  insurance,  retail  banking 
and  commercial  leasing  operations  to 
Lomas'  growing  real  estate  develop- 
ment and  construction  lending  divi- 
sions. He  seemed  to  think  his  compa- 
I  ny  could  do  anything — or  almost  any- 
jthing.  He  was  wrong.  In  the  process 
he  pushed  Lomas'  debt  burden  to 
$5.7  billion,  with  mounting  operat- 
ling  losses — and  the  company  into 
bankruptcy  in  1989. 

Chastened,  Hay  told  Lomas'  bond- 
holders they  would  get  back   100     in  return  for  collecting  payments  and 
cents  on  the  dollar.  He  got  Texas-     forwarding  them  to  the  holder  of  the 
based  Lomas  placed  under  the  juris- 
diction of  the  bankruptcy  court  in 


Lomas  Financial's  Jess  Hay 
A  second  chance. 


senior  creditors,  he  came  reasonably 
close:  Holders  of  $1.2  billion  of  se- 
nior debt  will  get  about  80  cents  on 
the  dollar,  42%  in  common  stock. 
Subordinated  creditors  holding  $700 
million  of  notes  will  get  back  any- 
where fi-om  18  cents  to  34  cents  on 
each  of  their  dollars,  including  44%  in 
common  stock. 

Lomas'  new  common  stock,  which 
is  now  mostiy  owned  by  creditors  and 
bondholders,  will  probably  start  trad- 
ing early  in  the  new  year  at  around 
$12  a  share,  according  to  Salomon 
Brothers  bankrupt- securities  analyst 
Max  Holmes.  That  would  value  the 
restructured  company's  equity  at 
$240  million. 

But  the  new  stock  could  prove  to  be 
worth  considerably  more  than  that. 
Jess  Hay  has  told  creditors  that  Lomas 
expects  to  gross  $300  million  in  reve- 
nues and  earn  over  $20  million — $1  a 
share — in  fiscal  1992,  ending  June 
30.  By  fiscal  1994,  earnings  are  pro- 
jected at  around  $1 .40  a  share.  If  Hay 
delivers  on  that,  Lomas  shares  could 
go  much  higher,  and  the  senior  bond- 
holders might  still  get  their  100  cents 
on  the  dollar. 

For  one  thing,  Lomas,  stripped 
down  and  profitable,  could  prove  an 


New  York,  where  Judge  Burton  Lif- 
land  was  assigned  to  Lomas'  case. 
Lifland,  a  strongly  prodebtor  judge 
(Forbes,  Apr.  1,  1991),  gave  Hay  a 
free  hand  to  build  Lomas'  corner- 
stone mortgage  servicing  portfolio 
fi-om  $21  billion  at  the  time  of  the 
Chapter  1 1  filing  to  $29  billion  today. 
That  involved  freeing  $100  million  in 
cash  to  buy  $9  billion  (principal 
amount)  in  portfolios  from  the  Reso- 
lution Trust  Corp.  Also,  Hay  was 
allowed  to  spend  nearly  $63  million 
to  develop  a  state-of-the-art  comput- 
er system  to  process  mortgages. 

Meanwhile,  Hay  sold  off  most  of 
the  financial  services  assets  he  had 
acquired  in  the  1980s.  This  raised 
$826  million,  mostiy  in  cash,  and 
eliminated  $3.4  billion  worth  of  debt. 
In  November  1990  Hay  was  forced  to 
take  off  several  weeks  to  undergo 
multiple-bypass  heart  surgery.  But  by 
then  he  was  well  on  his  way  to  strip- 
ping Lomas  back  down  pretty  much 
to  what  it  had  been  in  its  better  days:  a 
mortgage  servicing  company  that  gets 
up  to  0.5%  of  the  value  of  a  mortgage 


mortgage. 

Hay  isn't  quite  delivering  100  cents     excellent  acquisition  for  another  fi 
on  the  dollar  to  creditors.  But,  for     nancial  services  company.  ■ 


Bargains  in 
bankruptcy 


In  August  Lomas  Finan- 
cial's restructuring  with 
creditors  was  moving 
along  fairly  smoothly  until 
Cold  Spring  Manage- 
ment, Inc.  lawyer  Mark 
Feldman  filed  a  lawsuit.  A 
specialist  in  bankrupt  secu- 
rities, Feldman  managed 
two  partnerships  that 
bought  $20  million 
worth  (market  value)  of 
Lomas'  subordinated 
debt  issues  afi:er  the  compa- 
ny declared  bankruptcy. 

Most  parties  to  the  Lo- 
mas bankruptcy  proceed- 
ings thought  Feldman's 
notes  were  on  a  par  with 
Lomas'  other  subordi- 
nated debt.  But  Feldman 
claimed  his  paper  was  se- 
nior to  the  subordinated 
paper — and  a  close  analy- 


sis of  the  securities  showed 
that  Feldman  was  correct. 
He  used  this  bargaining 
chip  to  win  34  cents  on 
the  dollar  for  his  clients'  pa- 
per; other  subordinated 
paper  holders  received  18 
cents  on  the  dollar.  All  in 
all,  Feldman's  $20  million 
investment  in  Lomas'  dis- 
tressed securities  will  be 
worth  about  $35  mil- 
lion— and  perhaps  signifi- 
cantiy  more  if  Lomas' 
stock  rises  (see  story) .  A  mce 
gain,  but  Feldman  re- 
members 1990,  when  no 
settiement  was  in  sight 
and  Lomas  bonds  he  had 
bought  for  $20  had  fallen 
in  value  to  $12.  "Those 
were  Kaopectate  days  for 
me,"  says  Feldman. 

-H.R  ■ 
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Everything  MIS  needs  to  know  abou| 

the  difference  between  a  Compaq  PC 

with  Intelligent  Modularity 

and  a  merely  upgradable  PC. 


These  days,  a  lot  of  personal  computers  have  upgradable 
processors  and  memory.  But  the  new  COMPAQ 
DESKPRO/M  PCs  have  Intelligent 
Modularity,  v^hich  goes  far 
beyond  ordinary  upgradability. 
This  unique  design  makes 
these  PCs  a  smart  investment 
for  today  and  tomorrov^. 

Smart  for  today— 
designed  for  today's  needs  and  today's  budgets.  Intelligent 
Modularity  puts  all  vital  subsystems  on  separate  boards  so 
you  can  choose  just  the  performance  and  features  you  need. 

Since  the  parts  are  interchangeable,  the  whole 
office  can  standardize  on  one  platform.  And  since  the  parts 


Suggested  Resale  Price  starts  at  just  over  $3.( 
this  family  of  four  remarkable  PCs. 


Processor  Board. 

3   Advancec 
'  VGA  Bom 


Nobody  else  gives  you  all  tfie 
advantages  you  get  witfi  the 
COMPAQ  DESKPRO/M  PCs. 

COMPAQ 

DESKPRO'M 

FAMILY 

ALR 

BUSINESS 

VEISA 

AST 

PREMIUM 

II 

DELL 

POWERLINE 

DE 

IBM  PS'2 
MODEL  90 

1.  Five-board  modular  design 

Yes 

No 

No 

No 

No 

2.  Upgradable  video  without 
using  an  expansion  slot 

Yes 

Yes 

No 

No 

No 

3.  Separate  I/O  board  for  potential 
enhancements  and  ease  of  service 

Yes 

No 

No 

No 

No 

4.  14  levels  of  security  including 
cable-lock  provision 

Yes 

No 

No 

No 

No 

5.  System  configuration  and  ID 
number  available  in  memory 
and  accessible  remotely 

Yes 

No 

No 

No 

Yes 

6.  Power  supply  adequate  for  all 
expansion  needs 

240w 

I50w 

145w 

220w 

194w 

are  easy  to  access,  they're  easy  and  inexpensive  to  service. 
Replacement  parts  cost  less,  too. 

Keeping  track  of  what's  inside  each  PC  is  easy 
with  our  built-in  Asset  Management  provision.  Each  COMPAQ 


DESKPRO/M  PC  can  tell  you  its  serial  number,  how  it's 
configured  and  what  it  has  installed.  Even  remotely,  over 

the  network.  A  big  time-  and  money 

saver  for  MIS  managers.  ' 

Smart  for  tomorrow —built  t 

adapt  to  changing  technology  and  changin 

needs.  With  Intelligent  Modularity,  upgrad 

ing  and  expanding  only  takes  about  five  minutes. 

And,  thanks  to  unique        1 .  High-speed  Memory  Board. 

Compaq  engineering, 
you  get  optimum 
performance  no 
matter  how  you 
configure  your 
system. 

The  32-bit 
EISA  expansion 
bus  gets  the  most  out 
of  high-performance 
processors,  expansion 
boards  and  peripherals.  Superior  thermals  keep  things  cool, 
no  matter  how  many  options  you  add.  And  the  240-watt 

power  supply  can  take  anything  you  plug  in. 
Call  your  Authorized  COMPAQ  Computer 

Dealer  and  ask  to  see  the  wonders  of  the 

» 

-^  COMPAQ  DESKPRO  M  PCs  firsthand. 
Call  1-800-231-0900,  Operator  185.  In  Canada,  call 
1-800-263-5868,  Operator  185. 


A    ncAD  "^^r-  ^^^r-       b.rOBoar 
4.  EISA  Bus  ^^     ^^ 

'  Board. 

Intelligent  Modularity— Five  separate  subsystems 

let  you  upgrade  or  replace  only  what  yxxi  need. 
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Everything  the  boss 
needs  to  know. 


1.  It's  smart. 

2.  It's  easy. 

3.  It's  affordable. 


camPAa 


It  simply  works  better. 


The  supply  of  M.B.A.s  is  up,  but  demand  is  down, 
and  corporate  recruiters  say  business  schools  have 
lost  touch  with  reality.  All  those  new  touchy-feely 
courses  may  entertain  the  students,  but  they  don't 
cut  much  ice  in  the  job  market. 

Another 
boom 

ends 

By  Dana  Wechsler  Linden  with  Jody  Brennan  and  Randall  Lane 


Don  Summa,  Harvard  College  class  of '83,  hasn't  found 
his  master's  in  business  management  a  ticket  to  success. 
He  graduated  from  Yale's  School  of  Organization  & 
Management  last  May,  after  having  resigned  from  a 
glamorous  job  as  an  assistant  talent  agent  with  Triad 
Artists,  one  of  the  country's  leading  talent  agencies.  Two 
years  and  $60,000  worth  of  school  bills  later,  he  is 
unemployed.  For  whatever  comfort  it  may  bring,  Summa 
is  not  alone.  One  in  four  of  the  M.B.A.s  graduating  from 
Dartmouth's  Amos  Tuck  School  of  Business  Administra- 
tion last  spring  did  so  without  having  accepted  a  job  offer. 
The  number  at  the  University  of  California  at  Los  Angeles 
was  about  1 5%.  At  the  University  of  Texas  at  Austin,  it  was 
nearly  20%.  Among  Summa's  Yale  classmates,  one-third 
did  not  report  job  placement  upon  graduation  with  the 
master's  in  public  and  private  management,  Yale's  equiva- 
lent of  the  M.B.  A. 

Certainly  the  recession  deserves  some  blame  for  all  this. 
But  there's  something  more  ftindamental  going  on  here: 
An  M.B.A.  degree  isn't  worth  what  it  used  to  be.  The 
recession  has  simply  worsened  a  trend  of  depreciating 
respect  for  the  once  coveted  degree.  "People  aren't  saying, 
'Boy,  I  can't  wait  until  our  quarterly  numbers  pick  up  so 
we  can  hire  more  M.B.A.s,'  "  warns  Associate  Dean  James 
Schmotter  of  Cornell's  Johnson  Graduate  School  of  Man- 
agement— one  dean  not  afraid  to  be  candid. 

What's  the  problem?  Start  with  the  oversupply  of 
M.B.A.s.  Each  year  the  country's  700-plus  business 
schools  churn  out  75,000  graduates,  up  from  only  5,000 
in  the  1960s.  "I  tell  my  friends,  'We're  die  lawyers  of  the 
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Fun  and  games  at 
Indiana  University 
Trying  to  bring 
new  relevance  to 
the  M.B.A.  expe- 
rience. But  do 
recruiters  care? 


Nineties,  there  are  too  many  of  us,'  "  says  Summa. 

At  the  same  time,  demand  is  way  off.  Many  industrial 
companies,  such  as  IBM,  ge  and  Xerox,  have  been  eliminat- 
ing layers  of  middle  managers — jobs  often  held  by 
M.B.A.s.  For  these  firms,  recruiting  in  the  1990s  is  more 
focused  on  technical  people,  such  as  engineers  or  accoun- 
tants. Investment  banks  and  commercial  banks,  the  lead- 
ing hirers  of  M.B.A.s  during  the  1980s,  are  going  to  fewer 
campuses  and  making  fewer  oft'ers.  In  the  past,  lacking 
anything  more  lucrative,  an  M.B.A.  from  a  prestigious 
school  could  always  take  a  bank  job.  With  banks  merging, 
consolidating  and  cutting  back,  it  will  be  years  before  this 
employer  of  last  resort  is  back  in  the  market  on  any  scale. 

Consider  American  Express,  which  hired  fewer  than  50 
M.B.A.s  last  year,  about  half  the  number  it  hired  three 
years  ago.  American  Express  is  increasingly  looking  at 
applicants  from  lower  on  the  educational  scale:  "Just 
because  you  have  an  M.B.A.  doesn't  mean  you  walk  on 
water,"  savs  C'larissa  Gilliam,  an  American  Express  senior 
stafting  specialist.  "There  are  undergraduates  w  ho  are  just 
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as  smart."  Cheaper  and  humbler,  too. 

Even  though  business  is  booming  for  Merrill  Lynch,  the 
big  securities  firm  expects  to  hire  only  75  M.B.A.s  this 
year,  about  half  the  number  hired  in  1987.  More  and  more 
jobs  once  designated  for  M.B.A.s  are  now  going  to  B.A.s. 

"Three  years  ago  M.B.A.s  were  everything  here,"  says  a 
Wall  Street  recruiting  director  who  insists  on  anonymity. 
"Now  we're  not  sure  that  what  we're  getting  for  the 
money  is  much  better  than  hiring  a  spunky  young  B  .A.  and 
training  him." 

Like  just  about  everyone  in  the  U.S.  these  days,  compa- 
nies are  shopping  smarter.  They  want  more  for  their 
money  and  are  less  willing  to  pay  up  for  perceived  prestige. 

Part  of  the  blame  lies  with  the  business  schools  them- 
selves— even  the  best  of  them.  Smug  and  arrogant,  they 
chose  increasingly  to  teach  what  they  wanted,  rather  than 
what  business  needed.  "We  business  schools  are  going 
through  the  agony  that  organizations  go  through  when 
they  become  producer-driven,"  says  Richard  West,  dean 
of  New  York  University's  Stern  School  of  Business.  "To  a 


significant  degree,  we  lost  sight  of  our  customers — 
students  and  corporations." 

It  was  a  story  not  different  from  those  of  many  once 
great  U.S.  industries  that  enjoyed  tremendous  growth 
after  World  War  II,  then  became  complacent  and  ingrown. 
A  few  decades  back  M.B.A.  factories  were  few  in  number. 
In  the  late  1950s  there  were  about  125  institutions 
awarding  master's  degrees  in  business  in  the  U.S.,  but  2  of 
the  125 — Harvard  Business  School  and  New  York  Univer- 
sity's Graduate  School  of  Business — accounted  for  25%  of 
the  degrees. 

The  few  schools  and  their  scant  output  were  not  highly 
regarded.  Both  the  Carnegie  and  Ford  foundations  came 
out  in  the  late  1950s  with  comprehensive  evaluations  of 
management  education.  The  reviews  weren't  kind.  The 
message  from  both  foundations  was  essentially  the  same: 
The  nation's  business  schools  were  intellectual  waste- 
lands— mere  trade  schools  where  second-rate  students  were 
taught  second-rate  curriculums  by  second-rate  faculty. 

To  improve,  the  business  schools  were  told,  they  had  to 
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Value  for 
B-school  money 

If  the  dimming  pros- 
pects for  fresh  graduates  of 
many  M.B.A.  programs 
(see  stoij)  don't  scare  you 
away  from  the  degree, 
what  should  you  look  for  in 
a  business  school?  A  good 
education,  of  course,  but 
also  an  educational  in- 
vestment that  makes  eco- 
nomic sense. 

What's  the  point  of 
quitting  (or  not  even  start- 
ing) a  good-paying  job 
and  going  head-over-heels 
in  debt  to  acquire  a  de- 
gree whose  value  is  proba- 
bly falling? 

Your  best  bet  is  still  the 
name-brand,  expensive  in- 
stitutions like  Harvard, 
Stanford  and  Wharton.  But 
realistically,  not  everyone 
can  get  into  these  elite 
schools — or  afford  the 
$35 ,000  a  year  (tuition  plus 
room  and  board  at  Har- 


vard) they  cost.  So  we  pre- 
sent this  list  often  inex- 
pensive business  schools 
that  offer  the  most  value 
for  the  money. 

Criteria?  To  make  our 
list,  a  business  school  had  to 
charge  tuition  of  no  more 
than  $10,000  a  year  (or 
$18,000  for  one-year 
M.B.A.  programs  like  the 
one  at  the  University  of 
Pittsburgh). 

The  schools  also  had  to 
have  a  goodly  number  of 
corporate  recruiters  on 
campus  last  year  and  have 
had  a  high  percentage  of 
last  year's  graduates  with 
firm  job  plans  at  gradua- 
tion. The  schools'  gradu- 
ates also  had  to  attract 
good  salaries. 

Beyond  the  numbers, 
we  applied  some  subjective 
criteria  based  on  talking 
to  M.B.A.  recruiters  from 
major  public  and  private 
U.S.  corporations. 


While  you  do  not  see 
very  many  famous  names 
on  this  list,  the  caliber  of 
the  schools'  students  is 
impressive. 

Students  admitted  to 
the  University  of  California 
at  Los  Angeles'  John  E. 
Anderson  Graduate  School 
of  Management,  for  ex- 
ample, last  year  scored  640 
on  the  graduate  manage- 
ment admissions  test,  on 
average — higher  than 
those  at  all  but  a  handful  of 
other  business  schools 
nationwide. 

As  our  rankings  show, 
graduates  of  these  ten 
schools  also  do  well  in  the 
job  market. 

A  few  caveats  are  in  or- 
der for  this  and  other  rank- 
ings of  business  schools. 
Most  of  the  numbers  on 
which  the  rankings  are 
based  can  be  problematic  in 
that  they  are  reported  by 
the  schools  themselves. 


That  means  distortions 
can  occur,  intentionallv  or 
unintentionally. 

School  A,  for  example, 
may  calculate  the  average 
starting  salary  of  its  grad- 
uates earlier  in  the  aca- 
demic year  than  does 
school  B. 

Those  recruiters  that 
make  earlier  offers — in- 
cluding consulting  firms 
and  investment  banks — 
also  tend  to  pay  the  most. 
So,  all  else  being  equal, 
school  A's  students  will 
appear  to  be  better  paid 
than  school  B's. 

Is  this  or  any  other  list 
of  "the  best"  business 
schools  definitive?  Of 
course  not.  But  given  the 
combination  of  student 
talent,  graduates'  employ- 
ment and  cost,  we  think 
these  ten  inexpensive 
schools  offer  among  the 
best  values  for  the 
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School 

John  E.  Anderson  Graduate  School  of 
Management  at  U  Calif,  Los  Angeles 

Graduate  School  of  Business, 
University  of  Texas,  Austin 

Kenan-Flagler  Business  School,  University  of 
North  Carolina,  Chapel  Hill 

Jesse  H.  Jones  Graduate  School  of  Administration 
Rice  University,  Houston 

Indiana  University  School  of  Business, 
Bloomington 

College  of  Business  and  Management, 
University  of  Maryland,  College  Park 

Georgia  Institute  of  Technology, 
School  of  Management,  Atlanta 

Joseph  M.  Katz  Graduate  School  of  Business, 
University  of  Pittsburgh 

Baruch  College  School  of  Business  and  Public 
Administration,  City  University  of  New  York 

Terry  College  of  Business, 
University  of  Georgia,  Athens 


GMAT^       Acceptance 


640 
631 
620 
622 
610 
600 
614 
597 
560 
615 


rate^ 

19% 

23 
13 
35 
34 
32 
36 
44 
39 
29 


Yield^        Starting 
salary* 

53%    $54,000 


Tuition  1991-92 
in  state/out  of  state 

$  2,300 
10,000 

960 
3,790 

780 
6,640 

8,300 

4,160 
9,750 

4,290 
7,880 

2,120 
6,280 

11,220^ 
18.570^ 

2,600 
5,100 

2,770= 

7,360= 
2,080^ 

5,520" 


'  Graduate  Management  Admission  Test  average  score  for  all  accepted  students     Percentage  of  applicants  >i, ,  .  >e 

who  applied.  ^  Percentage  of  accepted  students  wfio  chose  to  enroll.  ■^  Average  starting  salary  for  students  who  reported  |0b  plans. 
^  Percentage  of  class  with  firm  job  plans  at  graduation.  ^  Number  of  companies  that  interviewed  on  campus, 
a:  One-year  program,  b:  Two-year  program,  c:  Includes  employed  part-time  students. 


Employment       Recruiters^p 
rate^  |' 

85%  200 


50 
57 
43 
49 
57 
57 
58 
63 
53 


44,000 
51,500 
46,700 
46,400 
44,600 
40,600 
43,500 
41,900 
40,200 


81 

85 

80 

76 

83 

70 

80 

93^- 

72 


300 
155 

55 
242 

85 

50 
115 
400 

70 


f 
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ipgrade  their  faculties.  Research-oriented  professors  were 
lired  and  were  encouraged  to  develop  analytic  tools  and 
:oncepts  that  would  raise  the  level  of  business  scholarship. 
Over  the  next  few  decades,  business  schools  achieved 
icademic  legitimacy.  Professors  won  Nobel  Prizes  in 
leconomics.  With  that  legitimacy  came  respect.  Suddenly 
(companies  wanted  M.B.A.s  and  ambitious  students  want- 
led  to  become  M.B.A.s.  By  the  late  1980s  big  consulting 
firms  were  offering  as  much  as  $100,000  to  attract  the 
cream  of  the  M.B.A.s  from  the  cream  of  the  business 
I  schools.  So  what  if  tuition  for  a  Harvard  M.B.A.  cost 
$30,000  and  even  a  bargain-priced  Rice  degree  $14,000.'' 
If  an  M.B.A.  was  almost  equivalent  to  a  down  payment  on 
a  red  Ferrari,  who  would  balk  at  the  price? 

The  customers  came  flocking  in.  In  1962  only  6%  of  all 
master's  degrees  awarded  in  the  U.S.  were  in  business 
administration.  Twenty  years  later  25%  were.  By  the  early 
Eighties  500  institutions  were  offering  the  master's  in 
business  education  and  were  turning  out  upwards  of 
60,000  sheepskins  a  year,  more  than  triple  the  number  of 
master's  degrees  awarded  in  engineering  and  more  than 
double  the  number  awarded  in  the  humanities. 
I  f  It  was  good  business  for  the  universities.  Expanding  a 
business  school  yields  a  much  better  return  on  investment 
than  expanding  a  biology  department:  no  new  $1  million 
laboratory  required.  Classes  are  big  (there  are  about  80 
students  in  the  average  first-year  classroom  at  Harvard 
Business  School)  and  tuitions  have  risen  fast — nearly 
•tripling  at  Harvard  since  1980,  to  $17,500. 

Business  schools  also  typically  operate  at  a  profit — or 
operating  surplus,  to  use  gender  education  lingo.  The 


)lass  size      Comments 

370        Ivy  League  quality  at  cut-rate  prices. 

532        Among  the  cheapest  of  all,  and  known  for  turning  out 
good  technology  managers. 

187        Less  than  half  the  price  of  neighbor  and  rival,  Duke. 

87        Only  private  school  on  our  list,  subsidized  by  William 
Marsh  Rice's  endowment,  now  at  $1  billion. 

312        Innovative  program  starting  this  year,  based  on 

integrating  business  theory  with  real  business  problems. 

175        Solid  education,  near  northeastern  recruiters. 

85        Good  finishing  school  for  engineers,  top-notch 
students. 

298        Highly  regarded  one-year  M.B.A.— just  one  year  of 
lost  salary. 

497        Dirt-cheap  commuter  school,  strong  part-time 
program. 

1 10        Good  one-year  program  open  to  undergraduate 
business  degree  holders. 


University  of  Chicago's  latest  figures,  for  example,  show 
the  business  school  contributing  over  $9  million — fiilly 
one-third  of  tuition  income — to  the  rest  of  the  university. 

By  the  early  1980s  trained  faculty  had  become  scarce, 
with  three  or  four  vacant  teaching  positions  for  every  new 
Ph.D.  Teaching  salaries  shot  up,  and  in  1989  Wharton 
snatched  young  finance  and  economics  star  Sanford  J. 
Grossman  away  from  Princeton,  reportedly  for  a  nine 
montiis'  salary  of  $250,000. 

But  the  comfortable  business  world  that  the  business 
schools  grew  up  to  serve  was  changing  drastically.  The 
1980s  mergers  and  acquisitions  boom,  fueled  by  easy 
credit  and  junk  financing,  brought  a  wave  of  consolida- 
tions, leveraged  buyouts  and  cost-cutting — resulting  in 
flatter  organizations  with  less  middle  management.  The 
globalization  of  business  put  a  new  emphasis  on  product 
quality,  manufacturing  management  and  leadership.  A 
lean  cost  structure  suddenly  counted  for  more  than  the 
prestige  items,  like  the  top  Harvard  M.B.A.s. 

Even  while  their  business  was  booming,  business  school 
deans  started  hearing  a  growing  rumble  of  discontent 
among  corporate  employers.  The  message  was  consistent: 
M.B.A.  graduates  are  great  with  matrices  and  decision 
trees  but  lack  practical  skills  needed  to  manage  in  the  real 
world.  They  aren't  being  taught  about  quality  in  manufac- 
turing or  about  managing  in  global  markets.  Above  all, 
they're  not  being  taught  the  leadership  skills  needed  to 
deal  with  the  more  diverse  work  forces  of  today's  flatter 
organizations.  In  other  words,  the  deans  were  told,  the 
graduates  you're  turning  out  don't  manage  very  well. 

Some  business  school  deans  tried  to  respond  to  the 
criticisms  but  were  held  back  by  their  faculties,  fat  and 
happy  in  their  flood  of  students  and  rising  pay  and  perks. 

For  more  than  five  years,  New  York  University  Dean 
Richard  West  proposed  a  dramatic  increase  in  the  amount 
of  class  time  and  the  elimination  of  some  long-standing 
courses.  The  faculty  was  hesitant — until  nyu  got  an 
embarrassingly  weak  ranking  in  a  magazine  poll  of  busi- 
ness school  students  and  recruiters.  Within  the  next  year, 
the  faculty  approved  the  plan  West  was  advocating. 

However  simplistic  and  questionable  their  methodolo- 
gies, these  list- compilers  did  bring  the  breath  of  competi- 
tion to  a  complacent  business.  More  than  one  business 
school  dean  told  Forbes  there  was  a  correlation  between 
his  school's  ranking  in  a  given  year  and  the  length  of  the  list 
of  recruiters  coming  to  campus.  In  Japan  the  rankings  are 
now  used  by  corporations  to  decide  what  American 
business  schools  their  employees  should  attend. 

Unable  to  ignore  the  impact  of  these  popularity  con- 
tests, how  have  business  schools  responded?  Not  necessar- 
ily in  the  smartest  ways.  Four  years  ago  the  University  of 
Chicago's  business  school  was  ranked  an  unexpectedly  low 
11th  on  one  survey — because  graduates  criticized  the 
school's  emphasis  on  theory  at  the  expense  of  practical 
training.  A  few  weeks  later  Chicago's  faculty  approved  a 
new,  noncredit  "leadership  program"  for  first-year  stu- 
dents. The  communications  part  of  the  course  has  been 
taught  by  Chicago's  Second  City  comedy  troupe.  Stu- 
dents are  also  taught  teamwork — on  a  retreat  with 

Outward  Bound.  The  students  love  it.  In  last  year's 
survey  Chicago  jumped  to  4th  place. 
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Similar  touchy-feely  courses  have  sprouted  up  on  busi-      his  native  Midwest.  He's  in  contact  with  10  or  15  locall 
ness  school  campuses  everywhere.  Indiana  University  puts      manufacturers  a  week.  His  career  goal  hasn't  changed.  But! 
students  through  a  "Challenge  course,"  including  the      he's  decided  it's  worth  going  after  the  engineering  degreel 
"Peanut  Butter  Pit,"  described  as  a  "hazardous  crossing      and  not  the  M.B.A.  "The  people  most  effective  in  manu- 
event."  Students  use  ropes  and  other  means  to  cross  a  pit      facturing  don't  necessarily  have  M.B.A.s,  but  they  do  have 
of  simulated  quicksand.   At  Pepperdine   University  in      technical  understanding,"  Van  Fossen  says. 
Malibu,  Calif  students  learn  ethics  through  a  "federal         The  message  is  gradually  sinking  in  at  the  schools' 
prison  visitation  program."  According  to  a  press  release,      themselves.  Dean  John  Rosenblum  of  the  Universit}'  of  | 
this  involves  "meeting  with  such  high-profile  white-collar     Virginia's  Darden  Graduate  School  of  Business  Adminis- 
criminals  as  Ivan  Boesky."  tration  predicts  that  the  M.B.A.  credential  will  become  less 

But  is  all  this  warm-and-flizzy  P.R.  nonsense  really  what      important  and  business  schools  will  go  through  the  classic 
employers  were  asking  the  business  schools  for?  Of  course     shakeout  of  a  mature  industry. 

The  first  to  go,  probablv, 
will  be  the  "M.B.A.  miUs," 
at  schools  like  Pace  and 
Fairleigh  Dickinson,  that 
staffed  up  quickly  and  are 
not  accredited.  The  busi- 
ness schools  that  remain 
will  gravitate  toward  mar- 
ket niches,  producing  spe- 
cialists to  meet  specific  cus- 
tomer needs — say,  manu- 
facturing or  technical 
management.  Some 

schools  have  already  begun 
carving  out  niches:  MIT  in 
real  estate  and  technology'. 
Northwestern  in  market- 
ing, and  VVharton  in  inter- 
national management. 
Rosenblum  also  predicts 


not.  Listen  to  Richard 
Beatty,  a  human  resource 
consultant  writing  a  book 
on  views  of  M.B.A.s  in  the 
work  force:  "The  new  pro- 
grams are  quote,  nice,  un- 
quote," he  explains.  "But 
they're  barely  scratching 
the  surface.  I  don't  know  of 
anyone  dealing  with  real 
management  training  and 
facilitating  skills." 

Explains  Cornell's  James 
Schmotter:  "It's  a  lot  easier 
to  contract  with  Outward 
Bound  than  to  fiandamen- 
tally  change  the  curricu- 
lum," he  says.  "There's 
nothing  wrong  with  it,  and 
students  really  like  it.  So 
that's  what  we  do,  and  we 


Richard  West,  dean  of  NYU's  Stern  School  of  Business 

"To  a  significant  degree,  we  lost  sight  of  our  customers." 


get  credit  for  it,  but  it's  that  management  education  will  become  more  of  a  collab- 

troubling."  These  quick  fixes  may  make  the  students  orative  effort  with  industr\\  There  will  be  more  short 

happy,  but  they  are  unlikely  to  change  the  sense  in  business  nondegree  educational  programs  for  managers,  designed 

that  M.B.A.s  aren't  necessarily  worth  more  than  people  and  delivered  by  universities  and  companies  working 

with  other  degrees.  together.  The  University  of  Virginia  ahead)'  offers  nonde- 

Consider  the  case  of  one  bright  young  man,  Ashok  gree  programs  tailored  to  individual  corporations  such  as 


Samuel,  30.  Samuel  received  a  master's  degree  in  comput- 
er science  from  City  University  of  New  York  five  years  ago 
and  immediately  started  saving  money  for  the  M.B.A.  he'd 
always  planned  to  get.  In  the  meantime,  he  started 
working  for  a  New  York  City- based  software  development 
company.  Several  promotions  later,  he  now  manages  a 
research  and  development  group  of  15  people  and  earns  an     play  the  M.B.A.  game,"  says  Short,  explaining  that  while 


Hercules  Chemicals  and  Bacardi.   Duke  offers  similar 
programs  to  IBM. 

A  dean  who  sees  an  opportunity'  in  this  turmoil  is  Dan 
Short.  Currently  associate  dean  at  the  Universit)'  of  Texas 
at  Austin,  he  will  take  over  as  dean  of  Kansas  State 
Universit\^'s  business  school  in  June.  "I'm  not  going  to 


annual  income  considerably  higher  than  the  $75,000 
starting  salary  earned  by  even  the  luckiest  Harvard 
M.B.A.s. 

And  what  about  his  plans  for  an  M.B.A..^  Samuel  has 
decided  it's  no  longer  necessary.  "What  am  I  going  to  get 


other  schools  concentrate  on  M.B.A.  programs,  he'll 
concentrate  on  the  basic  undergraduate  program.  That 
will  mean  the  students  will  ha\e  to  pa\'  for  just  four  years  of 
instmction,  instead  of  five  or  six,  with  huge  savings  of  time 
and  monev.  Short  thinks  he  can  deliver  a  cost-effective 


« 


from  it?"  he  asks.  "My  management  has  never  told  me  I  product  to  industry'  by  teaching  students  to  grapple  with 
lack  the  skills  of  an  M.B.A.  I  can  pick  up  any  new  theories  I  real-life  problems  rather  than  textbook  finance  and  mar- 
need  on  the  job  or  at  training  programs."  keting  theories.  Breaking  down  walls  between  courses, 
Jeffrey  Van  Fossen  got  a  bachelor's  in  mechanical  and  Short  would  combine  those  disciplines  into  one  integrated 


aerospace  engineering  from  Princeton  in  1987.  Three 
years  later  he  applied  to  the  Massachusetts  Institute  of 
Technology  for  a  joint  M.B.A.  and  master's  in  engineer- 
ing. Van  Fossen's  career  goal:  to  make  it  into  top  manage- 
ment at  a  manufacturing  company. 

Van  Fossen  wasn't  accepted  by  mit.  Disappointed,  he 
went  to  work  as  director  of  a  technology  transfer  center  in 


program  that  more  resembles  the  real  world. 

"We'll  slip  in  and  produce  a  product  of  higher  value," 
he  says.  "A  higher-qualit>'  student  to  ccMiipcte  against 
M.B.A.s  at  lower  cost."  Educational  purists  may  gasp  at 
such  down-to-earth  talk,  but  thc\-  would  do  better  to  heed 
it:  The  countiy  is  getting  tired  of  handing  blank  checks  to 
our  institutions  of  so-called  higher  learning.  ^ 
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Joe  Montana  looks  for  an  investment  company 
that  specializes  in  diversity. 

Imagine  a  mutual  fund  with  the  growth 
potential  of  stocks ...  and  the  income  potential 
of  bonds. 

The  Franklin  Income  Fund  is  a  carefully 
diversified  portfolio  that  offers  you  both. 

Call  your  investment  advisor  or  Franklin 
today. 

1-800-DIAL  JOE,  Ext.860 

This  advertisement  is  a  paid  endorsement. 


I  would  like  a  free  prospectus  on  the  Franklin  Income  Fund, 
containing  more  complete  information,  including  charges  and 
expenses.  I  will  read  it  carefully  before  I  invest  or  send  money. 

I  am  currently  a  Franklin  shareholder. 
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Name 


Address 


City/State/Zip 


Franklin   Distributors,   Inc. 

777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 

Member  $53  BilUon  Franklin  Group  of  Funds® 


n  videocassette  recorders,  Sony  Corp.  suffered  a 
humiliating  defeat— but  learned  a  valuable  lesson, 


Shanng 


By  Andrew  Tanzer 

There  is  no  love  lost  betvv^een  Japan's 
two  consumer  electronics  giants, 
Sony  Corp.  and  Matsushita  Electric 
Industrial  Co.  In  the  1980s  Matsu- 
shita dealt  Sony  a  humiliating  blow  b)' 
making  its  \T1S  format  video  recorders 
the  world  standard,  forcing  Sony  to 
begin  marketing  \TlS  products  in 
1989  along  with  its  Betamax  system. 

Bruised,  Sony  learned  a  valuable 
lesson  from  its  defeat:  Don't  dy  to 
hog  a  technolog}';  you'll  gain  more  b\ 
sharing.  Because  it  learned  this  lesson, 
Sony  is  now  pummeling  Matsushita 
in  the  market  for  the  current  hot 
consumer  electronics  product:  palm- 
size  video  camcorders.  The  Sony- 
backed  8mm  format  is  pitted  against 
the  VHS-C  format  that  is  backed  by 
Matsushita  and  its  51%-owned  sub- 
sidiary, JVC. 

Sony  is  the  clear  leader.  Its  8mm 
format  captured  at  least  50%  of  the 
10 -million-unit  world  camcorder 
market  in  I99I.  In  gadget-crazy  Ja- 
pan, where  new  products  are  topically 
launched  months  before  they  are  in 
overseas  markets,  8mm's  share  is  60%. 

When  Sony  was  trying  to  promote 
its  Betamax  video  system,  it  tried  to 
keep  the  technology  proprietan'.  JVC, 
bv  contrast,  licensed  its  XTiS  technol- 
og\'  to  many  manufacturers.  As  the 
VHS  format  spread,  more  program- 
ming became  available  for  VHS  ma- 
chines and  Betamax  was  doomed. 

In  camcorders,  Sony  took  an  en- 
tirely different  tack.  It  made  its  tech- 
nology available  to  all  comers.  In  the 
early  1980s  Sony  helped  form  an  in- 
ternational consortium  of  more  than 
100  manufacturers  to  set  an  8mm 
standard.  Sony  demonstrated  its 
8mm  technology  to  the  group  and 
released  specifications.  After  Sony 
launched  its  first  single-unit  8mm 
camera-cum-recorder  in  1985,  it  en- 
couraged potential  competitors  to 
bring  out  8mm  products. 


At  the  Wiz  in  New  York 

8mm  small  camcorders  are  sweeping 

the  market. 


As  the  format  caught  on,  more 
companies  began  to  produce  it.  Hita- 
chi Ltd.  shifted  its  focus  in  cam- 
corders from  \TiS  c  to  8mm  in  late 
1990.  Sharp  Corp.  will  launch  its  first 
line  of  8mm  camcorders  this  Febru- 
ary. Canon  Inc.,  the  innovative  still - 
camera  maker,  now  makes  the  light- 
est-weight 8mm  camcorder. 

In  another  example  of  learning 
from  its  Betamax  mistakes,  Sony  sells 
key  camcorder  components  to  com- 
petitors, and  supplies  its  own  cam- 
corders, as  well  as  8mm  metal  record- 
ing tape,  to  big  names  such  as  Fuji 
Photo  Film  Co.  and  Kyocera  Corp. 
for  resale. 

"Selling  8mm  products  to  other 
companies  is  important  in  increasing 
the  penetration  and  standardization 
of  8mni,"   says   Hiromasa   Otsuka, 


manager  of  Sony's  consumer  \ideo 
business  strateg\'  division.  "We 
learned  [from  the  Beta  experience] 
how  to  make  money." 

Matsushita  and  jvc  haven't  con- 
ceded defeat.  Their  \'HS-C  camcorder 
system,  introduced  in  1984,  is  a  com- 
pact version  of  XTIS,  with  a  shorter 
tape  and  smaller  cassettes.  A  major 
advantage:  Unlike  8mm  tapes,  VHS-c 
cassettes  can  be  played  back  with  an 
adapter  on  a  standard  \'HS  recorder,  of 
which  there  are  some  70  million  in 
U.S.  households.  (By  contrast,  8mm 
tapes  are  played  by  plugging  the  cam- 
corder into  a  telexision  set. )  A  major 
drawback:  \TiS-C  tapes  offer  just  30 
minutes  of  recording  time,  to  the 
8mm  format's  two  hours.  Moreover, 
VHS-c's  image  is  not  as  sharp  as  the 
8mm  image. 

Officials  of  both  Matsushita  and 
j\'C  say  they'll  stick  with  vus.  "We 
have  no  plans  to  make  8mm,"  says 
Kazuo  Kohda,  manager  of  the  prod- 
uct planning  department  of  j\'C's  \id- 
eo  products  division.  "With  such  a 
huge  base  of  xns  recorders,  we'd  be 
doing  a  disservice  to  consumers  if  we 
made  8mm." 

Sony's  8mm  ambitions  run  deeper 
than  just  camcorders.  With  nearly 
2,000  movie  titles  and  other  pro- 
gramming now  available  in  8mm  for- 
mat, Sony  is  marketing  8mm  decks  as 
a  second  or  third  video  recorder  for 
homes.  Price:  around  S400  and  fall- 
ing. Sony  is  also  pushing  its  ponable 
Video  Walkman,  which  plays  8mm 
tape  on  a  color  4-inch  LCD  screen. 

Thanks  in  part  to  its  stunning  suc- 
cess in  8mm  camcorders,  Sony  last 
year  surpassed  Matsushita  for  the  first 
time  in  sales  of  audiovisual  products. 
But  the  race  isn't  over.  Leadership 
could  change  again  this  year,  when 
the  r\vo  rivals  will  release  competing 
digital  audio  recording  prcxducts.  Stay 
tuned.  ^ 
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lFEW 
COMPELLING 
REASONS  FOR 
DOUBLE-HULLE 
I  OIL  TANKERS. 
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1st  year,  DuPont  announced 
that  its  energy  unit,  Conoco, 
would  pioneer  the  use  of  new 
double-hulled  oil  tankers  to 
help  safeguard  the  environment. 

Estimates  indicate  that  they'll 
f\  cost  50  million  dollars  each- 
[l  about  15%  more  than  conven- 
[    tional  oil  tankers.  And,  they'll 
Is:  carry  about  10%  less  oil. 

I    But  estimates  also  indicate 
::  they  could  eliminate  or  signifi- 
cantly reduce  the  damage  from 
oil  spills,  saving  thousands  of 
sea  birds,  otters,  sea  lions,        ! 

;  dolphins  and  other  sea  life.   ^ 

fe    The  reaction  has  been  over-  j 
""lelmingly  positive.  f 


Did  you  know  that  NEC 

makes  a  wider  range  of 

computer  products  than 

anyone  in  the  industry? 

From  one  of  the 

world's  smallest  and 

lightest  notebooks, 

to  the  world's 

fastest 

supercomputer 


The  new  UltraLite  III. 
Is  it  a  notebook,  a 
desktop  or  a 
portable? 


■-lipf"^ 


£for 

•  A 

ilea 

vDOt 

\0 


Yes 

I  ^  ^  B         Our  UltraLite*  III  is 
one  of  the  best  per- 
sonal computers  you  can  buy.  In  fact, 


it's  three  of  the  best  personal   -^i 

computers  you  can  buy. 
■  Fmt,  the  UltraLite  III,  when  iti  a  note 
book,  weighs  just  4.8  pounds  and 
measures  a  super-thin  1.5"  x  9"  x  11.5? 
It  has  2MB  of  RAM  (expandable  to  f 
10MB),  a  crisp,  bright  VGA  screen,  [  ijc 
60MB  hard  drive  and  386SX  processcfD-R 
running  at  20  MHz.  It  also  has  a  broa.inBj 
range  of  connectivity  features,  includint  jee 


jjvtn 
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At  4.8  pounds,  it's  one  of  the  smallest,  lightest  386SX  notebooks  around. 
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Computers  and  Communications 
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rial  and  parallel  ports,  a  Super  VGA 
T  port,  a  mouse  port,  and  an  optional 
"  temal  modem  or  fax  modem.  Not  to 
jiention  an  optional  external  battery 
ice  for  a  total  of  over  five  hours  of 
(ower.  All  of  which  permits  it  to  per- 
)rm  feats  far  beyond  the  reach  of  ordi- 
ary  notebooks,  far  from  home. 
Il  Secondf  when  iti  a  desktop,  it  is  a  very 
igh-performance  machine  indeed, 
ielivering  full  desktop  capacity.  Nestled 
its  optional  docking  station,  the 
ItraLite  III  gives  you  even  more  com- 
uting  power.  It  can  accept  up  to  two 
T  cards,  and  its  standard  SVa"  drive 
bay  can  house  a  hard  or  floppy  drive, 
D-ROM  reader,  tape  backup  or  other 
torage  device.  Allowing  you  to  build 
he  exact  computer  system  you  need. 


■  Third,  when  iti  a  portable  PC,  it's  about 
as  portable  as  you  can  get.  Combined 
with  its  docking  station,  it  weighs  under 
15  pounds  and  is  comparable  in  size  to 
most  laptops.  So  you  can  set  up  your  office 
whenever  and  wherever  you  need  it. 

The  UltraLite  III  comes  ready  to  run 
with  MS-DOS'  5.0  and  Windows' 
pre-installed.  It  also  gives  you  some- 
thing you  can't  get  from  anyone  else,  at 
any  price:  NEC.  Fact  is,  NEC  not  only 
invented  the  notebook  PC,  we  invented 
the  docking  station,  as  well. 

For  more  information,  call  1-800-NEC- 
INFO.  Or  call  NEC  FastFacts 
1-800-366-0476,  #ULITE3  (854833)  for 
literature.  The  new  UltraLite  III.  The 
answer  to  your  every  computing  need. 


Because  T  is  the  way  you  want  to  go. 


NEC 
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Even  Ozzie  and  Harriet  would  be  excluded  from 
today's  "traditional  family"  statistics  once 
Ricky  and  David  grew  up  and  left  home. 

The  new 
confonnity 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


No  HOLIDAYS  are  more  family- orient- 
ed than  the  Christmas  holidays.  Yet 
the  family  is  under  siege  today  as 
perhaps  never  before  in  history. 

It  is  under  attack  statistically  as  well 
as  politically.  Clever  sophisticates  are 
forever  citing  statistics  suggesting 
that  the  traditional  nuclear  family  is 
already  an  anachronism.  Only  26%  of 
households  consist  of  two-parent 
families  and  their  children,  they  say. 

Superficial  plausibility'  is  usually 
sufficient  for  political  purposes,  but 
what  happens  if  we  scrutinize  that 


"26%"  statistic  more  closely? 

First  of  all,  it  excludes  even  the 
most  traditional  two-parent  families 
after  their  children  have  grown  up. , 
Ozzie  and  Harriet  would  not  be 
counted  in  these  statistics  after  Ricky 
and  David  grew  up  and  left  home.  In 
fact,  if  the  entire  country  consisted  of 
nothing  but  Ozzie -and -Harriet  fam- 
ilies, the  clever  sophisticates  could  still 
say  that  only  33%  of  households  were 
traditional  after  Ricky  and  David  be- 
gan living  in  their  own  households. 

George  Bush  and  Barbara  are  not 
counted  as  a  "traditional  family"  in 
the  official  census  statistics,  even 
though  they  have  been  married  for  45 
years  and  have  had  children,  because 
those  children  are  no  longer  living 
with  them.  Newlyweds  are  likewise 
not  counted  as  a  "traditional  family" 
until  they  begin  having  children. 

The  family  is  also  under  attack  in 
our  public  schools.  Parental  authority 
is  undermined  in  textbooks  aimed  at 
children  as  early  as  preschool.  If  that 
seems  incredible,  read  ta/ov  Tots  {for 
kindergartners  to  third -graders)  or 
Chan£[in0  Bodies,  Changing  Lives  by 
Ruth  Bell  et  al.  (for  high-schoolers). 

The  theme  of  all  sorts  of  so-called 


'decision-making,"  "drug-preven- 
Ition,"  or  "sex-education"  programs 
lin  the  public  schools  is  that  the  indi- 
vidual child  must  make  his  or  her  own 
decisions — and  must  do  so  indepen- 
dently  of  the  values  taught  by  parents. 
The  very  concepts  of  right  and  wrong 
are  dismissed  at  the  outset  as  mere 
prejudices  of  parents  or  "society." 

The  steady  drumbeat  of  anti-parent 
themes  continues  right  on  through 
college.  Cornell  University  President 
John  Rhodes  urged  parents  to  "stand 
back,  don't  push"  when  the  time 
comes  to  choose  a  college.  "Stop 
meddling"  was  the  more  blunt  advice 
of  an  administrator  at  William  &  Mary 
College.  An  orientation  session  at 
Stanford  for  parents  of  entering  fresh- 
men has  been  full  of  advice  for  them 
to  butt  out. 

The  ostensible  reason  for  all  these 
efforts  to  get  parents  out  of  the  pic- 
ture, or  at  least  moved  to  its  periph- 
ery, is  to  allow  the  free  development 
of  their  offspring.  But  the  people 
most  active  in  promoting  this  philos- 
ophy are  very  often  the  same  people 
most  active  in  promoting  all  sorts  of 
brainwashing  programs  to  impose  a 
new  conformity,  under  such  mislead- 


ing names  as  "diversity." 

Perhaps  most  dangerous  of  all,  the 
family  is  under  siege  from  govern- 
ment. For  example,  the  number  of 
things  a  child  can  do  behind  the 
parents'  back  with  the  aid  of  govern- 
ment is  increasing. 

Most  have  to  do  with  sex  and  its 
consequences.  Abortion  is  the  only 
operation  that  can  be  performed  on  a 
child  without  parental  permission. 
The  distribution  of  condoms,  with 
the  dangerous  illusion  of  security 
they  provide,  has  become  another 
government-to-child  operation,  with 
parents  cut  out  of  the  decision. 

The  whole  child -abuse  industry, 
and  the  reckless  propaganda  sur- 
rounding it,  is  another  government 
operation  that  not  only  reaches  right 
into  the  heart  of  the  family  on  flimsy 
pretexts  but  also  expands  to  include 
things  that  no  reasonable  person 
would  consider  abuse.  Meanwhile, 
genuine  child  abuse  is  often  lost  track 
of  in  the  avalanche  of  false  reports 
inundating  the  system  under  bureau- 
cratic rules  and  strident  propaganda. 

Why  all  these  attempts,  from  so 
many  quarters,  to  undermine  the  fam- 
ily, exaggerate  its  faults  and  minimize 


statistically  its  very  existence? 

Many  of  the  vital  fiinctions  which 
families  provide  are  fiinctions  which 
many  v^sh  to  see  provided  by  the 
state.  Many  of  the  traditional  values 
which  families  pass  on  to  the  next 
generation  are  values  rejected  by  clev- 
er sophisticates,  who  think  that  their 
superior  wisdom  should  be  replacing 
that  of  ordinary  people.    • 

Above  all,  families  are  the  biggest 
single  obstacle  to  the  visions  of  the 
anointed  who  take  upon  themselves 
the  task  of  reconstructing  society. 
Families  care  for  their  own,  not  for 
abstract  principles  of  "equality." 

The  opposition  of  the  political  left 
to  the  family  goes  far  back  in  history. 
The  first  draft  of  JJje  Communist 
Manifesto  made  the  destruction  of  the 
family  an  explicit  part  of  its  agenda. 
However,  Marx  was  savvy  enough  to 
remove  this  excess  candor  by  Engels. 

Families  are  one  of  those  indepen- 
dent centers  of  power  which  are  intol- 
erable to  those  who  want  to  impose 
their  ideological  Utopias  from  the  top 
down.  It  is  logically  a  prime  target 
for  unremitting  erosion  and  under- 
mining by  those  who  dare  not  attack 
it  openly.  ^M 


Sometimes  v\iiat^  behind 

yaar  truck  is  m^ore 
inmortant  than  wiiat's  in  it 


Anyone  who's  ever  tried  to  make  a  living 
in  the  trucking  business  knows  that  not  all 
trucks  are  created  equal.  The  major  difference 
lies  with  the  truck  manufacturer — the  people 
behind  the  badge. 

Without  their  support,  life  on  the  not-so- 
open  road  can  get  very  nasty.  Fleets,  owner/ 
operators  or  independents,  no  one  makes 
it  alone. 

Ford  can  help. 

Our  new  LineHauler  Qub,  for  example, 

Erovides  participating  members  with  a  24- 
our  Emergency  Hotline,  supported  by  over 


26,000  suppliers  of  tovmg  and  repair  services, 
fuel  and  tires.  All  dedicated  to  minimizing 
downtime. 

Our  improved  Parts  and  Service  operation 
now  guarantees  24-hour  delivery  on  emergency 
parts.  For  more  information  on  mese  and  other 

programs,  call  1-800-FORD 
iSr  (367-3178)  for  the  location 
of  the  Ford  Heavy  Tiuck  dealer 
nearest  you. 


TRUCKS 


Not  just  a  new  Ford... 
a  new  Ford  attitude. 


■i]:iiiiiiiiih:<< 


Courts  aren't  supposed  to  hear  old  claims, 

but  a  recent  decision  suggests  that  they  may  if  they  wish. 

What  statute  of  Uinitatioiis^ 


By  James  Lyons 

Time  limits  on  filing  suit  are  a  com-  Seven  years  passed.  In  1987  Eche- 

mon  feature  of  the  law.  They  are  varria  was  suing  a  competitor  for  pat- 
known  as  statutes  of  limitations,  and  ent  inftingement  on  the  tubular  wa- 
their  purpose  is  to  keep  courts  fi^om  terbed  concept.  Part  of  the  competi- 
hearing  stale  cases.  tor's  defense:  Echevarria's  patent  was 

Common  sense  on  its  face,  but     invalid  because  he  had  failed  to  list 
what  happens  when  a  legitimate  claim      Brandau  as  a  co-inventor, 
arises  after  the  time  limit  has  expired.^  When    the    competitor's    lawyers 

If  a  recent  ruling  by  the  U.S.  Court  of     contacted  a  General  Bedding  officer 
Appeals  for  the  Ninth  Circuit  is  any     to  ask  about  Brandau,  General  Bed- 
guide,  the  clock  can  tick  far  beyond 
the  statu ton,^  period. 

The  case  involves  General  Bedding 
Corp.,  a  Kansas  Cit\',  Mo.  firm  that 
used  to  sell  air  mattresses.  Back  in 
Januar)'  1978  Frederick  Brandau, 
then  a  General  Bedding  director  and 
vice  president  for  marketing,  got  per- 
mission fi-om  his  bosses  to  investigate 
the  uses  of  poh^inyl  tubes  in  the 
construction  of  waterbeds.  The  tubu- 
lar design  made  sense.  Instead  of  a 
single  bladder  filled  with  water,  a 
waterbed  would  consist  of  several  in- 
dependent water- filled  tubes.  That 
way,  if  a  waterbed  sprang  a  leak,  the 
leakage  could  be  contained  and  only 
one  part  of  the  mattress 
would  be  damaged. 

Brandau  worked  on  the 
idea  with  Angel  Echevar- 
ria,  whose  company  was  a 
General  Bedding  supplier. 
But  eventually,  says  Gen- 
eral Bedding,  Brandau  reported  that  ding  says  it  learned  for  the  first  time 
using  tubes  was  not  commercially  that  Echevarria  had  patented  the  tu- 
feasible.  bular  design — and  that  Brandau  and 

General  Bedding  now  contends  Echevarria  had  secredy  agreed  to 
that  Brandau's  discouragement  was  share  the  profits, 
actually  a  ruse.  In  fact,  the  company  So  General  Bedding  sued  Brandau 
argues,  Brandau  struck  a  secret  deal  and  Echevarria  in  1988,  alleging  mis- 
with  Echevarria  in  which  Echevarria  appropriation  of  the  design;  ft-aud; 
would  patent  the  design  and  the  two  unfair  competition;  and  conspiracy  to 
would  split  the  profits.  General  Bed-  breach  fiduciary^  obligations, 
ding  ceased  operating  in  mid- 1978;  There  was  one  apparent  hitch.  Un- 
Echevarria  received  a  patent  on  the  der  the  laws  of  California,  where  the 
design  in  1980,  and  started  selling  case  was  heard,  there's  a  three-year 
waterbeds  with  tubes.  Brandau's  time  limit  on  the  violations  alleged  by 
name  didn't  appear  on  the  patent     General  Bedding  against  Brandau  and 

Echevarria.  The  defendants  therefore 


documents. 


argued  that  General  Bedding's  suit 
was  time -barred. 

U.S.  District  Judge  Alicemarie 
Stoder  agreed  with  the  defendants.  In 
granting  a  motion  for  summary  judg- 
ment by  Echevarria  and  Brandau,  she 
found  that  the  three-year  clock  began 
running  when  Echevarria  got  his  pat- 
ent in  1980.  Citing  a  1940  U.S.  Su- 
preme Court  ruling,  Stoder  noted 
that  issuance  of  a  patent  "constitutes 
notice  to  the  world  of  its  existence." 

General  Bedding  appealed  the  de- 
cision and  the  Ninth  Circuit  reversed 
Judge  Stotier,  reinstating  the  suit. 
Since  the  district  court  had  dismissed 
the  case,  all  the  Ninth  Circuit  had  to 
do  to  revive  it  was  find  a  "genuine 
issue  of  material  fact"  on  the  statute 
of  limitations  question. 

In  their  briefs  before  the  appellate 
court.  General  Bedding's  lawyers  em- 
phasized that  Brandau's  name  was  left 
off  the  patent.  To  General  Bedding, 
this  "fraudulent  concealment"  pre- 
vented them  from  learning  until  1987 
that  Echevarria  had  misappropriated  a 
design  that  was  theirs. 

Lawyers  for  Echevarria 
countered  that  when  Gen- 
eral Bedding  authorized 
Brandau  to  work  with 
Echevarria,  that  was  suffi- 
cient for  the  company  to 
suspect  Brandau's  involvement  w  hen 
Echevarria  got  his  1980  patent. 

But  the  Ninth  Circuit  didn't  buy 
that  logic.  "It  is  not  clear  that  a 
reasonable  person  would  investigate 
merely  because  this  patent  was  is- 
sued," the  judges  wrote. 

Having  escaped  the  ticking  clock. 
General  Bedding  will  now  have  a 
chance  to  explain  to  a  jurv'  why  it 
didn't  sue  earlier. 

General  Bedding  could,  of  course, 
still  lose.  But  the  broader  lesson  here 
is  that  legal  deadlines  aren't  necessar- 
ily a  simple  matter  of  looking  at  the 
calendar.  ■! 
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You  INVESTED  MILLIONS 

in  your  COMPUTERS. 

This  FREE  BOOK  will  help 

you  SAVE  it. 


I.S.  planning?  We  wouldn't  be 
jl  surprised  if  this  is  one  book  you 
won't  be  able  to  put  down. 

Because  it  not  only  shows  you 
how  to  protect  your  past  invest- 
ments in  Bull,  IBM:  dec*  and 
other  vendor  systems. 

It  gives  you  a  comprehensive 
inside  look  on  how  to  enhance  them. 

Introducing  the 
Distributed  Computing 

Model. 

■  •  •  •  — ^^^^^  ^^^  ^^^M-^  •  •  •  • 

The  Distributed  Computing 
Model  is  our  blueprint  for  systems 
integration. 

Using  this  architecture,  we  can 
connect  your  different  networks. 

And  get  applications  based  on 
one  standard  to  run  with  applica- 
tions based  on  another. 

So  instead  of  being  hamstrung 
by  one  technology,  you  can  take 
advantage  of  many. 

Buying  and  using  the  best  solu- 
tion no  matter  who  it  comes  from. 

What  you  buy  and  plan  for  will 
work  both  todav  and  tomorrow. 


O'^'rybufecco^, 


''"WngMo^^, 


Since  Bull  is  a 

founding  member  of  OSF,  the  Model 

is  totally  compliant  with  OSF's 

Distributed  Computing  Environment. 

••••       ^<^^       •••• 

Leap  into  the  future. 

Or  tiptoe. 

•  •  •  •  — ^^^^fr  ^^^  4^^^^^  *  *  *  * 

"Where  do  I  start.?  What  products 
do  I  use.?  How  fast  should  I  go.?" 

Because  the  Model  is  so  flexible 
you  can  enhance  your  system  with 
open  systems  technology  at  what- 
ever pace  is  right  for  you. 

And  our  consulting  services  can 
help.  Recommending  ways  your 


r 


current  systems  can  work  better, 
regardless  of  vendor. 

CaU  1-800-233-BULL. 

Of  course,  we're  not  claiming  this 
is  easy.  If  it  were,  anyone  could  do  it. 

The  difference  is,  we  already  have. 
Configuring,  implementing  and 
supporting  multi-vendor  systems 
for  private  industry  and  governments 
around  the  world. 

Helping  people  respond  faster,  work 
smarter  and  be  more  competitive. 

So,  before  you  develop  your  I.S. 
plan  send  in  the  coupon  or  call 
1-800-233-BULL,  ext.  2220.  And 

we'll  rush  you  our  free  book. 

1 

Bull,  P.O.  Box  1000,  Plymouth,  MI  48170-9989 

Name 

Company 


Address 


Worldwide 
Information 


Systems 


City 


Bull     A 


State 


Zip 
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STRATEGIES 


UP  &  COMERS 


Gordon  Segal  was  helping  his  wife  wash  the  dishes  when  he  got  an  idea 
for  a  retailing  concept  that  has  grown  into  the  Crate  &  Barrel  chain. 

'^Stanley,  this  is  what 
I  want  to  do" 


By  Christopher  Pahneri 

While  most  retailers  would  just  as 
soon  forget  the  recently  completed 
Christmas  season,  Gordon  Segal  is 
closing  the  books  on  another  good 
year.  Segal's  privately  held  Crate  & 
Barrel  Inc.,  the  Northbrook,  111.- 
based  home  furnishings  chain  (ex- 
pected 1991  revenues,  $170  million, 
from  36  outlets  and  a  catalog  opera- 
tion) should  show  an  8%  gain  on 
same-store  sales  for  the  year.  Profits 
will  be  up  even  more. 

Segal,  53,  is  a  retailer  who  has  a 
clear  vision  of  who  his  customers 
are — women  in  their  30s  and  newly- 
weds,  as  well  as  older  couples  furnish- 
ing a  second  home.  To  these  upward- 
ly mobile  customers.  Crate  &  Barrel 
markets  a  careflilly  selected,  modestly 
priced  and  brilliandy  displayed  assort- 
ment of  home  furnishings.  Punch 
bowls,  for  example.  Crate  stocks  one 
punch  bowl  style,  prices  it  at  $53.95 
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and  displays  it  by  the  dozen,  with 
fancy  lighting.  "We  call  it  the  super- 
market technique,"  says  Segal,  point- 
ing to  stacks  of  gold-trimmed  goblets 
at  $8.95.  'You  want  to  pick  them  up 
and  say.  Til  take  four.'  " 

The  clincher  is  price.  A  tastefiil  five- 
piece  tableware  setting  at  Crate  & 
Barrel  costs  anywhere  from  $8.95  to 
$49.95,  easily  half  of  what  depart- 
ment stores  will  charge.  Stemware  is 
priced  from  $2.95  to  $7.95. 

The  son  of  a  family- restaurant  own- 
er, Segal  got  the  idea  for  what  became 
the  Crate  &  Barrel  chain  in  1962, 
when  he  himself  was  a  newlwed. 
Fresh  out  of  Northwestern  University' 
and  working  as  a  real  estate  agent,  he 
was  helping  his  wife,  Carole,  with  the 
dishes  one  night  when  he  began  con- 
templating one  of  their  plates.  It  was  a 
German  import,  purchased  on  a  trip 
to  New  York  Citv.  "I  said  to  mvself. 


LEFT: 

Crate  &  Barrel 
Chairman 
Gordon  Segal 
"I  said  to  myself, 
'There  must  be 
other  people  in 
Chicago  with 
good  taste  and 
no  money.' " 


RIGHT: 

Flagship  store 
on  Chicago's 
Michigan  Avenue 
A  week  before 
Christmas, 
customers  were 
lined  up  to  get  in. 


'There  must  be  other  people  in  Chica- 
go with  good  taste  and  no  money,'  " 
Segal  remembers. 

Segal  began  writing  to  European 
housewares  manufacturers,  negotiat- 
ing shipments  directiy  to  Chicago  to 
avoid  markups  by  importers/whole- 
salers.  With  $12,000  in  savings  and  a 
$5,000  loan  from  his  father,  Segal  and 
his  wife  opened  their  first  1,600- 
square-foot  store  in  a  former  elevator 
factor)'  in  a  gentrifying  Chicago 
neighborhood  called  Old  Town. 
With  no  money  to  buy  fixtures,  Segal 
displayed  his  merchandise — plates, 
cookware  and  glassware — on  turned- 
over  packing  crates  and  barrels:  hence 
the  company's  name.  "We  even  for- 
got to  buy  a  cash  register,"  Segal 
recalls. 

Segal  used  his  cash  flow  to  boot- 
strap a  second  store,  then  a  third,  then 
a  fourth.  He  situated  his  stores  mostiv 
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The  good  news  is  that  the  use  of  chlo- 
rofluorocarbons  (CFCs)— the  refriger- 
ants that  have  been  affecting  our 
ozone  layer— has  been  banned.  The 
not-so-good  news  is  that  we  have  to 
wait  for  the  year  2000  for  the  ban  to 
take  effect.  Fortunately  a  lot  of  people 
aren't  waiting.  They  realize  the  dam- 
age that's  already  been 
done.  They  realize  that 
the  ozone  layer  in  our 
upper  atmosphere  that 
protects  us  from  ultraviolet  radiation 
is  increasingly  being  damaged  by 
CFCs.  And  they  realize  that  it's  got  to 
stop... now!  So  more  and  more  peo- 
ple with  air  conditioned  offices, 
hotels,  hospitals,  supermarkets  and 
other  commercial  buildings  are 
switching  from  electrical  cooling  sys- 
tems to  new  natural  gas  absorption 
cooling  systems  that  use  salt  and 
water  instead  of  polluting  CFCs. 
They're  benefiting  from  reduced  air 
conditioning  costs,  and  we're  all 
benefiting  from  a  safer  environment. 


ON  THE  MARGIN 


UP  &  COMERS 


in  upmarket  malls  in  cities  like  Bos- 
ton, San  Francisco,  Dallas  and  Wash- 
ington, D.C. 

In  1981  he  ventured  cautiously 
into  furniture  retailing  when  he  con- 
verted one  of  Crate  &  Barrel's  smaller 
Boston  locations  into  a  furniture 
store.  Rather  than  push  hard  into  a 
business  he  didn't  know  much  about, 
Segal  used  that  store  to  experiment 
with  different  st)des  of  furniture  and 
to  build  relationships  uith  suppliers. 
It  wasn't  until  1989  that  he  opened  a 
second  furniture  store,  an  expansion 
of  an  existing  Crate  &  Barrel.  Today 
he  has  five  furniture  locations  and  has 
become  something  of  a  trendsetter. 

When  the  furniture  industr}^  gath- 
ered in  High  Point,  N.C.  this  summer 
for  its  annual  show,  people  spoke  of 
"the  Crate  look."  That  means  noth- 
ing too  contemporary  or  too  colonial. 
A  littie  Shaker  influence  in  the  kitch- 
en, perhaps,  and  a  bit  of  a  country 
look  in  sofas,  tables  and  armchairs  for 
the  living  room. 

Furniture  now  accounts  for  20%  of 
Crate  &  Barrel's  revenues  and  is  solid- 
ly profitable,  says  Segal.  Still,  taking 
his  time,  Segal  says  he  doesn't  plan  to 
expand  his  furniture  oudets  in  1992. 
"We  can  wait  a  year  and  see  what 
happens,"  he  says.  He  does,  however, 
plan  to  add  six  more  Crate  &  Barrel 
stores  this  year — after  opening  four 
new  stores  in  1991 — including  one 
each  in  Palm  Beach  Gardens  and  Boca 
Raton,  the  company's  first  entry  into 
the  Florida  market. 

Segal  and  a  few  senior  executives 
own  all  of  the  company's  stock.  In- 
dustry experts  estimate  the  company's 
pretax  profits  run  about  6%  of  sales, 
on  the  low  side  for  a  specialty  retailer 
because  Segal  works  on  slim  markups. 
Still,  were  he  to  sell  the  company, 
Segal  could  probably  get  around 
$100  million  for  it.  But  despite  the 
constant  wooing  from  investment 
bankers,  Segal  says  he  has  no  plans  to 
sell  out  or  go  public. 

Stanley  Marcus,  former  chairman 
of  Neiman  Marcus  Group,  says  he 
offered  to  buy  Segal  out  for  a  hand- 
some sum  ten  years  ago.  "I  told  him 
this  would  be  his  chance  to  do  any- 
thing he  wanted  to  do — teach  busi- 
ness, sail  around  the  world,  whatev- 
er," recalls  Marcus.  "But  he  said, 
'Stanley,  this  is  what  I  want  to  do.'  " 
And  the  business  shows  it.  ^ 


Not  long  ago  it  looked  as  if  Kirschner  Medical  Corp.  wasj 
headed  for  the  grave,  but  a  businessman/physician  is 
now  steering  it  toward  the  recovery  room. 

The  bone 
doctor's  plan 


By  Jason  Zweig 

Last  April  I  fell  off  a  ladder  and  badly 
shattered  my  left  wrist.  Rebuilding 
my  wrist  during  a  one -hour  opera- 
tion, surgeon  Keith  Raskin  reattached 
parts  of  a  bone  in  my  forearm  with 
something  called  a  Kirschner  wire — 
an  ultrathin,  stainless  steel  shaft  that 
has  been  around  for  more  than  50 
years,  costs  around  $25  and  is  "the 
gold  standard  of  treatment  in  hand 
surger}^"  says  Raskin. 

Pleased  with  the  medical  results,  I 
decided  to  look  into  the  company 
behind  the  Kirschner  wire.  Sad  to 
report,  the  company,  Kirschner  Med- 
ical Corp.,  nearly  expired  in  1990.  On 
a  happier  note,  new  management  has 
made  great  strides  in  turning  Kirsch- 
ner's  fortunes  around. 

Founded  in  1935  and  based  in  the 
Baltimore  suburb  of  Timonium, 
Md.,   $69   million   (expected    1991 


sales)  Kirschner  was  for  many  years  a 
staid  littie  company  that  specialized  in 
making  orthopedic  devices.  It  was 
acquired  by  Hazleton  Laboratories  in  [ 
1970  and  spun  off  to  Hazleton  share 
holders  in  1986.  Bruce  Hegstad,  a 
vice  president  of  Hazleton,  took  over 
as  Kirschner's  chief  executive. 

In  his  zeal  to  boost  revenues  from 
$6  million  to  $100  million  by  1991, 
Hegstad  took  on  about  S50  million  in 
debt  to  buy  up  five  companies  in  the 
medical  equipment  field,  including 
Minnesota  Mining  &  Manufactur- 
ing's U.S.  orthopedic  division  and  a 
manufacturer  of  surgical  lighting. 

Hegstad  overreached.  Two  years 
ago  Forbes  asked  whether  Kirschner 
was  using  questionable  accounting 
techniques  to  mask  surplus  inventor*' 
and  fudge  sales  records  (Forbes,  Nov. 
13,  1989).  Its  books  for  1989  report- 


A  Kirschner  wire 
(center)  holds 
together 
the  author's 
shattered  wrist 
Shattered 
companies,  like 
shattered  bones, 
can  be  repaired. 
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Kirschner  Chief  Executive  C.  Scott  Harrison 

Can  he  cure  the  ailments  inflicted  on  Kirschner 

I 

by  its  past  management? 


ed  nearly  $14  million  in  losses  and 
charges  against  earnings.  The  compa- 
ny denies  there  was  any  accounting 
impropriety. 

In  1990  Kirschner  lost  another  $6 
million,  on  revenues  of  $63  million,  as 
Hegstad  tried  to  unload  Kirschner's 
inventor)'  of  obsolete  artificial  hips  in 
the  Soviet  Union  and  Eastern  Eu- 
rope. Kirschner's  treacherous  balance 
sheet  caused  auditors  to  warn  in  its 
1990  annual  report  that  the  firm 
might  not  survive  as  a  going  concern 
without  additional  cash. 

Then,  another  blow:  Last  Novem- 
ber losses  caused  primarily  by  weak 
sales  from  Kirschner's  Spanish  subsid- 
iary virtually  wiped  out  the  company's 
third-quarter  profits.  Kirschner's  o-t-c- 
traded  shares  crumpled  27% — to 
13% — on  the  news.  At  its  peak  in 
1988  the  stock  traded  at  28%.  Two 
class-action  suits  and  one  suit  alleging 


securities  fraud  are  pending  against 
Kirschner,  and  over  10%  of  the  com- 
pany's 2.5  million  shares  have  been 
sold  short. 

It's  enough  to  make  my  wrist  start 
aching  again. 

But  shattered  companies,  like  shat- 
tered bones,  can  be  repaired.  A  year 
ago  C.  Scott  Harrison,  a  member  of 
Kirschner's  board  and  a  practicing 
orthopedist  since  graduating  from  the 
University  of  Pittsburgh  Medical 
School  in  1963,  reluctandy  gave  up 
his  practice  and  replaced  Hegstad  as 
Kirschner's  chief  executive.  Harrison, 
54,  is  no  stranger  to  business.  He 
earned  some  $10  million  from  a  small 
investment,  in  the  late  Seventies,  in  a 
hospital  management  startup  known 
as  Rehab  Hospital  Services  Corp.  Re- 
hab was  sold  to  National  Medical 
Enterprises  for  $120  million  in  1985. 

Last  October  Harrison  managed  to 


refinance  Kirschner's  bank  debt, 
keeping  the  company  out  of  receiver- 
ship, though  the  draconian  terms  of 
the  loan  still  allow  litde  margin  for 
error.  He  also  recendy  sold  Kirsch- 
ner's veterinar}'  products  division  for 
about  $4  million.  His  overall  mission: 
to  reshape  Kirschner  into  a  purely 
orthopedic,  high -technology'  medical 
company. 

"We  really  are  an  orthopedists'  or- 
thopedic company,"  argues  Harri- 
son, whose  office  is  strewn  with  copies 
of  The  Journal  of  Bone  and  Joint 
Surgery.  He  owns  just  under  5%  of 
Kirschner's  stock. 

Harrison's  strategy  for  survival 
against  larger  competitors  like  Bio- 
met,  Inc.,  Stryker  Corp.,  Bristol-My- 
ers Squibb  Co.  and  Pfizer  Inc.  is  to 
turn  Kirschner's  small  size  and  agility 
into  an  advantage.  "What  I  bring  to 
this  company,"  he  says,  "is  the  per- 
spective of  someone  who  uses  the 
products  and  keeps  asking,  'Why 
don't  they  try  this  instead?'  "  Each 
week,  Harrison  says,  he  fields  several 
telephone  calls  from  orthopedic  sur- 
geons who  tell  him,  doctor- to- doc- 
tor, exacdy  what  they  need  in  a  new 
product  or  which  changes  they  would 
like  to  see  in  existing  ones. 

Harrison's  direct  pipeline  to  the 
orthopedic  devices  market  has  already 
begun  to  pay  off.  Revenues  for  the 
first  nine  months  of  1991  climbed 
10%,  while  operating  earnings  (before 
the  third-quarter  loss  at  the  Spanish 
subsidiary)  jumped  40%,  to  $7.2  mil- 
lion, over  the  same  period  in  1990. 
Lawrence  Marsh,  a  Wheat  First  Secu- 
rities analyst  who  knows  Kirschner 
well,  thinks  the  company  could  earn 
$1.20  a  share  in  1992. 

Kirschner  still  labors  under  $47 
million  in  debt,  balanced  against  just 
$12  million  in  equity.  To  pay  off  some 
of  it,  Harrison  hopes  to  take  advan- 
tage of  the  still  hot  market  for  medical 
stocks  by  raising  $5  million  to  $10 
million  in  a  private  or  secondary  pub- 
lic offering  of  common  stock.  If  he 
can  produce  good  fourth-quarter 
earnings,  he  might  pull  it  off. 

Whether  Harrison  can  cure  the  ail- 
ments inflicted  upon  Kirschner  by  its 
past  management  is  still  an  open  ques- 
tion. But  without  him  the  chances  are 
the  company,  like  the  Kirschner  wire 
the  surgeon  pulled  out  of  my  wrist  last 
May,  would  be  long  gone.  Hi 
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THE  lARUEif  CONTEXT 


The  simplest  way  to  test  the  thesis  that  the 

middle  class  declined  in  the  1980s  is 

to  check  what  happened  to  median  income. 

Middle-class 
"meltdo^im"? 


BY  MICHAEL  NOVAK 


Michael  Novak  holds  the 
George  Fredehck  Jewett  chair  in  religion  and 
public  policy  at  the  Amehcan  Enterphse 
Institute  in  Washington,  D.C.  His  book  The  Spirit 
of  Democratic  Capitalism  has  been  widely 
translated  around  the  world. 


Liberal  movie  producer  Oliver 
Stone  has  played  loose  with  truth  in 
his  new  movie  JFK,  and  that  has  many 
other  liberals  hopping  mad.  It  is  good 
to  see  honest  liberals  weeding  out 
dishonesty.  The  bad  news  is  that  peo- 
ple like  Stone  have  been  bending  the 
truth  for  partisan  purposes  for  years; 
telling  us,  e.g.,  that  Chinese  peasants 
were  happy,  that  the  Soviet  economy 
was  "the  future  that  worked,"  and 
that  Love  Canal  and  Times  Beach, 
Mo.  were  irredeemably  toxic.  All 
these  turned  out  to  be  lies. 

So  what  is  today's  most  persistent 
bending  of  the  truth  for  partisan  pur- 
poses.^ Consider  the  headline  that  ap- 


peared prominently  in  the  nation's, 
capital  last  month:  "America's  Mid-i 
die -Class    Meltdown."    The    stor\''s.l| 
lead  was  a  perfect  example  of  reality- 
bending:    "America's    vast    middle 
class,  the  underxalued  force  that  has 
stabilized  and  moderated  American 
societ)'  and  politics,  is  shrinking  right 
before  the  eyes  of  economists." 

This  assertion  is  absurd  on  its  face. 
It  is  doubly  absurd  because,  accord- 
ing to  the  Census  Bureau,  real  in- 
comes of  ever\'  class  of  Americans 
went  up  during  the  1980s — despite 
the  devastation  all  classes  suffered  un- 
der Carter  from  the  inflation  that 
flamed  up  like  burning  gas  wells  and 
took  from  1979  to  1982  to  quench. 

To  test  the  thesis  that  the  middle 
class  is  declining,  check  what  hap- 
pened to  median  income  in  the 
1980s.  Recall  your  statistics:  Half  of 
all  households  receive  more  than  the 
median  income,  half  receive  less.  If 
the  income  of  a  majorit\'  falls,  the 
median  income  will  fall.  If  more  peo- 
ple are  moving  up  than  down,  the 
median  will  rise. 

What  happened  to  median  income 
in  the  1980s?  As  Reagan  took  over  in 
1981,  the  median  income  for  Ameri- 
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can  households  was  $26,251 ,  as  mea- 
sured by  the  Census  Bureau  in  1989 
inflation -adjusted  dollars.  By  the 
same  measure,  the  median  income  in 
1989  was  $2,655  higher,  or  $28,906. 
This  is  unequivocal  evidence  that  a 
strong  upward  wind  was  blowing  all 
American  households  into  higher  in- 
come territory  during  1981-89.  Just 
how  strong  that  wind  was  can  be 
glimpsed  by  comparing  it  with  the 
gain  in  median  income  during  1971- 
79:  a  much  weaker  gain  of  $1,609. 

Fabian  Linden  of  the  Conference 
Board,  who  tracks  the  fate  of  the 
middle  class  closely,  points  out  that 
today's  journalists  have  learned  one 
great  lesson:  Reporting  bad  news  (es- 
pecially about  Reagan)  gets  attention. 
Tell  the  good  news  about  the  1980s, 
liberal  elites  don't  listen.  Tell  the  bad 
news,  you  get  headlines,  TV  raves,  op 
ed  commentary  and  political  speeches 
by  the  opposition. 

Richard  Morin  of  the  Washin^iton 
Post,  for  example,  got  past  his  editors 
with  the  report  mentioned  above, 
including  this  gem  from  Professor 
Timothy  Smeeding  of  Syracuse  Uni- 
versity: "For  those  in  the  bottom  half 
of  the  income  distribution,  the  1980s 


were  one  long  recession."  Whence 
came,  then,  the  massive  majorities  of 
Reagan  and  Bush,  including  lower- 
income  working  families? 

Professor  Smeeding's  study,  which 
occasioned  the  Morin  story,  gives  evi- 
dence quite  contrary  to  the  hysterical 
headlines  it  provoked.  Both  the  num- 
bers given  and  the  charts  presented  in 
the  Smeeding  paper  show  that  most 
of  the  families  within  his  artificially 
conceived  definition  of  "middle 
class"  moved  upward  in  the  income 
distribution,  not  down. 

Smeeding  arbitrarily  limits  the  mid- 
dle class  to  households  with  annual 
income  between  $18,000  and 
$55,000  (in  1987  dollars).  But  even 
households  earning  $80,000  these 
days  feel  middle  class.  Many  universi- 
ty professors  like  Smeeding  and  jour- 
nalists like  Morin,  if  their  wives  work, 
earn  more  than  $80,000  annually  but 
do  not  call  themselves  "rich." 

Since  1970  the  middle  class  has 
expanded  upward  in  a  very  rapid  fash- 
ion. Can  you  remember  when,  in 
1970,  only  20%  of  households  had 
an  annual  income  above  $14,688 
($46,484  in  1990  dollars).>  Or  1980, 
when  the  top  20%  began  at  $31,480 


($49,990  in  1990  dollars).?  By  1989 
this  figure  had  reached  $56,610 
( 1990  dollars).  This  indicates  a  signif- 
icant upward  push  by  the  middle  class. 
In  fact,  by  1989  only  5%  of  American 
households  had  an  income  above 
$91,750.  Below  that  is  a  very  large 
middle  class,  indeed. 

Moreover,  families  did  better  than 
households.  Each  of  the. four  lower 
fifi±is  showed  higher  income  in  1988 
than  in  1980.  The  top  limit  of  the 
lowest  fifth  jumped  (in  constant  1988 
dollars)  from  $14,767  to  $15,102;  of 
the  second-lowest,  from  $24,966  to 
$26,182;  of  die  diird,  from  $35,361 
to  $38,500;  and  of  the  fourth,  from 
$49,580  to  $55,906.  These  pocket- 
book  gains  help  to  explain  the  Reagan 
and  Bush  election  landslides. 

But  that  was  then  and  this  is  now. 
The  Bush  team  has  abandoned  the 
good  lessons  of  the  1980s  and  resur- 
rected old-line  GOP  economics:  make- 
it-hurt  budget  mania,  higher  taxes, 
more  regulation.  They  stopped  eco- 
nomic growth  and  produced  a  trage- 
dy that  didn't  have  to  happen,  and  the 
middle  class  is  now  hurting.  Bush 
should  get  another  team.  The  middle 
class  will  insist  on  it.  ^M 


From  day  one,  the  key  to  the 
enviable  success  of  Donaldson,  Lufkin  & 
Jenrette,  The  Equitable's  investment  banking  arm,  has  been 
the  superior  quality  of  its  research.  In  fact,  it's  known 
throughout  the  industry  as  the  "house  that  research  built!' 

DLJ  has  made  the  top  10  for  excellence  in  research  in 
Institutional  Investor's  annual  survey  every  single  year 
for  the  past  two  decades.  A  record  no  other  name  in  the 
securities  business  can  match. 

This  year,  DLJ  had  the  highest  percentage  of  analysts 
named  to  the  magazine's  prestigious  1991  "All- America 
Research  Team"  and  the  most  "First  Team"  selections— 
recognition  no  one  on  Wall  Street  can  match. 

THE 


More  important,  the  strength  of 
DLJ's  equity  and  credit  research  has  helped 
make  the  firm  consistently  and  strongly  profitable  despite  the 
turbulence  in  recent  years  in  the  securities  industry.  In  fact, 
DLJ  has  grown  to  become  a  major  force  in  both  investment 
and  merchant  banking  and  in  fixed-income  markets. 

No  wonder,  then,  that  1991  is  turning  out  to  be  its 
best  year  ever. 

To  learn  more  about  the  strength  in  our  numbers, 
please  write  to  Richard  H.  Jenrette,  Chairman  and 
CEO,  or  Joseph  J.  Melone,  President  and  COO,  at  The 
Equitable,  787  Seventh  Avenue,  Dept.  A,  New  'ferk, 
NY  10019. 


EQUITABLE 

STRENGTH  IN  NUMBERS 

1991  The  Equitable  Life  Assurance  Society  of  the  United  States,  NY,  NY  10019. 


ifees  areni  the  only  plants  that 
are  good  for  the  atmosphere. 


Because  nuclear  plants  don't  bum 
anything  to  make  electricity,  nuclear 
plants  don't  pollute  the  air. 

In  fact,  America's  111  operating 
nuclear  electric  plants  displace  other 
power  sources  and  so  reduce  certain 


airborne  pollutants  in  the  U.S.  by 
more  than  19,000  tons  every  day. 
Just  as  important,  nuclear  plants 
produce  no  greenhouse  gases. 

But  more  plants  are  needed— to 
help  satisfy  the  nation's  growing 


need  for  electricity  without  sacrific- 
ing the  quality  of  our  environment. 
For  a  fi'ee  booklet  on  nuclear  energ); 
write  to  the  U.S.  Council  for  Energ\' 
Awareness,  P.O.  Box  66080,  Dept. 
HP09.  Washington,  D.C.  20035. 


Nuclear  energy  means  cleaner  air. 
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Infrastructure 


Entrepreneurs 


Governments  around 
the  world  arc  turn- 
ing to  the  private 
sector  for  help  in 
developing  critical  infrastruc- 
ture assets  to  support  eco- 
nomic growth. 

Throughout  Kurope.  Asia, 
the  Par  Kast,  South  America 
and  in  growth-oriented  re- 
gions of  the  U.S.,  public  offi- 
cials are  trying  to  foster  new 
private  investment  opportuni- 
ties for  energy  and  power  pro- 
jects, roads,  mass  transit, 
ports,  airports,  railroads, 
water  supply  and  environmen- 
tal facilities. 

Industrial  and  commercial 
privatization  of  government 
monopolies  in  Liatin  America 
has  contributed  to  strong 
growth  in  those  countries' 
economies.  Kconomic  devel- 
opment experts  around  the 
world  now  are  drawing  on  pri- 
vate  investment  capital  for 
ambitious  new  infrastructure 
projects,  aiming  to  produce 
the  same  efficiency  gains  in 
public  services. 

The  most  successful  U.S. 
government 
program  in 
this  area  is 
the  indepen- 
dent power 
business.  Pri- 
vate invest- 
ment incen- 
ti\es  enacted 


By  William  G.  Reinhardt 


Project  Finance 

Experts  See  a 

Bright  Future  in 

Public  Works 


by  Congress  in  1978  have 
produced  thousands  of  small 
and  medium-si/cd  cogenera- 
tion.  hydroelectric  and  waste- 
to-energ>  projects,  all  produc- 
ing electricit\  for  sale  by 
entrepreneurial  de\elopers  to 
utilities,  lianking  sources  esti- 
mate that  as  much  as  $6  bil- 
lion of  power  and  energs  pro- 
jects were  lined  up  for  financ- 
ing in  the  I  .S.  at  the  end  of 
1991. 


Most  of  the  project  fi- 
nance opportunities  in  the 
other  potentially  huge  market 
-  transportation  -  have  been 
in  the  Far 
East,  Australia 
and  Europe. 
Now  the  Bush 
Administration 
is  moving  ag- 
gressively to 
attract  private 
investment  in 


U.S.  transportation.  The  sur- 
face transportation  act  signed 
by  the  president  in  late  1991 
provides  many  of  the  same 
incentives  that  fostered  the 
phenomenal  growth  of  the  pri- 
vate power  industry  during 
the  past  10  years. 

Key  Industry  Players 

Among  the  players  in  the  in- 
frastructure project  finance 
market  are  some  of  the  top 


firms  in  their  fields:  insur- 
ance and  surety  companies 
such  as  Willis  Corroon  Con- 
struction Industries  Division 
in  Nashville  and  CIGNA  Bond 
Services  of  Philadelphia: 
project  investors  GE  Capital 
Corp.  of  Stamford,  Conn.: 
and  Peterson  Consulting 
Limited  Partnership,  interna- 
tional project  economics/ 
construction  claims  experts 
with  offices  in 
London,  New  York 
and  19  other  U.S. 
cities. 

All  have  had  a 
role  in  the  in- 
dependent power 
industry's  growth. 
Now  they  are  seek- 
ing to  translate 
that  experience 
into  foreign  mar- 
kets and  new  types 
of  facilities. 


The  public  policy  goal  in 
all  cases  is  to  centralize  the 
management  and  control  of 
complex  infrastructure  pro- 
jects in  the  hands  of  private 
sector  experts  who  are  direct- 
ly at  risk  for  the  quality  and 
timely  delivery  of  the  design, 
construction  and  profitable 
operation  of  their  products. 

"Entrepreneurs  have  ar- 
rived on  the  scene,  replacing 
their  public  predecessors, 
with  the  freedom,  and  indeed 
a  mandate,  not  only  to  deter- 
mine how  costs  will  be  fi- 
nanced and  ultimately  recov- 
ered, but  also  to  make  sure 
projects  are  feasible,  built  on 
schedule  and  within  budget, ' 
says  David  Yurkerwich,  exec- 
utive vice  president  of  Peter- 
son Consulting. 

Peterson  Consulting, 
formed  in  1980,  helps  owners 
and  contractors  assess  and 
monitor  project  feasibility  as 
well  as  negotiate  changes  and 
claims.  Lessons  learned  in 
dealing  with  disputes  have 
prepared  the  firm's  profes- 
sional staff  of  450  construc- 
tion, engineering,  accounting, 
auditing  and  financial  experts 
to  help  clients  avoid  cost 
overruns  and  achieve  their 
economic  objectives. 

Its  clients  have  included 
financial  institutions  such  as 
Fuji  Bank,  utilities,  contrac- 


David  )urkcn\ich  with  clients  Michael 
Lorusso  and  Shuichiro  ^em()t(). 
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Willis  Corroon. 

Because  the  Future 
Belongs  to  the  Strong. 


The  construction  industry  is  increasingly  a 
global  business. 

And  we're  right  in  the  middle  of  construction 
activity,  from  the  Kuwait  oil  field  fires  to  the  massive 
Hong  Kong  airport  project,  including  thousands  of 
construction  projects  in  the  U.S.A. 

Willis  Corroon  is  the  leading  insurance  broker 
in  the  U.S.  construction  industry.  And  we're  the 
number  one  construction  industry  insurance  broker 
overseas. 

With  our  network  of  offices  in  the  U.S.,  and  our 
powerful  base  of  business  overseas,  we  can  deliver 
coordinated  insurance  services  and  expertise  to  you 
wherever  you  do  business  in  the  world. 

The  Construction  Industry  Division  addresses 
every  aspect  of  global  construction  risk  management, 
including  Life  &  Health,  Workers'  Compensation  and 
the  complex  environmental  coverages  required  today. 


Our  expertise  covers  such  difficult  areas  as  political 
and  financial  risks,  acts  of  war.  abandonment  or  expro- 
priation of  property  and  related  business  interruption 
coverages.  Our  global  operations  allow  us  unlimited 
access  to  London  and  the  world's  leading  insurance 
marketplaces. 

We  are  also  leaders  in  manv  other  specialized 
areas  including  Technology.  Aerospace.  Marine  & 
Energy,  Transportation.  Hospitality.  Entertainment, 
Financial  Institutions  and  Environmental  risks,  as  well 
as  international  communications  and  adxunced  risk 
management  skills. 

Willis  Corroon. 

We're  helping  build  a  better  world. 

WILLIS  CORROON^ 


For  more  information,  contact  Dounjudson,  (800)  999-6702 
Willi.s  Corroon  Plaza,  26  Centiirv  Boiilcvanl,  N.ishv  illc.  IN  .^7214 
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tors  and  public  agencies  re- 
sponsible for  building  and  op- 
erating all  types  of  power, 
rail,  highway,  airport,  manu- 
facturing, medical,  education- 
al and  commercial  facilities. 

Long-Term  Profits 

Long-term  investment  oppor- 
tunities in  the  infrastructure 
market  can  be  very  attractive. 
The  first  Bosphorus  Bridge  in 
Turkey  paid  for  itself  in  three 
years.  The  first  crossing  of 
Hong  Kong  Harbor  between 
Victoria  and  Kowloon  has  gen- 
erated a  1 .000%  return  since 
1972.  These  are  typical  of  the 
deals  drawing  interest  from 
international  financial  institu- 
tions, commercial  banks,  in- 
surers and  long-term  in- 
vestors. 

Only  the  strongest  pro- 
ject financings  will  be  put  to- 
gether easily  or  soon  in  the 
current  banking  and  econom- 
ic environment,  however.  Un- 
like oil  field  development  or 
cogeneration  deals,  most  in- 
frastructure project  financ- 
ings involve  local  currency 
transactions,  unpredictable 
commercial  risks,  the  poten- 
tial for  political  interference 
with  cash  flows  as  well  as 
other  uncertainties  that  make 
them  difficult  to  package  suc- 
cessfully. To  reduce  those 
risks,  most  of  the  time  these 
financings  involve  various 
forms  and  degrees  of  govern- 
ment support,  making  the 
projects  subject  to  regulatory 
oversight. 

Thus,  public-private  part- 
nerships. This  term  refers  to  a 
subset  of  privatization  usually 
achieved  through  granting 
long-term  concessions  to  pro- 
ject-specific operating  compa- 
nies that  finance,  build,  oper- 
ate and  sometimes  own  facili- 
ties for  «  number  of  years. 
When  the  debt  service  and 
profit  are  paid,  ownership  of 
the  project  is  transferred  to 
the  host  government. 

CIGWsMew  oiiSiirel> 

One  constraint  in  this  emerg- 
ing market,  says  Brian  K. 


Downey,  vice  president  of 
CIGiNA  Bond  Services,  is  the 
worldwide  shortage  of  rein- 
surance capacity  for  assum- 
ing contractor  completion 
risks  on  large  infrastructure 
projects.  By  necessity,  a  few 
large  turnkey  projects  award- 
ed to  financially  strong  con- 
tractors in  the  U.S.  have  gone 
ahead  without  full  perfor- 
mance bonds. 

One  possible  solution  for 


'  bonds  needed  in  the  U.S.. 
says  Downey,  is  to  expand  the 
available  surety  market  by  in- 
creasing the  number  of  U.S. 
sureties  willing  to  participate 
on  these  large  projects,  par- 
ticularly when  the  contractor 
is  from  overseas.  For  bonds 
needed  abroad,  possible  par- 
ticipation by  both  banks  and 
insurance  companies  may  al- 
leviate much  of  this  capacity 
crunch. 


INSURER  WILLIS  CORROOIV 
ADDS  ITS  RISK  EXPERTISE 


In  interview  with  Leonard  Bullock. 

President  of  Willis  Corroon. 

Construction  Industry  Division,  North  America 

▼▼▼ 

Why  is  an  insurance  and  surety  brokerage  interested 
in  project  finance? 

Project  finance  is  mainly  about  understanding  and  allocat- 
ing risk.  We  deal  with  risk  and  how  it  can  be  avoided  or 
contained  all  the  time.  Our  products  help  the  construction 
and  financial  industries  protect  their  companies  from  cer- 
tain risks  and  catastrophic  losses. 

How  is  Willis  Corroon  involved  in  project  finance? 

We  are  the  largest  construction  broker  in  the  world.  We've 
been  involved  in  all  phases  and  all  types  of  infrastructure 
projects.  We  were  recently  selected  as  the  broker  on  the 
world's  largest  new  infrastructure  project,  Hong  Kong's 
new  airport.  Domestically,  we  are  on  the  board  of  the  Pri- 
vatization Council,  which  is  very  active  in  promoting 
public-private  infrastructure  development. 

What's  your  role? 

We  prefer  to  be  involved  at  the  initial  financial  feasibility 
stage,  when  the  all-important  risk  analysis  work  is  done. 
We  can  provide  advice  on  how  insurance  or  surety  prod- 
ucts can  be  used  to  reduce  or  eliminate  risks.  We  can 
also  advise  on  which  risk  contingencies  can  be  quantified 
and  for  how  much. 

Why  is  Willis  Corroon  so  enthused  about  infrastructure 
project  finance? 

•  It's  cost-effective,  and  it  speeds  the  project  develop- 
ment process. 

•  It  brings  private-sector  financial  expertise  into  the  infras- 
tructure field  and  reduces  reliance  on  government  funding. 

•  It  minimizes  regulatory  interference  and  maximizes  regu- 
latory compliance. 

•  Risk  minimization  and/or  avoidance  are  virtually  the 
same  for  domestic  and  foreign  projects. 


GE  Looks  Abroad 

GK  Capital  Corp..  one  of  the 
country's  most  sophisticated 
long-term  investors,  sees 
tremendous  opportunities  in 
international  power  project 
financing.  That's  where  the 
firm  can  leverage  its  IS.  ex- 
perience most  effectively,  ac- 
cording to  Charles  R.  Frank, 
vice  president.  GF  Capital  set 
a  record  in  1991.  closing  22 
independent  power,  industri- 
al and  natural  gas  transac- 
tions worth  $1.4  billion.  With 
$75  billion  in  assets  and  $1 
billion  in  profits  from  finan- 
cial services  in  1990.  GF 
Capital  is  in  a  strong  position 
to  deploy  its  diverse  financial 
tools  internationally.  These 
include  subordinated  debt, 
preferred  stock,  lease  equity, 
partnership  equity  and  loans. 

Frank  says  GE  Capital  is 
taking  a  more  cautious  ap- 
proach on  other  infrastruc- 
ture investments.  Project  fi- 
nance only  works  well  when 
both  the  economics  and  poli- 
tics of  a  project  make  sense. 
"Contractual  obligations  or 
political  commitments  alone 
cannot  save  an  investment  if 
the  contracting  parties  be- 
come unhappy  because  their 
project  is  fundamentally  un- 
economic."  Frank  says. 

The  World  Bank  and  other 
international  lending  agencies 
are  mobilizing  to  support  a 
few  key  projects  by  providing 
political  risk  insurance  and 
other  sovereign  guarantees. 

Project  finance  works  in 
the  infrastructure  market. 
However,  it  can  be  difficult 
because  it  butts  up  against  a 
brick  wall  of  beliefs  among 
vSome  old-line  government  bu- 
reaucrats about  the  relation- 
ship between  the  public  and 
private  sectors.  Government 
power  comes  through  its  con- 
trol of  public  assets.  Public- 
private  partnerships  require 
both  sides  to  negotiate  new 
ways  to  share  control. 

Critically  needed  infras- 
tructure projects  are  being 
privately  developed  all  over 
the  world.  The  goal  is  to  in- 
ject market  forces  into  the  se- 
lection, delivery,  management 
and  operation  of  infrastruc- 
ture projects.  Ultimately,  that 
will  mean  greater  efficiency 
in  delivering  the  basic  public 
services  that  foster  long-term 
economic  development.^ 


RELIABILITY: 


One  of  the  ways  GE  Capital  brings  good  things  to  life. 


► 


If  you're  seeking  financing 
these  days,  you  want  a 
partner  with  strength  and 
stability  as  well  as  an 
intimate  understanding  of 
your  needs. 

At  GE  Capital,  years  of 
outstanding  performance 
have  built  us  into  a  rock-solid  I 
financial  institution.  We  have 
over  $70  billion  in  assets.  A 
triple-A  credit  rating.  And 
strong  ties  to  GE,  one  of  the 
world's  most  successful 
corporations.  This  strength 
enables  us  to  finance  even 
the  largest  and  most  complex 
transactions. 


Xerox  Corporation  decided  to  sell  off  its 
third-party  financing  and  leasing 
businesses.  One  of  them  was  its  LMV 
fleet  leasing  operation.  Since  Xerox 
itself  was  an  LMV  customer,  it 
wanted  to  insure  that  the  new  owners 
could  provide  top-flight  customer 
service.  Enter  GE  Capital,  with 
$350  million  and  the  most 
experienced  corporate  fleet 
management  team  in 
North  America. 


/ 


Cogen  Technologies 

\  ^  T  '  ^^i^    wanted  to  build  a 

cogeneration  plant 
and  sell  both  its 
electricity  and  its 
steam  byproduct 
To  minimize  the 
hassle  and  expense 
on  this  large  project, 
Cogen  wanted  single- 
source  financing. 
GE  Capital's  cogeneration 
experts  recognized  a  good 
idea,  and  stepped  in  with 
$870  million. 


Our  success  has  also 
helped  us  attract  a  corps  of 
talented  people  with  special- 
ized experience  in  the 
businesses  on  which  we 

focus.  People 

with  the  expertise  to  weigh 
critical  variables  and  custom- 
tailor  a  program  to  your 
needs.  People  with  the 
creativity  and  initiative  to 


solve  even  the  toughest 
problems. 

Reliability.  Experience. 
Creativity.  These  qualities 
and  a  can-do  attitude  have 
helped  GE  Capital  bring 
financial  solutions  to  life  for 
nearly  60  years.  Give  us  a  call 
at  1-800-243-2222  to  find 
out  how  we  can  help  you. 

Macy's,  one  of  the  world's  premier 
department  stores,  wanted  to  sell  its 
private  label  credit  card  operation.  But  it 
wanted  a  buyer  that  would  continue 
Macy's  high  level  of  customer  service. 
Macy's  choice:  sell  its  $1.4  billion 
portfolio  to  Monogram  Bank  U.S.A., 
a  GE  Capital  subsidiary.  GE  Capital 
services  over  65  million  private 
label  credit  card  holders 
worldwide. 


GE  Capital 

We  bring  good  things  to  life.' 


Auio  Fleet  Financing  &  Services  •  Con>n>eicial  Equipment  Finaiu ing  •  ("oinnieivial  Real  F-state  Financinj; 

C^omputer  Leasing  •  Corporate  Finance  Croup  •  Financial  Ciiai.itilx  Insurance  Conipanv  •  (;F('C  Fnuni  lal   Hawaii 

Gelco  Space  •  Censtai  {".ontainei  •  Insurance  Sen  ices  •  Morljjane  ("orpoialion  •  Polaris  Aircraft  Leasing  •  KliUai  S<MMces 

Retailer  Financial  Services  •  TIP  •  Ti-ansportation  ami  liwlusirial  Funding  •  \'endor  Financial  Scimicn 


ince  it  shrank  its  common  capitalization  sliarpiy 
)  fight  a  takeover,  Unocal  seems  to  have  lost 
he  spark  that  once  made  it  one  of  the 
ost  venturesome  companies  in  the  oil  business. 

lading  it  safe 

By  Thomas  Bancroft 


{Following  A  high-profile  predeces- 
sor is  never  easy.  Ask  Richard  J.  Stege- 
[meier,  63,  who  succeeded  feisty  Fred 
Hartley  as  chief  executive  of  Los  An- 
geles-based Unocal  Corp.  in  1988. 
Hartiey  routinely  bashed  sharehold- 
ers (calling  them  "peons")  and 
marched  to  his  own  drummer,  no 
matter  what  the  critics  said.  In  the 
end,  however,  Hardey's  critics  pre- 
vailed. After  Unocal  did  a  financial 
restructuring  to  beat  off  a  takeover 
attempt,  Hartiey  was  forced  into  re- 
tirement at  the  age  of  71 .  He  died 
two  years  later. 

Hartley's  former  right-hand  man, 
Richard  Stegemeier  so  far  has  seemed 
as  mild  as  Hartiey  was  acerbic  and 
considerably  less  an  activist  than 
Hartiey  in  running  the  $10.3  billion 
, (estimated  1991  sales)  oil  and  gas 
giant.  Latest  12 -month  profit  mar- 
gins were  running  at  1 .2%,  less  than 
half  the  industry  median  (Forbes, 
Jan.  d),  and  sales  growth  has  averaged 
only  2.6%  for  the  past  five  years. 

Some  big  shareholders  are  getting 
impatient.  "Stegemeier's  recent 
moves  are  encouraging,  but  change 
has  been  slow,"  says  David  Zimmer- 
man, the  energy  analyst  of  Boston- 
based  Loomis,  Sayles  &  Co. 

Stegemeier  gets  blamed  for  moving 
slowly  in  cutting  the  crushing  $4.4 
billion  debt  load  that  Unocal  incurred 
in  buying  in  a  third  of  the  company's 
common  shares  to  fight  off"  takeover 
artist  Boone  Pickens.  Unocal's  debt  is 
still  a  profit-hobbling  63%  of  capital, 
the  highest  ratio  in  the  industry.  In 
the  first  nine  months  of  last  year 
interest  payments  ate  up  22%  of  cash 
flow,  compared  with  16%  at  rival 
Arco.  During  the  last  four  years  Uno- 
cal's return  on  equity  has  averaged 
11%,  compared  with  an  industry  aver- 
age of  over  13%. 


Unocal's  Richard  Stegemeier 
Is  he  moving  too  slowly? 


Is  Stegemeier  intentionally  keeping 
the  company's  debt  load  high  as  a 
takeover  defense?  He  says  he's  not, 
pointing  out  that  long-term  debt  has 
actually  been  reduced  by  $1.5  biUion 
over  the  last  five  years.  True  enough, 
but  about  $1  billion  of  that  reduction 
came  on  Hartiey's  watch,  between 
1986  and  1988. 

Meanwhile,  Unocal  has  seen  its 
West  Coast  retail  market  share  con- 
tract by  almost  20%  since  1988  as 
consumers  have  opted  for  cheaper  gas 
sold  by  low-cost  producers  Uke  Arco. 
Relying  largely  on  costiy  Alaskan 
crude,  Unocal  caters  to  higher-end 
customers — the  carriage  trade,  as  the 
industry  calls  it — with  fiill-service  sta- 
tions and  higher-priced  gasolines. 

Stegemeier  has  started  to  put  in 
more  self-serve  pumps  and  has  pulled 
out  of  unprofitable  regions  like  the 
Pacific  Northwest.  Last  year  he  spent 
a  reported  $350  million  to  buy  three 
major  facilities  fi^om  Shell  Oil's  Los 
Angeles  refinery  operations.  This  will 


allow  Unocal  to  process  California 
crude  more  efficientiy  and  lessen  de- 
pendence on  Alaskan  oil. 

These  moves  may  yet  pay  oft.  But 
refining  and  marketing  earnings  for 
the  first  nine  months  of  last  year  were 
a  meager  $12  million,  compared  with 
$75  million  a  year  before.  And  Uno- 
cal had  to  take  a  $41  million  aftertax 
writeoff  last  year  for  a  new  hydro- 
treater  it  had  planned  to  build  in  Los 
Angeles.  Why.>  Stegemeier  scrapped 
the  project  when  he  decided  to  buy 
the  Shell  units. 

Another  drain  has  been  Unocal's 
Southeast  marketing  operations, 
which  Stegemeier  finally  put  on  the 
block  in  February.  Two  years  ago 
Stegemeier  suspended  production  at 
Unocal's  aging,  inefficient  Beau- 
mont, Tex.  refinery,  which  supplied 
the  Southeast.  But  after  that,  Unocal 
had  to  supply  customers  in  Georgia, 
Alabama  and  the  rest  of  the  Deep 
South  by  buying  product  on  the  open 
market.  The  question  is:  Why  did 
Stegemeier  continue  operating  in  the 
Southeast  for  so  long  when  he  no 
longer  had  low-priced  production  to 
sell  there .> 

Caution  has  dictated  Stegemeier's 
handling  of  other  problems  as  well.  In 
1988,  for  instance,  he  took  a  $214 
million  aftertax  writedown  on  Uno- 
cal's moneylosing  shale  oil  project  in 
Parachute  Creek,  Colo.  But  he  didn't 
close  it  down  until  more  than  two 
years  later. 

And  though  the  troubled  Moly- 
corp  minerals  business  lost  money  in 
1990,  and  probably  1991  as  well, 
Stegemeier  put  it  up  for  sale  only  last 
April.  He  has  yet  to  find  a  buyer. 

Unocal's  stock  has  been  going  no- 
where, trading  recentiy  at  22  a  share,  a 
70%  discount  to  its  theoretical  break- 
up value.  Chevron  and  Mobil,  by 
comparison,  both  trade  at  40%  dis- 
counts. This,  once  again,  makes  Uno- 
cal vulnerable  to  takeover. 

A  geologist  whose  40  years  with 
Unocal  have  been  spent  mostiy  on  the 
exploration  and  production  side,  Ste- 
gemeier is  a  highly  intelligent  man. 
He  realizes  that  the  skills  Unocal 
needs  today  are  not  necessarily  the 
skills  he  learned  under  Fred  Hartiey  in 
the  past.  But  the  question  is:  Does  he 
have  the  talents  for  cost-cutting  and 
financial  maneuvering  that  are  called 
for  in  Unocal's  position  today?       Hi 


Forbes  ■  January-  20,  1992 


101 


■Kih-j'jiHj;^yiHih-iLUi]:iiHiiiiii;k 


The  Japanese  failed  to  win  more  than  a  small  piece  of 
the  U.S.  personal  computer  business.  They  just  didn't 
move  fast  enough. 

The  invasion 
that  failed 


By  Julie  Pitta 

"WE'VE  NEVER  been  able  to  break  into 
that  top  tier,"  admits  Richard  Miller, 
marketing  vice  president  of  NEC  Tech- 
nologies Inc.,  a  U.S.  subsidiary  of 
Japanese  computer  giant  NEC  Corp. 
That's  a  remarkable  admission,  con- 
sidering the  money  that  Miller's  Japa- 
nese bosses  have  spent  over  the  last 
ten  years  to  lure  U.S.  consumers  to 
NEC's  personal  computers.  NEC 
spends  about  $15  million  a  year  to 
advertise  its  PCs  in  the  U.S.,  for  in- 


stance. The  results  have  been  less  than 
heartening.  NEC  sold  about  260,000 
personal  computers  in  the  U.S.  last 
year.  That's  less  than  a  fifth  as  many 
machines  as  were  sold  by  either  IBM  or 
Apple  Computer. 

Although  NEC  today  owns  60%  of 
the  Japanese  PC  market,  it  has  a  mea- 
ger 2V2%  of  the  U.S.  market,  accord- 
ing to  market  researcher  Infocorp. 
"They  were  the  IBM  of  Japan,  and  they 
thought  that  in  two  years  they'd  be 


number  two  here,"  says  Avery  More, ' 
chief  executive  of  CompuCom  Sys- 
tems, a  $457  million  computer  dealer, 
based  in  Dallas.  "That  aspiration  has- 
crashed  against  the  wall  of  reality." 

NEC's  compatriots  have  not  fared 
any  better.  Together,  Japanese 
brands  account  for  only  11%  of  the 
PCs  sold  in  the  U.S.  Hitachi  America 
stopped  selling  its  portable  PCs  to 
rethink  its  efforts.  Sony  has  opted  to 
make  notebook-size  computers  for 
Apple  rather  than  sell  them  under  the 
Sony  label  in  the  U.S.  Toshiba  has  '| 
scrapped  its  poorly  received  desktop 
models,  although  it  continues  to  sell 
lots  of  portables. 

Epson  America  hit  it  big  with  print- 
ers in  the  early  1980s,  but  its  subse- 
quent move  into  personal  computers 
has  been  a  disappointment,  and  it 
recendy  stopped  selling  laptop  mod- 
els and  will  instead  concentrate  on 
notebooks.  "In  notebooks,  we  have  a 
lot  of  proprietarv^  technolog)' — espe- 
cially in  batteries,  disk  drives  and  liq- 
uid crystal  displays — that  should  give 
us  an  edge,"  says  Peter  Bergman, 
director  of  product  management  for 
Epson  America. 


Computer  dealer  in 
Philadelphia 
U.S.  dominance 
of  PC  software 
has  helped  do- 
mestic hardware 
malcers  edge  out 
the  Japanese. 
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What  a  comedown.  After  using  its 
manufacturing  prowess  to  corner  the 
market  for  memory  chips  in  the  early 
1980s,  the  conventional  wisdom  had 
it,  the  Japanese  would  leverage  their 
advantage  in  components  to  beat  the 
U.S.  in  personal  computers.  Besides 
memory  chips,  they  also  monopo- 
lized screen  technology  and  were  im- 
portant suppliers  of  disk  drives.  PCs 
would  go  the  way  of  VCRs  and  become 
Japanese  products. 

Why  didn't  it  happen.^  "There's  a 
difference  between  building  a  high- 
quality  product  and  marketing  it," 
explains  Epson's  Bergman.  "Some  of 
the  Japanese  have  had  a  hard  time 
adapting  to  market  changes."  To 
date,  Epson  America  has  sold  only 
about  a  million  personal  computers. 

Safi  Qureshey,  cofounder  and  pres- 
ident of  American  PC  manufacturer 
AST  Research,  explains  the  Japanese 
failure  in  these  terms:  "Product  defi- 
nition is  just  as  crucial  as  having  the 
key  components.  You  have  to  know 
how  to  package  your  components  in  a 
viable  product." 

The  U.S.  still  controls  critical 
pieces  of  technology,  the  most  impor- 


tant being  the  Intel  microprocessors 
and  Microsoft's  ms-dos  operating  sys- 
tem. "I  don't  think  anyone  appreciat- 
ed how  fast  Intel  was  going  to  throw 
new  processors  into  the  hopper,"  says 
NEC's  Miller.  "You  put  out  a  product, 
and  in  six  to  nine  months  it  has  to  be 
replaced.  It's  hard  for  a  company  of 
any  size  to  keep  up." 

NEC  made  some  mistakes  from  the 
beginning.  The  first  was  to  think  that 
it  could  sell  its  proprietary  Japanese 
computers  when  almost  all  buyers  in 
the  U.S.  wanted  machines  compatible 
with  IBM's  personal  computers. 
"They  thought  IBM  should  be  nec- 
compatible,"  remembers  Miller. 

With  the  UltraLite,  NEC  was  the 
first  company  on  the  market  (in  1986) 
with  a  notebook-size  computer.  That 
4-pound  product,  which  ran  ms-dos, 
looked  like  a  wanner.  But  by  the  time 
NEC  could  make  enough  of  them, 
several  months  after  introducing  the 
UltraLite  at  a  trade  show,  Compaq 
had  started  shipping  its  notebook. 
The  Compaq  machine  had  a  floppy 
disk  drive,  while  NEC's  UltraLite  used 
semiconductor  memory  cards  with 
only  half  the  storage  capacity  of  Com- 


paq's machine.  "By  the  time  we  had  it 
shipping,  Compaq  had  a  better  wid- 
get," Miller  recalls.  After  the  Ultra- 
Lite  debacle,  NEC  lost  any  remaining 
momentum  when  memory  chips  be- 
came scarce.  "It  was  ironic.  NEC  is  the 
largest  semiconductor  manufacturer 
in  the  world,  but  we  couldn't  get 
enough  memory  chips  because  NEC 
Japan  had  a  customer  b^se  to  worry 
about." 

The  Japanese  did  account  for  about 
one-third  of  the  940,000  notebooks 
sold  last  year,  according  to  Infocorp. 
But  now,  complains  Michael  Winkler, 
vice  president  and  a  general  manager 
of  Toshiba  America  Information  Sys- 
tems, "the  Taiwanese  are  flooding  the 
market.  They're  unloading  at  whatev- 
er price  they  can  get."  U.S.  compa- 
nies like  Dell  buy  machines  in  Taiwan 
and  sell  them  under  their  own  brand 
names  in  the  U.S.  With  a  glut  of 
notebooks  on  the  market,  the  pricing 
war  isn't  likely  to  abate  anytime  soon. 

The  Japanese  aren't  going  to  disap- 
pear from  the  U.S.  personal  computer 
market,  but  neither  are  they  going  to 
make  the  sort  of  quick  conquest  they 
made  in  VCRS.  ^ 


An  Apple 
Computer 
assembly  line 
Apple  sold  just 
over  1.3  million 
Macintoshes  in 
the  U.S.  last  yeai^ 
that's  more  than 
all  the  Japanese 
PCs  combined. 
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"Japan  Telecom  is  one  of  the  fastest 
growing  companies  in  the  newly 
deregulated  world  of 
Japanese  telecom- 
munications. 

"We  accomplished 
this     by     staying 
responsive  to  our  cus- 
tomers' needs.  In  tele- 
communications,   this    demands 


CUSTOM 

SOFTWARE 

AND  SERVICES 

MAKE  THE 


flexibility,   speed,    reliability:    alb 
qualities  Digital  helps  us  provide! 
with  its  ability  to  cus-J 
tomize  software  and 
offer   Systems   Inte 
gration  ser\ices. 

"Digital  helped  us 
plan,    design,    and 
implement    custom 
applications   that   manage   our 


AS     FROM     DIGITAL. 


entire  lease-line  and  public  tele- 
phone network.   We  use  these 
applications  to  integrate  and  con- 
trol  services  on   our  network. 
We  can  efficiently  add  or  expand 
services  simply  by  changing  the 
software. 

"The  custom  softrware  and  the 
VAX™  computers  adapt  to  chang- 
ing environments  without  disrup- 


tion. This  is  vital  in  helping  us  get 
new^  telecommunications  services 
to  market  quicker,  and  at  less  cost. 
For  instance,   we  recently  intro- 
duced a  new^  800  service,  ahead  of 
the  competition. 

"We  are  opening  many  lines  of 
communications  for  our  customers. 
As  their  needs  change,  Digital  will 
be  our  best  response  for  the  ftiture" 


For  more  information  on  how^ 
Digital's  flexible  solutions  can 
help  you  win  in  w^hatever  field 
your  company  competes,  write 
to  Digital  Equipment  Cor- 
poration, 111  Pow^dermill  Road, 
MS01/K29  Maynard,  MA 
01754-1418.  Or  call  your  local 
Digital  sales 
office. 


THE    OPE 


ADVANTAGE 


O  Digifal  Equipment  Corporation  1991 .  The  DIGITAL  logo  and  VAX  are  trademarks  of  Digital  Equipment  Corporation. 


COMPUTERS/COMMUNICATIONS 


Pitney  Bowes  has  captured  a  lucrative  corner  of  the 
huge  fax  market  by  selling  direct  to  corporations. 

Room  at  the  top 


By  Graham  Button 

Santa  Fe  Railway  Co.,  the  Schaum- 
burg,  111. -based  freight  line,  wants  to 
keep  its  customers  informed  about 
the  status  of  their  shipments,  but  it 
doesn't  want  to  gobble  up  a  lot  of 
manpower  answering  phones.  Its  so- 
lution comes  from  Pitney  Bowes  Inc., 
the  Stamford,  Conn. -based  supplier 
of  mail-room  equipment.  The  solu- 
tion is  a  kind  of  facsimile  machine 
quite  unlike  the  $600  devices  you  see 
in  the  windows  of  electronics  shops. 
These  machines  can  cost  up  to  $5,000 
and  be  equipped  with  enough  storage 
for  1,200  pages  of  text  and  1,000 
telephone  numbers. 

Santa  Fe's  mainframe  in  Topeka, 
Kans.  downloads  data  to  specially 
equipped  Model  8050  fax  machines, 
which  convert  the  information  to  fac- 
simile transmissions  and  automatical- 
ly dispatch  faxes  to  customers  who 
need  them.  Customers  can  sign  up  for 
daily  reports  on  shipments  picked  up, 
shipments  en  route  and  estimated 
time  of  arrival,  among  other  things. 
The  system  also  automatically  notifies 
these  customers  about  delays. 

For  Santa  Fe,  the  system  is  a  labor- 
saving  device.  For  Pitney  Bowes,  the 
high-end  facsimile  market  is  a  lucra- 
tive sideline  to  its  71 -year-old  core 
business  of  manufacturing  and  rent- 
ing postage  meters.  Pitney  Bowes 
now  gets  almost  half  of  its  $3.2  billion 
in  annual  revenue  outside  of  its  mail- 
ing systems  group.  The  company 
doesn't  break  out  numbers  for  its 
facsimile  division  but  says  fax  prod- 
ucts make  a  significant  contribution 
to  revenues  and  profits  of  its  non- 
mailing  businesses. 

The  consumer  fax  business  is  domi- 
nated by  a  flood  of  Japanese  ma- 
chines, yet  Pitney  Bowes  has  carved 
out  and  defended  a  highly  profitable 
niche.  Pitney  Bowes'  strategy  is  to 
focus  on  the  high  end  of  the  market, 
where  facsimile  is  becoming  integrat- 
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Source:  BIS  Strategic  Decisions 

This  chart  of  the  fax  market  includes 
only  the  newer,  plain-paper  technologies; 
they  are  rapidly  gaining  on  the  older 
"thermal"  process,  which  uses  coated 
paper.  Plain-paper  faxes,  including 
Xerox's  "thermal  transfer"  variety, 
are  generally  more  expensive. 


ed  with  other  office  technologies, 
such  as  computer  networking  and 
even  voice  processing. 

Although  plain-paper  faxes  are  rap- 
idly gaining  in  popularity  (see  chart), 
fax  machines  using  the  cheap  but 
irksome  medium  of  thermal  paper  are 
most  of  the  market  in  unit  terms.  This 
low  end  of  the  business  is  so  competi- 
tive as  to  be  barely  profitable.  Sharp, 
Canon,  Ricoh  and  at  least  three  dozen 
other  Japanese  and  Korean  manufac- 
turers and  resellers  batdc  for  buyers  of 
cheap  faxes.  Says  Dennis  Roney,  the 
president  of  Pitney  Bowes'  facsimile 
division,  "I  think  there  are  very  few 
fax  companies,  if  any,  making  money 
today  outside  of  Pitney  Bowes." 

Products  like  the  one  Santa  Fe  uses, 
backed  by  an  extensive  support  net- 
work, have  enabled  Pitney  Bowes  to 
capture  an  estimated  45%  of  the  fax 
market  at  large  corporations. 


Pitney  Bowes  makes  its  money  de- 
signing, marketing  and  servicing  fax 
machines.  It  leaves  the  manufacturing 
to  Japanese  firms  like  Canon  and  Mat- 
sushita, the  parent  company  of  Pana- 
sonic. In  this  respect  it  resembles 
several  very  successful  semiconductor 
firms,  including  Altera  Corp.  and  Cir- 
rus Logic,  that  have  no  chip  fabrica- 
tion lines  at  all. 

Pitney  Bowes  markets  its  faxes 
through  a  direct  sales  force  backed  by 
an  extensive  support  network.  In  its 
selling  habits  Pitney  Bowes  bears  a 
resemblance  to  some  older  U.S.  firms. 
As  IBM,  Xerox  and  NCR  did  in  their 
heydays,  Pitney  Bowes  persuades 
most  of  its  customers  to  rent,  rather 
than  buy.  This  overcomes  the  fear 
that  a  costiy  purchase  will  be  obsolet- 
ed  overnight  by  new  technolog)'.  It 
also  enables  salesmen  to  say:  Tr\'  it 
and  see  if  it  doesn't  save  you  money. 

Not  that  Pitney  Bowe^  doesn't 
have  stiff  competition  in  the  business- 
to- business  market.  Xerox  and 
Canon,  both  with  large  corporate  ac- 
counts, have  become  more  aggressive 
with  higher-end  products  like  ma- 
chines that  print  on  plain  paper  using 
lasers.  Xerox  and  Toshiba  are  ahead  of 
Pitney  Bowes  in  introducing  "fax 
servers,"  which  enable  all  the  com- 
puter users  on  a  local  area  netvvork  to 
send  faxes  with  a  single  device. 

The  Pitney  Bowes  salesman,  how- 
ever, has  other  features  to  trumpet — 
"unique  selling  propositions,"  as 
NCR'S  founder,  John  H.  Patterson, 
used  to  call  them.  The  top-of-the-line 
Model  9550  fax  machine  oft'ers  "mul- 
titasking"— the  abilit)^  to  scan  pages 
into  the  machine's  memorv'  while  the 
unit  is  sending  or  receiving  docu- 
ments. On  the  receiving  end,  this  fax 
can  store  documents  in  as  many  as  50 
private  mailboxes,  each  of  which  can 
be  preset  with  its  own  access  code  to 
ensure  privacy.  If  your  oftice  has  one 
of  these,  you  can  arrange  to  have  one 
mailbox  with  a  published  number,  on 
which  you  would  receive  unsolicited 
or  low- priori tv'  messages,  and  another 
with  a  number  available  only  to  peo- 
ple you  want  to  hear  from.  Another 
Pitney  Bowes  feature  is  custom  soft- 
ware that  enables  a  mainft-ame  to 
automatically  "post"  information  to 
various  tax  machines  in  a  nct\\  ork  on  a 
regular  basis.  That  was  the  clincher  tor 
the  sale  to  Santa  Fe.  IH 
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keeping  up  isnt  getting  any 

Or  Is  It? 


If  you  think  business  Is  operating  on  a  fast  track  today, 
Just  wait  until  tomorrow.  And  the  next  day. 

But  no  matter  how  absurd  the  pace  gets,  from  now  on 
keeping  up  will  be  a  lot  easier. 

Thanks  to  the  Minolta  EP  8601  high-volume  copier. 

This  workhorse  turns  out  60  copies  per  minute.  Handily. 

Staples,  stamps  CUrgent."  "Confidential."  etc.)  and  sorts 
at  the  touch  of  a  button. 

Produces  up  to  50,000  copies  between  toner  refills 
(double  that  of  any  copier  In  Its  class). 

Even  accesses  up  to  50  different  messages  for 


solving  virtually  any  copying  problem,  via  an  easy-to-read 
LCD  screen.  So  If  you're  Interested  In  keeping  up,  we 
suggest  you  look  Into  this  or  any  of  our  high-productlvlty 
copiers  today.  After  all,  time's  a-wastin*. 

Call  1-800-9 -MINOLTA. 


COPIERS  AND  FAX  MACHINES 

ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


COMPUTER  VENTURES 
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One  person, 
many  computers 


COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


Perhaps  you  suffer,  as  I  do,  from 
SIS — Sharper  Image  Syndrome.  Like 
millions  of  Americans,  I  find  myself 
impulsively  drawn  to  the  high-tech 
executive  toys  sold  by  the  Sharper 
Image  and  similar  catalog  merchants. 
Do  I  really  need  a  gadget  that  digitally 
measures  the  percentage  of  fat  in  my 
body,  or  diagnoses  the  faults  in  my 
golf  swing?  Will  a  pocket-size  com- 
puter that  translates  English  to  Japa- 
nese help  me  more  than  a  phrase  book 
the  next  time  I  get  lost  in  Tokyo? 
Probably  not.  Yet  I  find  these  digital 
doodads  fascinating;  more  oftien  than 
I  should,  I  buy  one. 

The  gadgets  are  symptomatic  of  the 
way  that  computers  are  creeping  into 
our  daily  lives.  In  place  of  the  electric 
typewriter  we  have  now  the  electronic 
typewriter,  which  is  really  a  word 
processing  computer  in  disguise. 
Those  electronic  keyboards  that  more 
and  more  musical  groups  are  adopt- 
ing are  really  computers  on  the  inside. 
Your  compact  disc  player  is  a  litde 
computer  that  does  mathematical 
computations  in  order  to  convert  dig- 
ital codes  into  sound. 

There's  no  reversing  the  trend.  Ev- 
erything that  used  to  have  a  spring  or  a 
motor,  everything  that  moves  or  mea- 
sures, is  being  computerized  in  some 
fashion.  If  the  slogan  of  the  main- 
frame  and   minicomputer  eras  was 
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"One  computer,  many  people,"  and 
the  slogan  of  our  microcomputer  era 
is  "One  person,  one  computer,"  the 
slogan  of  the  fixture  is  "One  person, 
many  computers." 

Not  only  are  computers  rapidly  be- 
ing added  to  the  appliances  in  our 
lives,  but  we  also  are  witnessing  the 
emergence  of  a  new  product  catego- 
ry, the  appliance  computer — small, 
special -purpose  computers  that  are 
intended  as  companions  to  desktop 
computers  and  other  machines. 

At  first  a  Sharper  Image  toy,  the 
Sharp  Wizard  and  other  appliance 
computers  are  actually  becoming  use- 
fiil,  productivity- enhancing  products. 
Take  the  word  of  a  doubter.  I  once 
regarded  electronic  organizers  as 
wastes  of  money;  now,  however,  the 
organizers  are  getting  enough  com- 
puting power  and  memory  to  hold 
worthwhile  amounts  of  information, 
and  even  faster,  more  capacious,  slim- 
mer machines  are  to  be  introduced  at 
the  Las  Vegas  Consumer  Electronics 
Show  this  month. 

At  present,  individual  investors 
have  few  ways  to  profit  from  the  rise  of 
appliance  computing.  Hewlett-Pack- 
ard is  doing  extremely  well  with  its 
appliance,  the  $700  (list  price)  model 
95LX,  which  is  good  at  spreadsheets 
and  also  serves  as  an  organizer.  But  HP 
is  so  large  that  the  95LX  doesn't  make 
much  difference  in  the  price  of  its 
shares.  The  same  goes  for  Sharp  Elec- 
tronics and  Casio,  the  Japanese  con- 
sumer electronic  powers  that  every 
month  are  selling  a  hundred  thousand 
or  so  Wizard  and  Boss  organizers. 

One  or  two  individual -investor  op- 
portunities do  exist,  however,  and 
more  will  no  doubt  emerge.  For  ex- 
ample, if  you're  one  of  those  who 
believe  that  millions  of  us  soon  will  be 
using  a  st)dus  instead  of  a  keyboard  to 
tell  our  computers  what  to  do,  you 
might  want  to  bet  a  little  money  on 
Communication  Intelligence  Corp., 
which  trades  on  the  Vancouver  ex- 


change. (Yes,  there  are  some  legiti- 
mate outfits  that  trade  in  Vancouver.) 
The  company  makes  sofi^vare  that 
enables  computers  to  read  handwrit- 
ing, competing,  to  be  sure,  with  some 
better-known  players,  including  Mi- 
crosoft: and  privately  held  GO  Corp. 
Another  appliance  maker  is  Psion, 
which  makes  a  better  organizer  than 
the  Wizard  or  Boss.  Its  stock  is  public- 
ly traded  in  the  U.K. 

Among  private  companies  in  appli- 
ance computing,  I'm  watching  Trav- 
eling Software  in  Bothell,  Wash., 
which  is  growing  with  the  rise  of 
laptop  computers  and  executive  orga- 
nizers. Traveling  Software  supplies 
programs  that  enable  these  mobile 
machines  to  share  information  with 
deskbound  computers. 

My  current  public -market  favorite 
in  appliance  computing  is  a  company 
that  I  had  given  up  for  dead,  Franklin 
Electronic  Publishers  (Forbes,  July 
10,  1989).  A  decade  ago  Franklin 
made  a  name  for  itself  by  duplicating 
Apple  computers  but  was  forced  into 
bankruptcy  when  Apple  won  a  lawsuit 
against  it.  Emerging  fi-om  bankruptcy 
in  1985,  Franklin  again  entered  the 
clone  computer  business,  and  was  on 
the  verge  of  another  failure  when 
management  hit  upon  the  idea  of  an 
appliance  computer — electronic  dic- 
tionaries, language  translators,  spell- 
ing checkers  and  the  like. 

In  last  year's  September  quarter, 
Franklin  showed  solid  profits  for  the 
first  time  in  a  long  while.  Franklin's 
trading  volume  is  quite  thin;  it's  hard 
to  get  in  and  out  of  the  stock.  Its 
products,  how^ever,  are  becoming  in- 
creasingly remarkable.  For  example, 
because  its  language  products  can 
translate  inflected  forms  of  words,  it's 
actually  possible  by  using  one  of  these 
$300  (list)  gadgets  to  comprehend  a 
letter  written  in  a  language  you've 
never  studied. 

Franklin  recentiy  has  attracted  two 
big  names  as  executives,  the  former 
head  of  the  American  Express  catalog 
diWsion  and  the  former  head  of  the 
computer  science  department  at  Yale 
University.  Competitors,  such  as 
Smith  Corona,  are  retreating  ft-om  the 
business.  Franklin's  machines  arc  be- 
coming taster,  and  diis  summer  it 
plans  to  market  a  pocket-sized  unit 
that  can  hold  a  staggering  12  million 
bytes  of  information  on  chips.        §■ 
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my  that  tree, 
V>iuy  it  deep 


COMMENTARY  BY  PETER  RUBER 


Peter  Huber,  a  senior  fellow  of  the  Manhattan 
Institute,  is  the  author  of  the  just  published 
Galileo's  Revenge:  Junk  Science  in  the 
Courtroom  (Basic  Books). 

So  NOW  YOU  have  to  get  rid  of  that 
tree.  You're  probably  planning  to 
haul  it  off  to  the  landfill — if  you  can 
sneak  it  past  your  ten -year- old.  The 
kid,  schooled  in  the  bah-humbug, 
zero-growth  spirit  of  our  times,  has 
been  carping  about  your  environ- 
mental boorishness  since  the  day  you 
brought  the  tree  home.  He  didn't 
care  for  the  colored  electric  lights, 
either.  That  tree's  gonna  die.  Dad. 
That  electricity  was  produced  with 
coal,  Dad.  Coal  means  carbon  diox- 
ide. Way  to  go.  Dad!  Kill  a  tree,  fill  a 
dump,  suffocate  a  planet,  but  have  a 
happy  holiday. 

Well  listen  up,  kid.  You're  dead 
wrong.  The  environmentally  con- 
scious dad  like  me  deposits  his  tree  at 
the  bottom  of  a  landfill.  A  deep  land- 
fill, where  it  won't  rot,  won't  decom- 
pose, won't  do  anything  except  sit 
tight  for  about  a  million  years. 

You  know  what  coal  is,  kid.>  Dead 
trees.  Eight  hundred  million  years  ago 
the  earth's  air  was  mosdy  carbon  diox- 
ide. Then  green  plants  came  along  and 
began  sucking  it  all  up.  They  thrive  on 
it.  For  green  things,  carbon  dioxide  is 
sweet  purity,  while  oxygen  is  dirty 
waste.  And  when  those  green  things 
died,  they  sank  to  the  bottom  of  the 
swamp .  After  a  while  they  sank  deeper . 
That's  coal,  kid:  yesterday's  landfill. 
We  dig  it  up.  We  burn  it.  We  unbury 
the  long-dead  trees.  The  carbon  pours 
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back  into  the  air. 

If  you're  worried  about  that,  Ju- 
nior, what  do  you  do?  Go  down  to 
Brazil  and  admire  the  rain  forest?  Not 
on  my  credit  card  you  don't.  So  long 
as  it's  standing  still,  not  growing,  not 
sinking  into  a  swamp,  the  rain  forest 
takes  no  more  carbon  out  of  the 
greenhouse  air  than  it  puts  back  in. 
Sure,  the  greenery  sucks  in  carbon. 
But  lots  of  ungreen  things  live  in  the 
forest  too — rot,  mold,  bugs.  And  the 
litde  bugs  work  every  bit  as  hard  as  the 
trees,  composting  dead  leaves,  biode- 
grading  everything  in  sight,  and  send- 
ing all  that  carbon  dioxide  straight 
back  to  where  it  came  from.  The  air. 

It  comes  down  to  this.  Every  hu- 
man on  the  earth  emits  about  25 
pounds  of  carbon  into  the  air  every 
day,  direcdy  or  indirectiy.  That  car- 
bon either  came  out  of  the  ground  as 
oil  or  coal,  or  it  came  out  of  the  air  by 
way  of  trees,  tulips,  turnips  or  any- 
thing else  that's  green  and  growing. 
So  anyone  who  wants  to  help  with  the 
carbon  dioxide  problem  for  real  has  to 
find  a  way  to  pull  a  few  pounds  of 
carbon  back  out  of  the  air  and  lock 
them  back  up  in  some  place  safe. 

Go  work  for  the  lumber  industry, 
for  example.  The  lumber  people  grow 
new  trees,  then  cut  'em  down  and 
grow  some  more.  The  trees  for  paper 
pulp  are  mosdy  cultivated  deliberate- 
ly. Even  if  they're  harvested  from  the 
wild,  something  usually  grows  in  their 
place.  New  growth,  whether  planned 
beforehand  or  spontaneous  afi:er- 
ward,  decarbonates  the  air. 

But  where  does  the  carbon  go  after 
the  tree  is  cut  down?  If  the  wood  is 
burned  or  allowed  to  rot,  the  carbon 
goes  back  into  the  air,  and  you're  back 
where  you  started.  Use  the  wood  to 
build  a  house,  though,  and  the  carbon 
stays  put  so  long  as  the  termites  don't 
get  to  it.  Use  the  wood  to  make  paper 
pulp,  and  the  carbon  goes  wherever 
the  newspaper  or  the  disposable  dia- 
per goes.  Burn  the  newspaper,  com- 


post the  diaper,  and  once  again  you're 
back  where  you  started.  But  if  you 
bury  them  deep — if  you  plant  some 
new  coal,  so  to  speak — then  you  make 
real  progress. 

The  trick  is  to  make  sure  that  the 
new  growth  keeps  arriving  and  the  old 
growth  keeps  departing.  That's  where 
the  landfills  come  in.  About  two- 
thirds  of  what  we  put  into  them  is 
carbon-based.  If  you  chuck  plastic, 
you're  just  closing  a  loop — the  carbon 
came  out  of  the  ground  as  oil,  it 
returns  as  landfill.  But  bury  a  newspa- 
per or  a  dirty  diaper  and  you  do  some 
real  good.  Paper,  wood,  diaper  fill- 
ers— all  are  about  half  carbon.  For 
every  2  pounds  of  McDonald's  pack- 
ages or  well-soiled  Luvs  you  send  to 
the  dump,  you  bury  about  a  pound  of 
carbon.  Some  of  that  will  decompose 
and  rot,  but  much  of  it  won't.  After 
all,  if  it  were  all  rotting  away,  the 
doom -and- gloom  crowd  couldn't 
complain  that  there's  no  room  left  for 
our  garbage. 

You  say  you'd  rather  compost  the 
garbage?  So  far  as  greenhouse  prob- 
lems are  concerned,  biodegrading 
things  is  no  better  than  incinerating 
them:  Instead  of  feeding  a  man-made 
fire,  you  feed  the  gut  of  some  bit  of 
slime  mold.  Either  way,  the  calories 
get  burned  up  and  the  carbon  goes 
straight  back  into  the  air.  Worse  still, 
some  of  the  carbon  goes  back  into  the 
air  as  methane,  a  much  worse  green- 
house gas  than  carbon  dioxide.  Call 
me  a  rapacious  despoiler  of  the  earth, 
kid,  but  this  is  fact:  Plant,  chop  and 
bury  is  the  only  surefire  way  to  suck 
carbon  dioxide  out  of  the  air  and  put  it 
back  into  the  ground. 

So  long  as  we're  digging  carbon 
out  of  the  ground,  it's  irresponsible 
not  to  put  some  of  it  back  in.  Don't 
tell  me  that  nobody  will  take  it: 
People  who  dig  dead  trees  out  of 
holes  in  the  ground  just  have  to 
accept  responsibility  for  filling  those 
holes  back  up  again.  Don't  tell  me 
there's  no  room  out  there:  What 
came  out  of  a  hole  yesterday  can  go 
into  a  hole  tomorrow.  This  is  called 
recycling.  Planting  some  carbon  now 
and  then  is  the  only  honest  kind  of 
recycling  for  people  who  aspire  some- 
day to  cruise  around  in  hot  rods  with 
their  friends.  So  stop  lecturing  me 
about  killing  the  planet,  kid,  and  give 
me  a  hand  burying  that  tree .  ^M 
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Cameras  tell  us  a  great  deal  about  ourselves, 
and  few  know  as  much  about  cameras 
as  collector  Jack  Naylor. 

I  am  a  camera 


By  Christie  Brown 

When  Jack  Naylor  of  Brookline, 
Mass.  wants  to  photograph  the 
grandchildren,  under  the  Christmas 
tree,  he  faces  a  dilemma.  Which  of  his 
6,500  cameras  to  use? 

The  69 -year-old  consultant  and 
former  chairman  of  Standard-Thom- 
son, an  auto  and  aircraft  parts  manu- 
facturer, has  spent  35  years  and  over 
$2  million  amassing  the  world's  larg- 
est camera  collection.  It  includes  cam- 
eras from  31  countries,  dating  from 
1842  to  the  present.  He  has  daguerre- 
otype, multiple  lens,  aerial,  toy,  spy, 
gold-plated  and  modern  undersea  ro- 
botic cameras. 

Knowing  which  cameras  are  valu- 
able requires  a  true  specialist's  feel. 
"There  have  been  about  36,000 
models  of  cameras  made,  and  only  2% 
to  3%  are  worth  more  than  $200  or 
so,"  says  Naylor.  Of  his  old  Kodak 
Brownie,  which  he's  had  since  he  was 
a  kid,  Naylor  says:  "It's  worthless." 

Even  the  finest  specimens  rarely 
fetch  five  figures.  The  auction  record 
for  an  old  camera  was  last  set  in  1977 
at  Christie's  in  London,  where  an 
1856  British  dual  lens  camera  fetched 
$37,000.  The  most  Naylor  has  ever 
spent  was  $28,000,  for  an  1845  da- 
guerreotype, complete  with  botdes  of 
mercury,  rottenstone,  pumice  and 
shellac  to  develop  the  brass  and  silver 
plates.  Daguerreotypes  were  popular 
from  1840  to  1855;  there  are  only 
about  100  still  known  to  exist.  Even 
so,  Naylor  doesn't  think  most  of  these 
old  models  would  sell  for  more  than 
what  he  paid.  Cameras,  in  short,  are 
affordable  collectibles. 

Naylor  became  a  camera  buff  as  a 
teenager,   when   he   taught   himself 
how  to  develop  photographs.  An  en- 
Jack  Naylor  at  home  with  his  6,500  cameras 
The  largest  collection  in  the  world. 


gineer  by  training,  he  started  picking 
up  cameras  on  business  trips  in  the 
1950s.  When  in  a  foreign  city,  Naylor 
would  take  out  ads  in  the  local  papers. 
Over  the  decades  he  has  built  a  net- 
work of  people  from  China  to  Buenos 
Aires  who  have  contacted  him  when 
interesting  old  cameras  pop  up. 

An  undercurrent  that  seems  to  run 
through  the  history  of  the  camera  is  a 
human  desire  to  invade  someone 
else's  privacy.  Naylor's  collection  in- 


cludes several  hundred  "detective"li''i'^ 
cameras,  which  were  a  Victorian  fad 
circa  1880.  They  were  used  mostiy  by 
wealthy  amateurs  to  sneak  photos  of  >is^''1' 
women  on  the  streets.  One  prize  ex-i 
ample:  an  1880  French  camera  dis-« 
guised  in  a  striped  cravat.  The  cravat 
pin  is  a  lens  and  a  small  chain  advances 
the  film.  This  camera  in  a  tie  is  now; 
worth  $25,000.  Naylor  also  has  an) 
elegant  1902  silver  walking  stick  cam- 
era (worth  $25,000)  and  an  1890s 
deceptive -angle  binocular  camera — 
in  which  the  camera  lens  shoots  at  a 
right  angle  to  where  the  binoculars 
are  pointed  (worth  $8,000). 

Another  elaborate  device  for  sneak- 
ing candid  shots  is  Naylor's  1886  vest 
camera  (worth  $4,000).  Worn  under 
a  man's  vest,  its  lens  is  fitted  into  a 
buttonhole.  "The  instructions  say  to 
push  out  your  chest  and  suck  in  your 
gut  so  you  don't  get  too  much  blue 
sky  in  the  picture,"  grins  Naylor. 

One  of  Naylor's  favorites  is  a  spy 
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camera  disguised  as  a  pack  of  John 
Player  cigarettes  that  was  made  and 
used  by  the  KGB  in  the  1970s.  How  it 
was  acquired  is  a  spy  tale  itself.  Naylor 
first  met  with  a  black  marketer  in 
Moscow  in  1980  and  told  him  of  his 
interest  in  unusual  cameras.  A  year 
later  he  was  called  at  his  home  and 
told  to  bring  $1,200  to  a  coffee  shop 
on  Third  Avenue  in  New  York  City, 
where  the  exchange  was  made. 

The  first  commercial  camera  was 
introduced  in  1839  by  the  French- 
man Louis-Jacques-Mande  Da- 
guerre.  An  instant  rage,  the  camera 
was  copied  by  local  craftsmen  around 
the  world,  and  within  two  years  most 
major  towns  in  America  had  a  da- 
guerreotype establishment.  In  1900 
Kodak  introduced  the  Brownie  for 
$1,  and  cameras  became  the  domain 
of  the  general  public. 

Most  camera  makers  made  low- 
priced  models.  But  since  it  started 
making  cameras,  in  1925,  Leica  has 


Leica  Luxus, 
a  steal  at  $8,000 
One  collector 
offered  Naylor 
$U0,000  for  this 
rare  Leica, 
all  done  up  in 
red  lizard  and 
gold  plate. 


been  the  top-of-the-line  house.  Like 
Patek  Philippe  watches,  Leicas  are  still 
sought  by  serious  collectors  for  the 
name  alone  (Forbes,  Oct.  31,  1988). 

Naylor's  quest  for  one  particular 
Leica  brought  him  to  Dresden,  in 
eastern  Germany,  just  weeks  after  the 
fall  of  die  Berlin  Wall.  He  paid  $8,000 
to  a  private  individual  for  a  red  lizard 
skin,  gold-plated  1930  Leica  Luxus. 
"A  Japanese  collector  later  offered  me 
$110,000  for  it,"  says  Naylor,  who 
turned  down  what  would  have  been  a 
record  price  for  any  camera. 

If  you  get  bitten  by  the  camera  bug, 
be  aware  there  are  fakes  around,  many 
made  in  Poland  and  Czechoslovakia. 
For  novice  collectors,  it's  best  to  buy 
from  auctions  or  dealers  that  will 
guarantee  what  you  buy. 

While  there  are  no  major  camera 
auctions  in  the  U.S.,  three  European 
houses  hold  regular  sales:  Christie's  in 
London;  Auktionshaus  Cornwall, 
Cologne,  Germany;  Auction  Team 
Koln,  Cologne,  Germany.  All  three 
houses  are  having  major  auctions  this 


Naylor's  cache  of 
spy  cameras 
Clockwise,  from 
left:  Camels  pack 
is  Swiss,  ligMer 
is  Japanese, 
matchbox  is 
by  Kodak, 
spyglass  is 
British,  John 
Player  pack 
is  from  the 
KGB,  watch  is 
American,  pen 
is  Japanese. 


spring  and  each  will  estimate  the  value 
of  an  old  camera  if  you  send  a  photo. 

What  if  you  want  to  put  an  old 
camera  back  into  use  but  the  film  isn't 
commercially  sold.>  Naylor  uses  9y2- 
inch-wide  Kodak  aerial  film,  which  he 
cuts  down  to  the  required  size.  But 
the  trouble  and  expense  (the  smallest 
roll  of  such  film  is  125  feet  long  and 
costs  $689)  is  more  than  most  ama- 
teurs want.  Kodak  refers  specialty  re- 
quests to  Film  For  Classics,  P.O.  Box 
486,  Honeoye  Falls,  N.Y.  14472. 

The  best  source  book  for  collecting 
clubs,  newsletters,  dealers  and  prices 
is  McKeown's  Price  Guide  to  Antique 
&  Classic  Cameras,  published  once 
every  two  years  by  James  McKeown, 
Centennial  Photo  Service,  Grants- 
burg,  Wis.  54840.  Available  in  major 
art  bookstores  (price:  $40). 

What  camera  is  Naylor  most  likely 
to  use  for  family  shots?  Not  a  Leica, 
not  a  French  detective  camera,  and 
certainly  not  a  daguerreotype.  His 
favorite  workaday  camera  is  a  recent- 
vintage,  easy-to-use  Nikon  F-3.     ^M 
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Did  An  Accident 

OF  Nature  Make  It 

The  Quietest  Car 

You  Can  Own? 

A  mong  the  most  purely  enjoyable  of  all  the 
comforts  Lincoln  owners  enjoy  is  the  sense  of 
hushed  calm  that  envelopes  the  passenger 
cabin  of  Lincoln  Town  Car  The  quietest  auto- 
mobile you  can  own.  Y  et  the  satisfaction  of 
Town  Car  occupants  may  well  be  exceeded  by 
the  satisfaction  Lincoln  engineers  take  in 
having  achieved  this  premier  rank.  Because  it 
was  only  through  years  of  painstaking  research 
in  body/chassis  isolation  techniques,  noise 
control,  drivetrain  design  and  multiple  other 
technologies  that  this  feat  was  accomplished. 
A  nd  unlike  research  in  handling  and  perfor- 
mance, there  were  few  models  to  follow. 
Genuine  breakthroughs  were  required.  Break- 
throughs that  include  an  advanced  overhead- 
cam  V-8  engine  which  operates  with  uncanny 
silence  and  smoothness.  And  helps  place 
today's  Lincoln  Town  Car  among  the  most  fuel 
efficient  ever  built*  Yet  another  Lincoln 
engineering  achievement  that  was  no  mere 
accident  of  nature. 
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LINCOLN 

What  A  Luxury  Car 
Should  Be. 

For  more  inlormalion  ori  the  1992  Lin<  oins,  c  all  1  800-446-8888 
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Latin  scholar/executive  Luigi  Salvaneschi  says 
business  students  ignore  the  humanities  at  great  cost. 

Dante,  M.B  A. 


By  Fleming  Meeks 

Does  the  fact  that  the  M.B.A.  de- 
gree is  losing  its  luster  (see  story,  p.  76) 
have  something  to  do  with  the  typical 
business  school's  curriculum?  Luigi 
Salvaneschi,  retired  president  of 
Blockbuster  Entertainment  and  a  for- 
mer senior  executive  at  McDonald's 


innovation,  he  says,  was  scaling  down 
the  size  of  McDonald's  oudets  to  take 
them  into  smaller  markets.  Over 
3,500  of  McDonald's  8,700  U.S. 
stores  began  as  so-called  Mini  Macs. 
Salvaneschi  claims  that  the  transfor- 
mation of  McDonald's  stores — from 


Corp.  and  Kentucky  Fried  Chicken     garish  structures  literally  built  be- 

Corp.,  thinks  so.  "I  have 

been  dealing  with  M.B.A.s 

throughout    my    career," 

says  Salvaneschi,  "and  they 

are  frightening.  Absolutely 

frightening." 

Born  in  northern  Italy, 
Salvaneschi,  62,  holds  a  de- 
gree in  canon  law  from  the 
Vatican's  Lateran  Universi- 
ty in  Rome.  His  long  career 
in  business,  he  says,  has 
convinced  him  that  the  es- 
sence of  commerce  does 
not  reside  in  spreadsheets 
or  flowcharts.  Rather,  it 
springs  from  culture,  com- 
munication, education  and 
philosophy.  "You  get  only 
closed-minded  technicians 
from  [business]  schools," 
Salvaneschi  complains. 
"And  the  higher  the  level  of 
the  school,  the  more  they 
are  that  way." 

Salvaneschi  came  to  this  country,  tween  golden  arches  into  more  con- 
M.B.A.-less,  in  1959,  after  marrying  ventionally  designed  buildings — isdi- 
an  American  professor  of  history  he'd  reedy  related  to  Aristode's  notion  of 
met  in  the  Vatican  library.  Faihng  to  "essence,"  that  which  is  enduring  and 
find  employment  as  a  Latin  scholar,  immutable.  McDonald's  Aristotelian 
he  took  a  job  frying  hamburgers  and  essence,  he  convinced  Kroc,  was  con- 
mopping  floors  at  McDonald's  in  venience  and  service,  not  the  hokey 
suburban  Chicago.  Within  four  stores,  which  he  felt  would  ultimately 
months  he  was  managing  the  store,  limit  the  company's  growth, 
and  in  1962  McDonald's  founder,  Salvaneschi  brought  his  scholastic 
Ray  Kroc,  sent  him  to  California  to     talents  to  McDonald's  international 
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Luigi  Salvanescini 

"M.B.A.S  are  frightening.  Absolutely  frightening." 


open  the  company's  first  West  Coast 
stores. 

For  the  next  20  years  Salvaneschi 


operations,  too.  Before  taking 
McDonald's  into  Holland,  France 
and  Japan,  he  spent  his  spare  time 


helped  develop  new  territories  and  reading  up  on  each  country's  history, 
concepts  for  McDonald's  in  the  U.S.  government  and  civilization  and 
and  around  the  world.  His  biggest     learned  the  basics  of  its  language.  "I 


did  not  think  1  would  understand  the 
markets  if  I  did  not  understand  the 
inner  thoughts  of  the  people  that 
formed  those  markets,"  he  explains. 
In  1983  Salvaneschi  moved  to  Ken- 
tucky Fried  Chicken,  where  he  spent 
nearly  five  years  as  a  senior  vice  presi- 
dent in  charge  of  real  estate  and  con- 
struction. Then  Blockbuster  Chair- 
man H.  Wayne  Huizenga  recruited 
him  to  head  up  development  at  the 
fledgling  video  rental  chain  in  1987. 
Blockbuster,  which  had  about  40 
stores  at  the  time,  grew  to  nearly 
1,700  stores  by  the  time  Salvaneschi 
left  early  last  year.  His  work  did  not  go 
unrewarded.  In  his  three  years  at 
Blockbuster,  he  earned  over  $2  mil- 
lion in  salary  and  stock  options. 

Throughout  his  31 -year 
business  career,  Salvaneschi 
continued  to  read  classical 
Latin  every  day.  He's  cur- 
rendy  reading  Virgil's 
Geor£jics,  a  celebration  of 
the  joys  of  nature.  And  he 
argues  that  the  best  long- 
term  business  strategy  ever 
articulated  was  Dante's  Di- 
vine Comedy. 

How's  that?  "Dante 
Alighieri  created  a  whole 
universe,"  marvels  Sal- 
vaneschi. "Not  only  in  its 
total,  but  in  its  parts.  He 
was  able  to  create  all  the 
parts  and  fit  them  together 
in  an  incredible  structure. 

"This   abihty   to   create 
with  proportion  and  bal- 
ance," he  adds  uith  a  soft 
Italian  accent,  "is  what's 
lacking  in  today's  business 
school  graduates." 
Salvaneschi  hopes  to  help  fill  that 
void.  As  an  adjunct  professor  of  spe- 
cial subjects  at  the  Andreas  School  of 
Business  at  Barry  Universit)'  in  Miami 
Shores,  Fla.,  he  is  working  with  the 
dean  of  the  13-year-old  institution  to 
develop  a  new  curriculum.  In  addi- 
tion to  the  standard  M.B.A.  tare,  the 
new  requirements — expected  to  be 
implemented  next  year — will  include 
knowledge  of  two  foreign  languages, 
as  well  as  in-depth  courses  in  Europe- 
an, South  American  and  Asian  histo- 
ry, politics  and  culture. 

"Direcdy  or  indirectly,"  says  Sal- 
vaneschi, "all  businesses  today  are 
international."  ^ 
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OUR  IDEA  or 
EVENING  NEWS. 

3:00PM  Headline  News 
3:30PM  Headline  News 
4:00PM  Headline  News 
4:30PM  Headline  News 
5:00PM  Headline  News 
5:30PM  Headline  News 
6:00PM  Headline  News 
6:30PM  Headline  News 
7:00PM  Headline  News 
7:30PM  Headline  News 
8:00PM  Headline  News 
8:30PM  Headline  News 
9:00PM  Headline  News 
9:30PM  Headline  News 
10:00PM  Headline  News 
] 0:30PM  Headline  News 
IWOPM  Headline  News 


Anytime.  All  the  time. 

If  you're  finciing  it  harii  to  catch 
the  evening  news,  Headline  News 
is  the  perfect  solution. 

Backed  by  CNN,  you  get  news, 
business,  sports,  and  more. 

All  in  a  half-hour  format 
designed  to  fit  your  schedule. 


Alabama  is  inside  the 
con  Hnen  tal  Ln/  tea 
States.  In  fact,  it  is 

located  in  the  center  of 
the  most  desirable 

relocation  region  in  the 
country. 


.-■■■-%, 
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You  will  still  see  a  lot  ofAlabamians  goir  _, 

Hmthout  shoes— mostly  on  the  sandy  white  "* 

beaches  of  Gulf  Shores. 


While  uou  might  think  of 

overalls  as  the  clothing  of 

choice,  most  uf  us  prefer 

blue  or  white 

shirts.  Alabama 's  traditional 

labor  force  has  shifted  from 

farming  to  more  service 

and  high-tech  industries. 


^\ 


,<AP  work  and  no  play  wouldn  t  make  sense  in  Alabama, 
^enjoying  an  old  rocker,  a  wide  porch,  and  some  good 
conversation  is  still  a  favorite  pastime  here. 


Alabama 
Isnt  where  low  Think 


Some  say  you  re  moving  to  the  edge  of  the 
world  when  you  move  to  Alabama.  In  some 
parts  of  the  state,  you  could saii  that  s  true; 

the  southern  ridge  of  the 
Appalachians  offers  some  spectacular  views. 


f^»^?? 


The  fiddle  may  be  the  first  musical  instrument 
you  would  connect  with  Alabama.  And  you  II  still 

see  a  lot  of  them  in  the  state  s  many  symphony 
orchestras.  (Although  they  refer  to  them  as  violins.)  ] 


Practicing  our  aim  is 

still  a  favorite 

pastime  for  many 

Alabamians.  In  fact, 

our  prowess  as 

sharpshooters  was 

proven  in  the  Gulf 

War  by  the  Patriot 

Missile,  which 

originated  in 

Alabama. 


Yes,  we  do  a  lot  of  fishing  here.  And  some  prcttu 
important  people,  including  the  President,  know  aK^ut 

our  beautiful  lakes  and  riivrs.  In  fact,  Alabama  has 

more  miles  of  navigable  wateruxtys  than  any  other  state. 

We  use  them  for  shipping,  too. 


Football  rivalries  here 

strong  as  ever.  But  tod 

colleges  and  universit; 

helping  Alabama  bui^ 

maintain  a  competitive    u 

as  well,  offering  resei^   ^ 

capabilities  in  areas ^   ^ 

automotive  manufactu 

magnetic  information  s 

to  food  products. 


If  you  think  we  take 

moonshine,  you  reonln 

right  But  it  isn  t  the  k> 

moonshine  you  think.  Oi 

has  played  a  leading  r«. 

developing  the  space  pn. 

In  fact,  Alabama  has  pn. 

seven  astronauts— more 

anu  other  state. 
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Some  are  convinced  the 

houjjant  is  still  alive  ana 

well  in  Alabama.  But,  like 

the  rest  of  the  country,  we 

opteafor  more  up-to-date 

styles  years  ago. 


M 


Sorry,  that's 

a  different 

state  entirely. 


So  you  think  our  workers  come  out  of  trailers.  Some  of  our 

best  actually  do.  Alabama  Industrial  Development  Training,  a 

free  service  to  industry,  has  the  nation 's  largest  fleet  of  mobile 

training  units.  Some  businesses  have  traveled  from  as  far 

away  as  Singapore  and  Japan  to  employ  AIDT-trained  workers. 


i 


5,  we're  still  early  risers.  In  fact, 
imians  are  known  for  our  strong 
ethic.  But  these  days,  most  ofus^  / 
depend  on  electric  alarms. 


.//r 


Once  known  for  its  smokestacks, 
trmingham  has  diversified  in  recent 
Jes  to  a  service-oriented  economy,  with 
cakh  care  our  main  industry.  Steel 
lams  important  to  our  economy,  but 
Jay  s  state-of-th^-art  mills  contrast 
harply  with  the  old.  In  fact,  one  old 
furnace  is  now  a  museum. 


^k--^ 


A  revered  folk  craft  from  our  past,  the 

attention  to  detail  and  intricate  handwork 

used  in  our  quilts  has  been  passed  down  to 

newer  generations  and  applied  in  fields  like 

electronics  for  assembling  circuit  boards. 


Yes,  you  'II  probably  see  a  few  cows.  But  we  don  t 

just  settle  for  raising  cattle.  Researchers  at  Auburn 

University  have  developed  a  whole  line  of  leaner 

foods  like  the  McLean  burger,  a  product 

McDonald's  is  pipping  over. 


If  Alabama  is  nowhere  near  what 
you  thought  maybe  there's  more 
you  should  know  about  our 
state.  For  instance,  what  makes 
it  a  great  place  to  live  and  a  great 
place  to  work.  What  makes 
companies  like  JVC  America 
decide  to  make  their  head- 
quarters here.  Why  GE  has  made 
its  largest  single  capital 
investment  close  to  $  1  billion,  in 
Alabama.  And  why  people  like 
one  Connecticut  family  who 
thought  they  were  being  "sent  to 
hell"  when  transferred  here,  now 
like  it  so  much,  they  wouldn't 
think  of  leaving.  If  your  company 
is  considering  expansion  or 
relocation,  consider  Alabama. 
You  just  might  find  it's  pretty 
close  to  ideal. 


Fnr  mnre  infnrnwtinn  contact  the  Fcnnnmic  Developnient  Partnership  of  Alabama:  P.O.  Box  2641.  Birminghain.  Alabama  35291-0001: 205  250-2226 


FACES  BEHIND  THE  FIGURES 


EDITED  BY  JOHN  R.  HAYES 


Hamburger  helper 

Barry  Gibbons,  45,  has  done  a 
smashing  job  at  Grand  Metropolitan 
Pic's  Burger  King  unit. 

British-born  Gibbons  was  dis- 
patched to  Burger  King's  Miami 
headquarters  in  1989,  after  Grand 
Met  paid  $6  billion  for  Pillsbury  Co., 
the  chain's  parent.  Once  there,  he 
found  a  company  that  had  had  five 
presidents  in  ten  years,  and  whose 
relations  with  its  fi^anchisees  were 
frazzled.  To  reduce  the  franchisees' 
costs  and  widen  their  margins.  Gib- 
bons quickly  centralized  Burger 
King's  purchasing  and  supply  opera- 
tion, to  take  advantage  of  the  chain's 
purchasing  muscle.  Combined  with 
cuts  in  management  layers,  that  has 
saved  $74  million.  To  improve  quali- 
ty, he  instituted  a  "mystery  shopper" 
program,  whereby  headquarters  em- 
ployees pop  in  unexpectedly  on  every 
store  at  least  once  a  month.  And  he 
experimented  boldly  with  the  menu. 
Currendy  some  70  new  products — 
including  Weight  Watchers  meals — 
are  being  tested;  compare  this  with 
only  one  product  introduction  in  the 
three  years  prior  to  Gibbons'  arrival. 

Results?  With  the  net  addition  of 
400  new  oudets,  overall  operating 
profits  rose  to  $247  million,  on  sys- 
temwide  sales  of  $6.2  billion  in  the 
fiscal  year  ended  Sept.  30.  Pillsbury 
never  broke  out  Burger  King's  results, 
but  analysts  doubt  that  operating  in- 
come ever  passed  $175  million. 

Gibbons,  who  ran  2,000  restau- 
rants and  pubs  for  Grand  Met  in 
Europe,  is  attractively  modest  about 
the  commonsense  changes  he  made  at 
the  chain.  "It's  not  very  glamorous, 
but  that's  the  kind  of  stuff"  that  was 
needed,"  he  says.        -Seth  Lubove 

Closed-end  capitalism 

A  FORMER  Fulbright  scholar  and  Citi- 
corp vice  president,  44-year-old  Jerzy 
Thieme  was  born  in  Warsaw,  left  Po- 
land in  1981  and  now  acts  as  chief 
adviser  to  Poland's  privatization  min- 
ister. Thieme's  new  privatization 
plan:  Take  300  or  400  of  Poland's 
healthiest  companies  and  split  their 
equity  among  15  or  20  closed-end 
funds.  The  ftmds  would  receive  60% 
of  the  companies'  equity.  Thirty  per- 
cent would  stay  with  the  state  trea- 
sury, and  employees  would  get  10%. 


Shares  in  the  fiinds  would  then  be 
distributed  equally  to  adult  Polish 
citizens. 

Within  a  year  citizens  would  be  able 
to  trade  their  shares  in  the  ftinds.  In 
the  meantime,  the  funds'  managers 
would  be  allowed  to  trade  the  com- 
panies' assets  among  themselves. 

In  effect,  the  fiind  managers  would 


manage  the  underlying  companies. 
Thieme's  goal  is  to  leverage  Western 
management  skills  among  a  large 
number  of  enterprises.  Fund  manag- 
ers will  restructure  the  companies  as 
continuing  ventures  or  sell  them,  pro-  jj 
ceeds  to  be  distributed  to  the  fijnds' 
shareholders. 

Thieme  admits  that  it  will  be  diffi- 


LEFT: 

Burger  King 
Chief  Executive 
Barry  Gibbons 
He  turned  the 
company  around  in 
two  years. 
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BELOW: 

Polish  privatization 
adviser  Jerzy  Thieme 
Looking  for  a  few 
good  managers. 
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IriGHT: 

iLance  Lundberg, 

I  president  of 

I  Icon  International 

I  You  can  repay 
him  with  empty 
hotel  rooms. 


BELOW: 

Robert  Johnson, 
president  of 
BET  Holdings 
Disappointed 
investors 
beat  him  up 
inthoQ&A. 


cult  to  find  capable  managers  for  the 
fijnds;  he  hopes  to  recruit  them  fi-om 
the  West.  But,  whatever  the  obstacles, 
he  insists  that  Poland's  privatization 
efforts  must  be  accelerated.  In  two 
years,  he  notes,  Poland  has  privatized 
only  about  20  of  its  6,000  state- 
owned  companies.  "At  this  rate," 
grumbles  Thieme,  "we  are  talking 
about  privatizing  Polish  industry  by 
die  year  3000." 

-Katarzyna  Wandycz 


Rough  introduction 

It  was  a  tough  week  before  Christ- 
mas for  Robert  Johnson,  president  of 
BET  Holdings,  the  parent  of  Black 


Entertainment  Television.  The  com- 
pany, a  $51  million  (sales)  Washing- 
ton, D.C.- based  cable  programmer 
tailored  to  a  black  audience,  went 
public  in  October  at  $17  a  share  and 
immediately  shot  up  50%. 

But  on  Monday,  Dec.  16,  Johnson 
convened  a  conference  call  with  100 
analysts  and  investors  to  announce 
quarterly  results.  He  told  them  that 
compared  with  the  same  quarter  last 
year,  bet's  revenues  were  up  14%, 
operating  income  was  up  8%  and  net 
income  was  up  13%. 

The  numbers  weren't  bad,  but  the 
analysts  had  expected  better.  Disap- 
pointed, they  barraged  Johnson  with 
questions  about  bet's  operations,  es- 
pecially its  subscriber  base.  When 
Johnson  fumbled  some  replies,  the 
analysts  got  nervous  and  began 
dumping  the  stock.  By  Wednesday, 
BET  had  dropped  8  points,  to  15^4. 
Citing  an  "extreme  professional  cri- 
sis," Johnson  abrupdy  canceled  all  his 
appointments,  asked  the  New  York 
Stock  Exchange  to  halt  trading  in  bet, 
and  set  up  a  second  conference  call, 
which  only  raised  new  concerns. 

Finally,  on  Thursday,  bet's  lead 
underwriter.  First  Boston  Co.,  got 
everybody  on  the  phone  again,  this 


I  time  with  support  fi"om  Johnson's 
I  accountants  at  Price  Waterhouse.  All 
I  the  questions  were  answered  and 
Price  Waterhouse  assured  jitter}'  in- 
vestors that  the  numbers  were  kosher. 
BET  rose  278  that  afternoon,  closing  at 
18%.  Recent  price:  2078. 

Says  the  45 -year-old  Johnson,  who 

started    the    firm    in    1979    with    a 

$15,000  loan:  "I  have  definitely  been 

introduced  to  the  public  market." 

-Brjgid  McMenamin 


Barter  meister 

Last  spring  Lance  Lundberg  showed 
New  York's  Lexington  Hotel  how  to 
buy  a  $150,000  computer  system  for 
next  to  nothing.  Lundberg's  compa- 
ny. New  York- based  Icon  Interna- 
tional, gave  the  money  to  Lexington 
in  exchange  for  over  $300,000  in 
room  credits,  which  Icon  holds  as 
inventory  to  be  sold — or  bartered — 
later.  The  Lexington,  which  always 
has  some  vacant  rooms,  loses  nothing 
but  the  cost  of  changing  the  sheets  as 
Icon  draws  down  its  credit. 

"That's  barter  financing,"  says 
Lundberg,  35.  "It's  financing  paid 
wdth  capacity  surplus  by  companies 
with  a  low  marginal  cost  structure." 

Lundberg,  a  philosophy  major  at 
Yale,  got  a  master's  at  the  Harvard 
Business  School  and  then  went  to 
work  at  Booz,  Allen  &  Hamilton.  In 
1985  he  raised  $4  million  through 
Noro  Group,  a  Dutch  money  man- 
agement firm,  to  try  out  his  barter 
financing  ideas.  Last  year  Icon's  reve- 
nues (cash  plus  the  cost  basis  of  in- 
coming goods)  passed  $30  million. 

Icon's  first  clients  were  cable  televi- 
sion stations  like  Financial  News  Net- 
work. They  needed  expensive  equip- 
ment and  had  no  earnings  but  lots  of 
unsold  airtime.  Icon  purchased  video 
equipment  and  traded  it  to  the  cable 
programmers  in  exchange  for  ftiture 
airtime,  a  fiingible  commodity  that 
Icon  can  sell.  Or  barter:  Last  year  it 
traded  airtime  for  equity  in  a  new 
company  that  sells  $300  home  bur- 
glar alarms  via  two-minute  TV  spots. 

Other  Icon  clients  include  hotels, 
cruise  lines  and  magazines  (Forbes  is 
one).  What's  next?  Telecommunica- 
tions. "It's  the  ultimate  low  marginal 
cost  product,"  says  Lundberg.  "What 
does  it  cost  to  send  one  more  light 
pulse.>"  IB 
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You  don't  have  to  be  a  millionaire 

to  vacation  in  Forbes'  island  paradise 


Many  who  vacation  on  Laucala  Island  in  the  Fijis 
are  millionaires.  So  it  isn't  the  attractive  cost  that 
entices  the  rich  and  famous  to  this  famed  idyllic 
retreat  of  the  late  Malcolm  Forbes.  It's  the  exclusivity. 
The  privacy. 

Small  wonder  that  one  of  today's  most  beautiful 
film  stars  vacationed  on  this  exquisite  South  Seas  Bali 
Ha'i.  Or  that  a  Broadway  leading  man  chose  to  be 
married  here. 

Laucala  is  the  perfect  place  to  get  away  from  your 
workaday  world.  And  the  cost  is  surprisingly  modest. 


^v      Errol  Ryland  /  FORBES  MAGAZINE 
%^.       Box  303,  Fort  Garland,  CO  8 1133 

4^ 

Help 

me  escape  to  paradise  in  the 

•ri  •  •  • 

Fijis 

Name  

Address 

State 

Zip 

orcaii  71 9-379-3263 

4LD3 

No  more  than  ten  or  twelve  guests  are  ever  on  our 
island  at  the  same  time,  and  each  vacationing  couple  or 
family  is  housed  in  their  own  private  seaside  cottage. 
It's  the  perfect  place  for  a  honeymoon  or  an  escape 
from  reality. 

Stroll  pristine  beaches.  Swim,  snorkel  or  scuba  in 
azure  waters  renowned  for  the  splendor  of  their  tropi- 
cal fish  and  colorful  coral  reefs.  Fish  for  the  big  ones 
from  our  deep  sea  boat  or  just  unwind  by  the  pool. 
From  tennis  to  windsurfing,  it's  probably  the  world's 
most  exclusive  playland  paradise  for  those  who 
choose  to  vacation  their  own  way  and  on  their  own 
schedule. 

For  7  nights  and  8  days,  the  cost  is  just  $2,100  per 
person  plus  tax.  And  that  includes  everything:  all 
activities,  meals,  drinks,  lodging,  and  service  with  a 
smile.  No  tipping. 

So  come  on  down.  Luxuriate  in  this  South  Pacific 
paradise.  It's  the  vacation  of  a  lifetime.  You'll  want  to 
come  back  again  and  again. 


For  information,  please  write 
Errol  Rvland,  Manager 
Box  303,  Fort  Garland,  CO  81133 
or  call  719-379-3263 


FORBES 

M.AG.AZINE'S 

laucala 


THE  FORBES/BARRA  WALL  STREET  REUIEW 


BY  ERIC  S.  HARDY 


[Market  watchers  are  never  at  a  loss  for 
la  rational  explanation  of  what  hap- 
pened in  the  stock  market  yesterday. 
Never  mind  that  the  explanations 
[don't  do  you  much  good  when  it 
I  comes  to  predicting  the  stock  market. 

A  year  ago  stocks  were  climbing 
because  investors  expected  an  early 
end  to  the  recession — so  said  the  pun- 
dits. The  recession,  though,  drags  on 
into  1992.  Shouldn't  stocks  be  get- 
ring  killed?  They  aren't,  and  there's  a 
new  justification  for  what  is  happen- 
ing: lower  interest  rates.  Late  in  De- 
cember, following  a  cut  in  the  Federal 
Reserve's  discount  rate  to  3.5%,  the 
Barra  All- US  index  of  approximately 
5,500  common  stocks  jumped  to  a 
record  high. 

Is  there  any  reason  to  buy  stocks 
now,  once  they  have  climbed  to  26 
times  earnings?  William  LeFevre,  a 
market  strategist  at  Tucker  Anthony/ 
Sutro,  offers  a  standard  one:  Stocks 
aren't  so  bad,  when  you  consider  the 
low-yielding  alternative  of  fixed-in- 
come investments.  "Investors  who 
want  to  make  1 5%  or  16%  in  1992  will 
have  to  be  in  the  stock  market,"  he 
says.  "You  can't  get  those  returns 
fi-om  Treasurys  anymore." 

Nonetheless,  it  may  pay  to  take  a 
look  back  at  stock  market  history.  In 
the  early  1950s  interest  rates  were 
lower  than  they  are  now,  yet  the  Dow 
industrials  averaged  only  11  times 
earnings.  If  there's  a  good  reason  a 
repetition  of  low  interest  rates  should 
make  stocks  worth  twice  as  much 
now,  it  isn't  apparent  in  all  the  eupho- 
ria over  the  Fed  move. 

For  investors  who  are  nervous 
about  today's  high  P/E  ratios  but 
don't  want  to  exit  into  cash,  consider 
the  alternative  of  relatively  high-yield- 
ing, low-p/E  stocks.  John  Kaweske, 
manager  of  the  Financial  Industrial 
Income  Fund,  has  been  beating  the 
market  with  a  portfolio  that  includes  a 
large  dose  of  real  estate  investment 
trusts,  especially  those  that  own 
health  care  facilities.  Yields  are  in  the 
8%-to- 10%  range.  His  choices  include 
McditrusL  and  Health  &  Rehabilita- 
tion Properties. 


The  overall  market 
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The  Barra  All-US  index 

Index  as  of  12/26/91 

Market  value:  $3,503.9  billion 

Price/book:  2.2 

P/E:  26.2 

Yield:  2.7% 


12-nionth  closeup 


Performance 

Last  4  weeks 
Since  12/31/90 


Barra  index 

200  day  inoving  average 
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Closeup  on  the  market 


%  change  from 


Index  or  investment 

Barra  All-US  index 

Sharpe/Barra  Growth  index' 

Sharpe/Barra  Value  index  ^ 

Dow  Jones  industrials 

S&P  500 

NYSE 

Nasdaq 

Amex 

EAFE' 

CRB  index" 

Gold' 

Yen' 

Oil' 


2-week  change 

5.7% 

7.0 

5.3 

6.5 

6.1 

5.8 

4.3 

3.1 

2.8 
-0.2 
-0.8 
-2.2 
-7.3 


1  year 
25.6  % 
34.9 
19.2 
17.4 
23.3 
?4.0 
50.7 
?4.3 
8.0 
-5.5 
-7.7 
-7.3 
-30.7 


24.0 

0.0 

50.7 

0.0 

24.3 

-3.8 

8.0 

-20.0 

-5.5 

-23.1 

-7.7 

-29.3 

5-year  high 
0.0% 
0.0 
-1.3 
0.0 
0.0 
0.0 
0.0 
3.8 
0.0 
3.1 
9.3 
22.9 
55.0 


The  best  and  worst  performing  stocks' 


The  best  and  worst  performing  industry  factors^ 


! 


„u? 


Best 
SyStemix 

Price 

531/2 

2-week 
change 

62% 

1992 
EPS' 

NA 

Worst 
Best  Buy 

Price 

141/2 

2-week 
change 

-40% 

-39 

1992     1 
EPS' 

$1.56 

1.13 

Summcorp 

38 

42 

$2.68 
-0.39 

Good  Guys 

143/4 

Liposome 

131/8 

10  1/8 
181/8 

40 

Sierra  Tucson  Cos 

16 

-28 

1.71 

Toll  Brothers 

37 

36 

0.49 
-0.78 

Diagnostic  Products 

355/8 

-27 

1.95 
2.06 

Glycomed 

Delta  Woodside  Inds           l?^/, 

-25 

Best 
Construction 

2-week 
change 

13.8% 

Since 
12/31/90 

12.5% 

Worst 

Precious  metals 
Photographic,  optical 
Oil  service 

2-week 
change 

-5.8% 

-1.9 

-0.3 

0.2 

1.2 

Since 
12/31/90 

-18.8% 

4.2 

-10.2 

19.4 

47.5 

','■ 

Consumer  durables 
Real  estate 

13.7 
12.8 

32.7 
14.7 

Beverages 

11.8 

30.9 

International  oil 

Thrifts 

■■■vm 

11.7 

15.7 

Liquor 

.■>l,-«Jr-.W>.--,t 

Note:  Data  for  period  ending  12/26/91.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  wfiicti  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S. 
markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average 
earnings  growth.  ^  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  ^  A  dollar-denominated  capitalization-weightrd 
index  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective. ''  Index  of  21  commodity  futures. '  Knight-Ridder  Financial 
Information.  *  During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.  'Shows  return  to  the  industry  factor  after  controlling  for  other  influences  including  company 
size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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WORLD  MARKHS  REVIEW 


BY  GUSTAVO  UMBO 


Foreign  vs.  U.S.  markets 

Value  of  $100  invested  1 1/29/88 


$160 
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S&P  SOCi 


EAFEas  of  11/29/91: 

Value  827.9 

80    P/E  20.8 

Price/book       1.9 

Yield 
70 


Developed  markets               fl| 

Total  return' 

M 

Market 
New  Zealand 

3  months     12  months 

P/E 

10% 

11% 

10 

Japan 

5 

11 

36 

Belgium 
Netherlands 

5 

3 

11 

4 

10 

14 

Australia 

4 

30 

16 
11 

Norway 

-24 

-31 

Finland 

-14 

-21 

53 

Sweden 

-10 

12 

16 

United  States 

-4 

20 

20 

United  Kingdom     -4                6          15 

\   Emerging  markets 

^^^.                         Total  return' 
^^                 3  months     12  months 

P/E 

Region 

Latin  America        0%          1 14% 

NA 

Asia                   -4                2 

NA 

Country 

fl 

W 

Colombia 

92 

113 

17 

Pakistan 

45 

107 

17 

Venezuela 

40 

57 

25 

Zimbabwe 

-38 

-52 

8 

Brazil 

-28 

69 

8 

Indonesia 

-23 

-38 

14 

In  1991  the  happiest  U.S.  investors  were  those  who  stayed 
home.  Morgan  Stanley  Capital  International  Perspective 
reports  that  only  three  developed  markets  beat  the  U.S. — 
Hong  Kong,  Australia  and  Singapore/Malaysia.  (These 
results  are  through  Nov.  29, 1991  and  assume  that  stocks 
were  bought  and  sold  with  U.S.  dollars.) 

Among  developing  countries,  Mexico  was  a  standout, 
with  a  12-month  return  of  105%.  Elizabeth  Morrissey, 
vice  president  of  Kleiman  International  Consultants,  a 
New  York  firm  specializing  in  emerging  markets,  credits 


the  Salinas  government's  privatization  program,  plus  fall- 
ing interest  rates,  an  improved  earnings  oudook  and 
optimism  about  the  free-trade  agreement  with  the  U.S. 
The  Mexican  market's  current  capitalization  is  $86  billion, 
up  from  $33  billion  in  December  1990. 

What  about  1992?  Martin  Wade,  who  manages  the  T. 
Rowe  Price  International  Stock  Fund,  predicts  that  when 
European  government  long-term  bond  yields  (currendy 
over  8%)  fall,  stocks  in  the  Netherlands,  France,  Germany 
and  some  other  European  countries  will  benefit. 


Who's  hot 


Company/Country 

Business 

Price 

3-month 

price 

change 

P/E 

^ 

Groupe  Victoire/France 

insurance 

2731/4 

62% 

19 

Toyo  Ink/Japan 

chemicals 

51/2 

49 
46 

47 
12 

Beazer/UK 

Carter  Holt  Harvey/N  Zealand 

Total  CFP/France 

construction 

multicompany 

energy 

2 

iVs 
196 

37 
34 

14 

Cheap  foreign  stocks 


Company/Country 

Business 

Price 

Earnings 

P/E 

Aegon/Netherlands 

insurance 

653/8 

$9.74 

7 

Bayer/Germany 
Endesa/Spain 
Hitachi  Credit/Japan 
Elf  Aquitaine/France 

chemicals 
utility 

financial  svcs 
energy 

167^8 

18.41 
3.22 
0.37 
8.04 

9 
9 
31      , 

9    I 

28 '/2 

iiy? 

69 

Who's  not 

Company/Country 
Ercros/Spain 
Adia/Switzerland 
British  Aerospace/UK 

Business 

Price 

3-month 

price 

change 

P/E 

chemicals 

4 

-49% 
-41 

53 

business  svcs 

310V8 

7 

aerospace  &  def 

55/8 

-38 

4 

Linotype-Hell/Germany 
Ericsson  B  Fria/Sweden 


data  proc  equip    187'/8     -37        10 
elect  &  electron      19'/8     -34         7 


High-yielding  foreign  stocks                                   | 

Company/Country 

Business 

Price 

Yield 

P/E 

Stockland  Trust/Australia 
Powerfin/Belgium 

real  estate 
utility 

V/^ 

9.8% 

12 

73H 

9.3 

8 

Iberdrola  1  (IberdueroVSpain 
Natl  Bank  of  Canada/Canada 
Hongkong  Land/Hong  Kong 

utility 
banking 
real  estate 

8.7 
7.2 
7.2 

10 

9 

11 

Note:  Data  for  period  ending  11/29/91.  Selected  stocks  have  a  market  capitalization  of  at  least  $300  million.  'Sliows  price  return  on  ttie  EAFE  index  of  European,  Australian, 
New  Zealand  and  Far  Eastern  stocks  converted  into  U.S.  dollars.  ^Performance  numbers  reflect  both  local  price  change  and  currency  fluctuation.  Dividends  are  reinvested  after 
subtracting  foreign  withholding  tax.  NA:  Not  available.  Principal  source:  Morgan  Stanley  Capital  International  Perspective.  Emerging  markets  data  provided  by  International 
Finance  Corporation. 
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A  Very  Special  Event 


IN 


(    /I  ppearing  in  the  May  25, 1992  issue  of 
K^  jL    Forbes  will  be  Meeting  the  Challenge  of 
Sustainable  Development,  a  special  advertising 
supplement  produced  in  conjunction  with  the 
United  Nations  Conference  on  Environment  and 
Development.  The  supplement  will  promote  the 
1992  Earth  Summit  in  Rio  de  Janeiro  and  the 
emerging  concept  of  sustainable  development.  It 
will  open  with  a  special  introductory  message  from 
UNCED  Secretary-General  Maurice  Strong,  whose 
office  is  collaborating  with  the  producers  of  the 
special  supplement.  World  Communication  Works, 
of  Stamford,  CT,  and  Chuck  Wilhelm  &  Associates, 
of  San  Jose,  CA. 


Sponsoring  firms  will  receive  50%  of  committed 
display  ad  space  for  executive  commentaries  to 
highlight  how  they  are  advancing  corporate  environ- 
mental responsibility  and  sustainable  development. 
World  Communication  Works  will  assist  sponsors  to 
produce  their  executive  commentaries. 
Ad  Closing  Date:  March  30, 1992 

For  more  information,  please  contact  Ken  Smalheiser, 
President  of  World  Communication  Works,  at  303-356-1931, 
or  Irwin  Komfeld  at  Forbes  at  212-620-2244. 
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Three-way  bond  funds  are  the  latest  hot  sales  item.  But 
you  don't  have  to  pay  extra  to  get  this  kind  of  portfolio. 

Do  it  yourself 


By  Eric  S.  Hardy 

PUTNAM'S  SELLING  PITCH  for  the  Mas- 
ter Income  Trust  it  brought  out  in 
1987  was  one  of  the  oldest  rules  of 
investing:  It  pays  to  diversify.  The 
closed-end  fund,  which  quickly  raised 
$465  million,  split  its  portfolio  three 
ways:  in  foreign  bonds,  in  U.S.  Trea- 
surys  and  in  junk.  Each  of  these  three 
bond  sectors  offers  a  much  better 
yield  than  a  money  market;  each,  by 
itself,  carries  a  substantial  risk.  But  a 
blend  of  the  three  should  offer  a  good 
yield  while  exposing  the  investor  to 
much  less  risk  than  any  one  bond 
sector  by  itself. 

How  so?  Each  of  these  bond 
groups  tends  to  move  independendy 
of  the  others  and  sometimes  in  oppo- 
site directions.  Junk  bonds  move  with 
the  stock  market,  but  the  perfor- 
mance of  foreign  and  U.S.  govern- 
ment bonds  relates  more  directiy  to 
the  strength  of  economies,  currencies 
and  interest  rates. 

In  a  high -inflation,  high  economic 
growth  environment,  for  instance, 
junk  bonds  should  do  well,  as  inves- 
tors anticipate  improvement  in  the 
credit  quality  of  the  issuers.  Govern- 


ment bonds,  however,  would  suffer, 
because  their  returns  couldn't  keep 
up  with  inflation. 

Here's  one  case  where  the  theory 
has  worked,  to  judge  from  Putnam's 
results.  Over  the  past  three  years  the 
fund  has  averaged  an  excellent  13% 
annual  return  on  its  portfolio.  As  for 
risk,  the  fund's  volatility  comes  in  at 
7.3%  per  year,  lower  than  the  volatility 
on  long-term  Treasurys. 

Putnam's  fund  was  such  a  sales 
success  that  in  1988  Putnam  raised 
$1.5  billion  for  two  more  closed-end 
funds  with  the  same  objective.  First 
Boston  and  Massachusetts  Financial 
Services  followed  suit,  bringing  out 
similar  funds  of  their  own.  The  table 
shows  a  collection  of  funds  with  port- 
folios allocated  among  three  types  of 
bonds — U.S.  government  and  agency 
obligations,  junk  bonds  and  foreign 
government  and  corporate  bonds. 

There's  only  one  drawback  to  this 
kind  of  fund:  It's  a  rather  expensive 
way  to  invest,  at  least  if  you  buy  the 
fimd  at  its  original  offering  and  then 
try  to  sell  it  a  few  years  later.  Putnam 
Master  Income  came  out  at  a  7% 


premium:  Investors  paid  SI  .07  to  get ) 
only  a  dollar's  worth  of  bonds.  Now^ 
the  portfoho  is  trading  at  a  discount.. 
For  each  dollar's  worth  of  bonds,  you 
get  only  91  cents  when  you  sell  youri 
shares.  Thus,  an  investor  who  bought ' 
at  the  original  offering  and  cashed  out 
ended  up  with  a  very  disappointing' 
return. 

But  there's  an  easy  way  around  this 
problem.  Create  your  own  three-way 
fiind,  using  open -end  funds  from  a 
no-load  fund  house.  That  way  you 
pay  only  one  dollar  to  get  one  dollar 
of  bonds,  and  when  you  sell,  which 
you  can  do  at  any  time,  you  receive 
fiiU  value. 

Suppose,  for  example,  that  you  had 
concocted  a  blend-it-yourself  bond 
portfolio  at  Fidelity.  An  investment 
divided  equally  among  its  Capital  & 
Income  Fund  (a  junk  bond  fund),  its 
Government  Securities  Fund  and  its 
Global  Bond  Fund  would  have  re- 
turned 9%  a  year  over  the  past  three 
years,  not  quite  as  good  as  the  original 
Putnam  closed-end  blend  but  better 
than  the  Putnam  Master  Intermediate 
Income  Trust.  The  hvpothetical  Fi- 
delity blend  would  have  been  a  littie 
less  volatile  than  any  of  the  Putnam 
blends. 

The  value  of  diversification  proved 
itself  at  Fidelity.  The  blend's  9%  re- 
turn is  two  points  better  than  the 
return  on  a  100%  holding  in  Fidelit>' 
Government  Securities.  Yet  the 
blend's  volatility  has  been  almost 
identical  to  that  of  the  government 
bond  fund.  ^ 


Three-legged  stools 

Fund 

Recent 

Premium 

Current 

Assets 

Annual 

— Performance* — 

Volatility^ 

Conversion 

price 

(discount)^ 

yield 

($mll) 

expenses 
per  $100 

1-year 

3-year 
annualized 

date* 

First  Boston  Strategic  Income 

lOVe 

2.5  % 

12.1% 

$82 

$1.00 

30.9% 

10.0% 

6.3% 

1994 

MPS  Charter  Income  Trust 

10% 

(3.3) 

11.2 

902 

1.03 

23.3 

—.5 

s 

1995 

Putnam  Diversified  Premium  Income  Trust 

11 

(1.9) 

9.8 

100 

1.57 

22.7 

5 

_5 

6 

Putnam  Master  Income  Trust 

8Vs 

(8.7) 

9.3 

451 

1.08 

21.8 

13.1 

7.3 

1994 

Putnam  Master  Intermediate  Income  Trust 

7% 

(8.2) 

9.1 

318 

1.08 

21.0 

7.5 

5.0 

1994 

Putnam  Premier  Income  Trust 

7% 

(8.2) 

8.1 

1,107 

1.06 

16.8 

9.8 

5.4 

1994 

Fidelity  do-it-yourself  blend^ 


NA 


0.0 


10.3 


NA 


0.97 


16.4 


9.1 


3.6 


NA 


'As  of  Dec.  20,  1991,  except  First  Boston  Strategic  Income,  which  is  for  Dec.  17.  ^^Total  return  through  November  1991,  assuming  reinvestment  of 
dividends.  ^Annualized  standard  deviation  of  monthly  returns,  past  three  years.  «Earliest  date  of  conversion  to  open-end  fund.  *Fund  not  in  existence  for  full 
period.  BWiil  merge  into  the  Putnam  Diversified  Income  Trust,  an  open-end  fund,  on  Jan.  17,  1992.  'Hypothetical  portfolio  consisting  of  equal  parts  of  Fidelity's 
Capital  &  Income,  Global  Bond  and  Government  Securities  funds.     NA:  Not  available. 

The  idea  behind  these  six  ciosed-ends  is  that  Treasurys,  foreign  bonds  and  junit  bonds  maite  a  good  mix  because  they 
move  almost  independentiy  of  one  another.  You  can  also  do  the  mixing  on  your  own,  using  no-load  funds. 
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Js-Vofidelity's  convertible  bond  fund  has  been  a  standout  for 
16  last  three  years.  What's  it  been  doing  right? 

lay  it  both  ways 


\y  Katarzyna  Wandycz 


COhA^RTlBLE  BOND  is  one  that  can 
)e  exchanged  for  a  set  number  of 


vert  buyer  typically  gets  a  much  better 
current  yield  and  a  bit  less  volatility.  If 
shares  of  stock.  There  are  two  ways  to     the  stock  tanks,  the  bond  won't  go 
llook  at  this  hybrid:  as  a  bond  that  has     down  as  much;  if  the  stock  takes  off, 
an  equity  kicker,  or  as  a  stock  that     the  bond  will  go  up,  but  not  as  much, 
happens  to  have  some  bondlike  fea-         If  all  this  makes  convertibles  sound 
itureson  the  side.  like  the  closest  thing  to  a  no-lose 

Harris  Leviton,  who  began  manag-  proposition,  remember  that  if  interest 
I  ing  the  Fidelity  Convertible  Securities  rates  go  up  and  the  stock  market  goes 
Fund  in  July  1990  at  die 
young  age  of  29,  can  go  either 
way,  but  he's  more  of  a  stock 
man  at  heart.  For  him,  most 
converts,  at  least  the  ones 
worth  buying,  are  just  another 
way  to  own  stock;  the  fixed- 
income  attributes  are  inciden- 
tal. Evidendy  there's  nothing 
wrong  with  seeing  convert- 
ibles in  this  light.  In  the  12 
months  through  November, 
Leviton's  fiind  earned  the 
fifth-best  return  among  30 
.convertible  bond  fiinds 
tracked  by  Morningstar.  Its 
17%  average  annual  return 
over  the  past  three  years  is 
almost  twice  the  average  for  all 
convertible  bond  funds. 

You  don't  have  to  look  far 
for  an  explanation  for  Levi- 
ton's predilections.  Before 
taking  over  the  convertible 
fiind,  he  ran  two  all-stock 
portfolios  for  FideUty,  Fidelity 
Select  Electronics  and  Fidelity 
Select  Software   &  Computer  Ser-     down,  convertible  bonds  have  two 


Fidelity  Convertible  Securities'  Harris  Leviton 
He's  more  of  a  stock  man  at  heart. 


vices.  Leviton  maintains  15%  to  20% 
of  the  convertible  fund's  portfolio  in 
those  industries. 

Leviton  begins  by  studying  prod- 
ucts, markets  and  managements. 
Having  found  stocks  he  would  like  to 
own,  he  decides  whether  the  convert- 
ible bond  is  the  cheaper  way  to  own 
them.  The  buyer  of  a  convertible  gen- 


reasons  to  crash. 

Leviton's  biggest  convertible  posi- 
tion, 5%  of  the  $120  million  fiind,  is 
Chiron  Corp.,  the  biotechnology 
company.  When  Leviton  bought 
Chiron's  JVas  of  2015  in  December 
1990,  he  paid  $1,000  for  a  bond 
convertible  into  stock  then  worth 
$852.  Since  then  Chiron's  common 


erally  pays  5%  to  50%  more  than  the  has  risen  60%.  The  bonds  have  gone 

value  of  the  stock  into  which  it  is  up  only  40%,  but  they  have  also  paid 

convertible.   In  return  for  this  so-  $70  apiece  in  interest,  while  the  stock 

called  conversion  premium,  the  con-  has  no  yield. 


Leviton  has  a  $3  million  position  in 
the  10s  of  2001  from  Canadian  auto 
parts  maker  Magna  International  Inc. 
The  company  almost  went  bankrupt 
in  1990  when  car  production  fell. 
Since  then  Magna  has  cut  costs,  sold 
assets  and  returned  to  the  black.  The 
company's  common  has  risen  from  8 
to  16y8  in  the  time  that  Leviton  has 
held  the  bonds.  Leviton's  bpnds,  con- 
vertible into  117.3  shares  of  Magna 
common,  have  climbed  almost  as 
much,  to  $2,010  per  $1,000  of  face 
value.  Yet  Leviton  took  less  risk  than 
buyers  of  Magna  common.  They 
could  easily  have  been  wiped  out  in  a 
bankruptcy.  The  bondholders,  in 
contrast,  would  have  stood  just  be- 
hind general  creditors. 

The  equity- minded  Leviton  keeps 
about  25%  of  the  hind's  mon- 
ey in  common  stocks.  Some- 
times he  likes  a  company,  but 
not  its  convertibles.  An  exam- 
ple is  Communications  Satel- 
lite Corp.,  the  wholesaler  of 
long  distance  circuits  and  the 
fund's  eighth-largest  holding. 
Comsat's  7.75%  convertibles 
due  in  1998  command  a  52% 
premium  over  the  underlying 
common.  Why  bother."  The 
bond's  7.75%  current  yield  is 
not  all  that  much  better  than 
the  common's  4%  dividend; 
thus,  it  will  be  fairly  hard  for 
convertible  buyers  to  earn 
back  that  52%  premium  via  the 
yield  enhancement. 

Leviton  does  buy  some  con- 
vertibles for  their  yield.  One  is 
the  7.5%  due  2011  issued  by 
connector      maker      Brintec 
Corp.  At  the  price  of  $770  per 
$1,000  face,  the  bond  has  a 
yield  to  maturity  of  10V4% — or 
almost       three       percentage 
points  better  than  a  Treasury  with  a 
similar  maturity.  There's  no  equity 
play  here;  the  1989  takeover  of  Brin- 
tec by  a  British  firm  rendered  the 
bond's  equity  kicker  worthless. 

A  tenth  of  Leviton's  portfoho  is  in 
busted  converts — those  whose  un- 
derlying common  shares  have  fallen 
so  far  since  the  bonds'  issuance  that 
the  conversion  rights  are  almost  irrel- 
evant, and  the  bonds  trade,  like  the 
Brintec  issue,  on  yield  to  maturity. 
"They're  great  for  the  days  when  the 
market  crashes,"  he  says.  Hi 


Forbes  ■  January  20,  1992 


125 


Land . . .  wliat  else  can  give  you  so  much  pleasure  now  and  for  jiears  to  come? 


T^e  land  we're  offering  is  far 
from  the  crowds  and  rat  race  of 
cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream .  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Enrol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303   1WK8 
Ft.  Garland,  CO  81 133. 
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Obtain  the  Property  Report  required  by  t  eclera!  law  an.i.1  leaJ  il  bctuio  i.giiiay  jpviiiuii^  No  hederal  agency  has 
judged  the  merits  or  value,  it  any.  of  this  properly  Equal  Credit  and  Housing  Opportunity  A  statement  and  offering 
statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  not  constitute  approval 
of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  Stale  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offering   A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
Ranches  NYA86- 1 53  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Commission  permits  this  property 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value.  Obtain  the  New  Jersey  Public 
Offering  Statement  and  read  it  before  signing  anything.  NJA  #60686004  CO:  Florida  AD  20537 
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PORTFOLIO  STRATEGY 


MONEY  &  INVESTMENTS 


'ho  is  right  about  the  economy?  The  stock  market,  which  keeps 
ising?  Or  the  media,  which  keeps  glooming? 

isery  in  the  media 


BY  KENNETH  L.  FISHER 


f 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based 
money  manager.  He  has  written  two  books:  The 
Wall  Street  Waltz  and  Super  Stocks. 


Folks  are  much  too  pessimistic — 
which  is  very  bullish.  Don't  get  me 
wrong.  Yes,  we  have  had  a  rough 
recession  and  face  plenty  of  problems. 
We  all  know  that.  But  we  have  faced 
much  worse  problems  before  and  will 
deal  with  these,  too.  It's  surprise  that 
moves  the  market,  not  what  we  al- 
ready know,  and  I  am  sure  that  the 
^  surprises  will  be  mosdy  good  ones.  If 
you  routinely  read  the  dire  news  in  the 
press  or,  worse,  hear  it  on  network 
news — if  all  your  friends  already  know 
about  it  and  if  pohticians  blithely 
assume  it — it  simply  doesn't  count. 
Forget  it.  Look  elsewhere  for  events 
to  move  the  stock  market. 

I  travel  a  good  deal,  talking  with  the 
people  controlling  our  largest  pen- 
sion plans — most  of  America's  liquid 
assets  and  therefore  most  of  the  mon- 
ey that  moves  the  market.  I  see  and 
hear  darn  litde  optimism  for  the  econ- 
omy or  the  stock  market.  Consumer 
sentiment  numbers  show  the  same 
from  the  guy  on  the  street.  Too  much 
debt,  lousy  politicians,  the  fading 
consumer,  deteriorating  social  and 
moral  values.  More  and  more  you 
hear  and  see  things  like  the  recent 
New  York  Times  headline  that  this 
isn't  a  recession  but  a  depression. 

Depression?  In  depressions  there  is 
massive  unemployment,  20%  or  25%. 
In  big  recessions  like  1975  and  1982 
we  got  9%  and  10%  unemployment. 


In  this  one  we  never  got  more  than  7% 
unemployment.  And  yes,  Martha,  it 
has  been  getting  irregularly  better, 
not  worse,  despite  all  you  read  about 
layoffs.  Employment  is  rising.  It's  just 
that  everyone  who  isn't  unemployed 
is  so  God-awful  gloomy. 

I  suspect  much  of  the  gloom  owes 
to  the  fact  that  media  businesses  are  in 
the  toughest  economic  times  they 
have  seen  since  the  Great  Depression. 
They  feel  bad,  and  figure  you  should, 
too.  They  report  it  as  they  feel  it. 

The  networks,  with  the  exception 
of  Turner,  are  losing  big  bucks — they 
have  never  done  that  before.  The  big 
newspaper  chains  have  seen  drastic 
profit  declines,  and  lots  of  litde  news- 
papers actually  died  this  year.  While  it 
isn't  possible  to  get  a  handle  on  it,  I 
think  magazines  as  a  whole  are  losing 
money — all  for  the  first  time. 

Much  of  the  media's  problems  are 
of  their  own  making,  not  the  econo- 
my's. First  came  two  decades  of  over- 
expansion.  Think  of  how  many  more 
specialty  magazines  of  every  type 
there  are  than  there  were  20  years  ago. 
Look  at  all  the  new  TV  capacity 
through  cable.  Even  newspapers, 
with  comers  like  USA  Today  and  In- 
vestor's Business  Daily. 

Meanwhile,  in  the  get-lean-and- 
mean  craze  of  the  late  1980s,  a  major 
change  began  in  the  way  many  adver- 
tisers, primarily  those  with  relatively 
mature  products,  viewed  advertising. 
They  learned  that  they  could  cut  two 
bucks  of  name  maintenance  advertis- 
ing, add  a  dollar  of  in-store  promo- 
tion and  maintain  revenue  and  boost 
profits.  It  worked.  Falling  ad  volume 
has  hobbled  the  media. 

But  the  country,  possibly  as  op- 
posed to  some  media  businesses,  isn't 
going  to  hell.  I  think  this  recovery  v^ll 
be  modest  but  solid.  So  the  surprise 
will  be  pleasant.  Earnings  will  turn  up 
nicely  and  stocks  will  do  just  fine, 
particularly  smaller  ones.  As  the  de- 
cade progresses,  demographic  shifiis 


will  be  the  most  powerfiil  and  positive 
force  America  has  felt  in  decades,  as 
our  most  productive  age  groups  swell 
and  the  least  productive  age  groups 
fall  relative  to  total  population.  Sav- 
ings and  consumption  will  both  grow 
nicely,  which  happens  only  at  this  one 
phase  of  the  very  long  term  demo- 
graphic cycle.  If  recent  years  felt  like 
rowing  upstream,  the  late  1990s  will 
feel  like  a  raft  ride  down  the  Mississip- 
pi— quiet,  powerfiil  and  unending. 

As  I  write,  the  Value  Line  Arithme- 
tic, our  best  index  of  America's  aver- 
age stock,  is  at  310.  By  the  year  2001 
I  expect  it  to  be  nicely  above  1,000. 

Some  stocks  for  a  longer  1990s 
laundry  list  include: 

Ladd  Furniture  (7,  o-t-c)  is  dirt 
cheap  selling  at  book  value,  30%  of 
annual  revenue  and  6  times  cash  flow. 
It  is  down  from  25  four  years  ago.  It 
should  regain  at  least  half  that  by 
1995 .  Watkins-Johnson  (11)  wdll  see  a 
pickup  next  year  from  its  semiconduc- 
tor customers  but  sells  now  at  two- 
thirds  of  book  value  with  almost  no 
debt.  Furon  (14,  o-t-c)  sees  few  buy- 
ers for  its  specialty  plastic  compo- 
nents— now — but  will,  and  by  then 
the  stock  wall  double. 

General  Host  (7)  is  also  way  down 
from  its  1986  peak  of  25.  After  years 
of  restructuring  and  increased  focus, 
America's  largest  nursery  chain  now 
has  a  much  better  fiiture  than  is  indi- 
cated by  its  selling  at  80%  of  book 
value,  10  times  earnings  and  25%  of 
annual  revenue. 

I  recommended  Dru^  Emporium 
(6,  o-t-c)  at  9  last  Apr.  15,  and  it  has 
been  a  real  disappointment  as  inven- 
tory problems  rocked  the  stock.  But  it 
is  cheap  and  I  think  Chief  Executive 
Gary  Wilber  has  things  well  in  hand; 
1992  should  shine. 

Finally,  my  Oct.  21  recommenda- 
tion of  sc/  Systems  (6,  o-t-c)  has  been 
held  back  by  heavy  year-end  tax-loss 
selling.  The  new  year  should  make  up 
for  the  last  few  months.  Hi 
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Unlike  other  top-performing  market-timers,  Bob  Nurock 
turned  bullish  early  last  month  and  caught  the  year-end 
rally.  What  does  he  think  about  stocks  now? 


Happy  elf 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  Tlie  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


Robert  Nurock,  editor  of  Bob  Nur- 
ock^s  Advisory  investment  letter,  is  no 
longer  a  star  on  TV's  Wall  Street  Week 
but  he  still  has  a  substantial  follow- 
ing— and  a  good  record  to  match. 

Most  of  the  best  market  timers  have 
been  bearish  on  the  market.  Not  Nur- 
ock. Last  month,  just  before  the  year- 
end  rally  pushed  the  Dow  into  record 
territory,  he  turned  bullish.  His  short- 
term  model  (what  he  calls  his  "Elves 
Short-Term  Predictor,"  or  esp)  is- 
sued a  buy  signal  on  Dec.  9,  and  his 
intermediate  and  longer-term  models 
(such  as  his  "Technical  Market  In- 
dex," or  TMi)  improved  to  a  point 
from  which  they  could  turn  "quickly 
positive."  For  investors  who  took 
Nurock's  advice,  December  was  a 
profitable  month. 

Those  familiar  with  Nurock's  rec- 
ord were  not  surprised.  Among  the 
dozen  market-timing  systems  tracked 
by  the  Hulbert  Financial  Di^fest  since 
1980,  Nurock's  tmi  has  the  best  rec- 
ord. An  investor  who  switched  be- 
tween an  index  fijnd  and  cash  since 
mid- 1980  on  Nurock's  signals  would 
have  achieved  a  total  return  of  474% 
(through  199 1's  third  quarter),  com- 
pared with  368%  for  the  Wilshire 
5000's  total  return. 

For  the  record,  I  must  point  out 
that  Nurock's  tmi  has  been  lagging 


the  market  over  the  last  two  to  three 
years — by  stubbornly  staying  in  a  neu- 
tral posture  while  the  market  batded 
to  new  highs.  But  the  tmi  doesn't  lag 
the  market  by  much,  owing  to  the  fact 
that  it  has  been  steadily  earning  mon- 
ey market  interest.  And  in  any  case, 
Nurock's  ESP  timing  model,  which  is 
shorter  term  and  generates  a  greater 
number  of  switches  than  his  tmi,  has 
beaten  the  market  since  1989. 

What  made  Nurock  last  month 
turn  bullish  on  the  market  short  term? 
Two  things.  The  first  is  the  fact  that 
investors  had  grown  increasingly  pes- 
simistic about  the  economy  and  the 
probability  of  new  stock  market 
highs;  widespread  doom  and  gloom 
is,  of  course,  bullish  from  a  contrar- 
ian's standpoint.  Nurock  saw  similar- 
ities between  December's  gloominess 
and  that  prevailing  in  October  1990, 
which  coincided  with  the  bottom  of 
the  correction  (and  the  peak  of  inves- 
tor pessimism)  brought  on  by  Iraq's 
invasion  of  Kuwait. 

The  other  development  that  led 
Nurock's  models  to  start  flashing  buy 
signals  occurred  on  the  monetarx' 
front.  Even  prior  to  the  Federal 
Reserve's  Dec.  20  cut  in  the  discount 
rate  to  3^2%,  Nurock  believed  that  the 
Fed's  easing  was  on  the  verge  of 
leading  to  positive  economic  results. 
Indeed,  he  detected  signs  that  liquid- 
ity in  the  economy  was  beginning  to 
improve.  If  this  trend  were  to  contin- 
ue, he  felt,  it  would  go  a  long  way 
toward  solving  the  debt  problems 
that  overhang  the  financial  markets. 
Nurock  predicts  that  the  worst  for  the 
economy  "will  be  seen  by  the  end  of 
1992's  second  quarter"  and  that  en- 
suing economic  improvement  will 
lead  to  an  upswing  in  consumer  confi- 
dence and  to  a  sustained  rally. 

Not  surprisingly,  the  year-end  rally 
led  investors  to  become  less  pessimis- 
tic about  the  stock  market.  And  if  the 
sentiment  picture  continues  to  deteri- 


orate— if  investors    become    wildly] 
bullish,   for  example — Nurock  says 
the  rally's  fijture  would  be  in  doubt. 
In  the  meantime,  however,  Nurock 
remains  bullish  short  term. 

What  about  the  longer  term?  In  a 
sense,  the  late  December  rally  was  bad 
news  for  Nurock.  Prior  to  the  rally,  he 
says,  the  most  favorable  development 
would  have  been  for  the  market  to 
decline  to  "oversold  extremes,"  ac- 
companied by  "aggressive  pessi- 
mism." Because  the  year-end  rally 
made  such  abject  pessimism  less  like- 
Iv,  Nurock  has  become  less  confident 
that  the  preconditions  for  a  tmi  buy 
signal  will  be  met  very  soon.  Still, 
Nurock's  cautious  optimism  is 
enough  to  set  him  apart  from  other 
top-performing  market  timers.  The 
Institute  for  Econometric  Research, 
for  example,  whose  Market  Lo^ic  ad- 
visory letter  is  another  top  timer,  pre- 
dicts that  a  ferocious  bear  market  is 
imminent,  will  last  at  least  several 
years  and  will  cause  the  average  stock 
to  decline  by  nearly  one -third.  The 
institute  recommends  that  investors 
use  any  rallies  to  cut  back  on  equitv' 
positions. 

As  a  wary  bull,  Nurock  believes  the 
market  in  the  year  ahead  will  be  quite 
selective,  and  that  in  choosing  stocks 
investors  will  ha\e  to  pa\'  more  than 
the  usual  amount  of  attention  to  fiin- 
damentals.  This  is  because  interest 
rates  are  likely  to  rise  quite  quickly 
once  the  economic  recovery-  gets  un- 
derway in  mid- 1992.  Thus  NurtKk 
advises  staging  aw  ay  from  companies 
with  lots  of  debt. 

The  stocks  on  Nurock's  buy  list 
include  Baroid  Corp.,  an  oil  and  gas 
ser\ice  compan\'  that  trades  at  around 
5;  Carriage  Industries,  which  manu- 
factures carpet  and  sells  for  about  5; 
Tremont  Corp.,  a  titanium  and  ben 
tonite  mining  company  selling  at  15; 
and  \'iatcch  Inc.,  a  mapping  and  sur- 
veying firm  that  trades  at  5.  ^ 
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ith  interest  rates  sinking,  a  lot  of  people  are  fleeing 
nto  stocks.  They  may  live  to  regret  it. 

ICash  is  not  trash 


BY  FREDERICK  E.  ROWE  JR. 


Frederick  E.  (Shad)  Rowe  Jr.  is  the  general 
partner  of  Dallas'  Greenbrier  Partners, 
a  hedge  fund. 


My  friend  Mrs.  Jones  is  typical  of 
investors  these  days.  Like  a  lot  of 
Americans  trapped  in  that  most  de- 
spised of  assets — cash — she  is  upset. 
"If  they  think  I'm  going  to  put  up 
with  4%  on  my  CDs,  they've  got 
another  think  coming.  I  can't  make 
ends  meet  on  4%.  Stocks  are  the 
^  place  to  be." 

It  has  been  nine  years  since  we 
have  had  a  meaningful  bear  market. 
That  is  a  long  time  by  stock  market 
standards.  In  the  intervening  years — 
years  in  which  the  major  stock  market 
indexes  have  tripled — ^professional 
investors  have  learned  that  it  pays  to 
buy  every  dip.  Egged  on  by  the  "cash 
is  trash"  chorus  of  investment  gurus, 
the  Mrs.  Joneses  of  the  world  have 
entered  the  market  en  masse  both 
direcdy  and  through  the  purchase  of 
mutual  funds  to  a  degree  not  seen  in 
more  than  20  years. 

With  interest  rates  down,  coundess 
individuals  and  institutions  are  de- 
pending upon  the  stock  market  to 
deliver  the  sort  of  performance  that 
will  enable  them  to  meet  their  finan- 
cial objectives.  For  example,  many 
major  investment  plans  actuarially 
assume  8%  returns.  With  long-term 
rates  at  7y2%,  fiduciaries  must  shift 
assets  to  the  stock  market  in  spite  of 
dubious  fundamentals. 

While  stocks  may  appear  to  be  over- 


valued, the  bulls  will  tell  you,  history 
has  shown  that  long-term  investors  in 
common  stocks  fare  better  than  inves- 
tors in  any  other  class  of  financial 
assets.  Attempting  to  time  the  stock 
market  is  futile.  So  while  there  will 
surely  be  dips,  buy  and  hold.  Your 
patience  and  courage  will  be  reward- 
ed. And  furthermore,  this  is  an  elec- 
tion year,  and  election  years  generally 
have  been  good  in  the  stock  market. 

Maybe  so,  but  cash  is  not  trash.  The 
irony  of  cash,  as  a  few  cynics  have 
pointed  out,  is  that  when  it  seems 
least  attractive  is  when  you  want  to 
hold  it,  and  vice  versa.  For  example,  in 
1982,  with  money  market  rates  ap- 
proaching 20%,  the  public  opted  for 
cash.  The  smart  move  would  have 
been  to  move  out  of  cash  and  into 
bonds  and  stocks. 

This  is  not  a  typical  recession.  What 
we  are  seeing  is  the  sort  of  debt 
liquidation  that  occurs  regularly  every 
50  or  60  years.  It  has  been  called  a 
"contained  depression."  The  value  of 
stocks,  real  estate,  private  companies, 
art,  oil,  collectibles,  etc.  expanded 
with  the  expansion  of  credit.  The 
value  of  those  assets,  with  the  lone 
exception  of  common  stocks,  has 
contracted  with  the  contraction  in 
credit.  It  is  illogical  to  presume  that 
common  stocks  alone  will  prove  im- 
mune to  major  economic  forces. 

Valuation.  The  current  multiples 
of  book  value,  dividends  and  earnings 
are  at  the  very  upper  reaches  of  his- 
torical valuation  levels  that  never  have 
been  meaningfully  exceeded.  Despite 
the  fact  that  interest  rates  are  the 
lowest  they  have  been  in  19  years,  it  is 
foolish  to  ignore  stock  market  history, 
which  goes  back  a  good  deal  further. 

Supply  and  demand  for  shares.  Dur- 
ing the  great  bull  market  of  the  1980s, 
corporations  and  pension  funds  were 
continual  buyers  of  stock.  Billions  of 
dollars'  worth  of  stocks  were  taken 
off  the   market   through   leveraged 


buyouts  and  corporate  share  repur- 
chase programs.  This  past  year  the 
pattern  was  dramatically  reversed. 
More  new  common  stock  was  issued 
by  corporations  than  during  any  other 
year  in  recorded  stock  market  history. 
Furthermore,  corporate  insiders  have 
been  selling  at  a  pace  that  seldom  has 
been  exceeded. 

Pension  funds,  traditionally  a 
source  of  stock  market  demand,  are 
now  a  source  of  stock  market  supply. 
They  are  paying  out  more  in  benefits 
than  they  are  taking  in. 

By  definition,  for  a  bull  market  to 
continue,  the  demand  for  shares  must 
exceed  the  supply.  Corporations,  in- 
siders and  pensions  are  selling.  The 
public  is  buying,  not  because  it  feels 
optimistic,  but  because  it  is  desperate 
for  return. 

Technical  stock  market  analysts  will 
tell  you  that  falling  interest  rates  are 
bullish  for  stocks.  Falling  rates  are  a 
sign  of  health  for  the  stock  market.  It 
seems  to  me  that  interest  rates  in  an 
economy  are  a  littie  like  blood  pres- 
sure in  a  medical  patient.  When  a 
patient's  blood  pressure  drops,  it  is 
generally  a  healthy  sign.  Occasionally, 
though,  it  is  a  sign  that  there  is  some- 
thing desperately  wrong. 

The  Federal  Reserve  and  the  Ad- 
ministration are  committed  to  "kick 
starting"  the  economy,  to  getting  it 
moving  again.  Similarly,  a  doctor  is 
committed  to  getting  a  patient  back 
on  his  feet.  The  federal  medical  team 
has  continually  administered  large 
doses  of  adrenalin  and  electroshock  to 
the  sinking  economic  patient.  So  far 
the  patient  has  responded  disappoint- 
ingly to  the  escalating  stimulus.  When 
the  economic  patient  merely  twitch- 
es, there  is  cause  for  grave  concern. 

The  bearish  side  has  been  a  loser  for 
a  long  time.  It  will  not  be  on  the 
losing  side  forever.  The  more  inves- 
tors flee  fi-om  cash,  the  closer  the  turn 
becomes.  1^ 
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Alan  Greenspan's  late  December  slashing  of  the 
discount  rate  will  do  little  to  make  borrowers  borrow 
or  lenders  lend.  Keep  buying  bonds. 

A  play  with 
no  actors 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 

A.  Gary  Shilling  &  Co.,  economic  consultants 

and  investment  advisers.  His  firm  publishes  Insight, 

a  monthly  newsletter  covering  the  business 

outlook  and  investment  strategy. 


No  DOUBT  ABOUT  IT,  the  Federal  Re- 
serve is  pushing  on  a  string.  Despite 
the  expansion  in  Fed-created  bank 
reserves,  loans  continue  to  fall,  as  does 
the  broader  real  money  supply.  Fed 
Chairman  Alan  Greenspan's  decision 
late  last  month  to  cut  the  discount 
rate  by  a  full  percentage  point — to 
3.5%,  the  lowest  since  1964 — will,  I 
am  afraid,  do  litde  to  stiffen  the  string. 

The  basic  problem  is  that  the  credit 
drama's  three  actors  don't  want  to  put 
on  the  play.  The  banks  remain  off- 
stage. When  bankers  see  loans  go 
sour,  those  who  made  them  dismissed 
and  the  fine  old  banks  involved  forced 
into  shotgim  mergers,  they  retreat 
from  the  lending  footiights.  And  they 
will  stay  there.  After  the  foolhardy  and 
ultimately  disastrous  loans  of  the 
1920s,  bankers  in  the  1930s  were 
people  who  wanted  to  lend  to  those 
who  didn't  need  to  borrow  and  were 
unwilling  to  lend  to  those  who  did. 
Ditto  in  the  1990s. 

Bank  examiners  are  just  as  reluctant 
to  leave  their  dressing  rooms,  despite 
the  bigwigs  in  Washington  telling 
diem  to  encourage  bank  lending. 
Those  political  appointees  in  the  Ad- 


ministration will  be  gone  in  several 
years,  but  I'm  a  career  employee, 
reasons  the  typical  bank  examiner. 
Loans  I  discourage  may  have  been 
okay,  but  who  will  ever  know.''  Better 
safe  than  second-guessed. 

The  third  member  of  the  troupe, 
creditworthy  borrowers,  are  also  un- 
willing to  play  an  active  role.  With 
fresh  memories  of  scenes  littered  with 
the  corpses  of  yesterday's  heavy  bor- 
rowers, they  want  to  maintain  their 
fortress-like  balance  sheets.  Publicly 
held  companies  are  especially  sensi- 
tive, since  today's  market  pays  premi- 
ums for  unleveraged  balance  sheets. 

Since  no  players  want  to  participate 
in  the  credit-creating  drama,  a  weak 
economy,  low  inflation  and  dramati- 
cally lower  interest  rates  are  waiting  in 
the  wings.  The  coming  severe,  and 
global,  second  leg  of  the  recession  will 
drive  long-term  Treasury  yields  from 
the  current  7%%  to  the  4%-to-5% 
range.  Despite  the  big  bond  rally  after 
the  latest  Fed  ease,  there  is  still  big 
money  to  be  made  in  bonds. 

Many  bond  portfolio  managers, 
however,  worry  that  all  those  Fed- 
created  bank  reserves  will  come  back 
to  haunt  them  like  Hamlet's  father's 
ghost.  They  see  the  natural  forces  of 
economic  recovery,  aided  by  election- 
year-induced  fiscal  stimuli,  setting  the 
stage  for  a  rousing  economic  recovery 
scene.  Then,  as  confidence  returns, 
those  reserves,  the  raw  ingredients  for 
money  creation,  will  feed  explosive 
loan  demand  and  a  revival  of  bond- 
price -killing  inflation.  Bond  manag- 
ers also  worry  that  foreigners,  espe- 
cially the  Japanese,  will  dump  U.S. 
bonds  in  favor  of  more  attractive  the- 
aters abroad.  They  cite  the  tailing 
dollar  in  support  of  this  argument. 

I  like  this  skepticism.  Like  other 
markets,  a  long-lasting  bull  market  in 


bonds  will  climb  a  wall  of  worry.  It's 
when  all  the  players  are  convinced 
that  there  is  no  risk  that  the  produc- 
tion will  flop.  The  fundamentals  also 
suggest  that  those  fears  are  vastiy 
overdone.  This  is  a  debt-driven,  bal- 
ance-sheet recession,  a  species  not 
seen  since  the  1930s,  and  totally  un- 
like previous  postwar  declines,  which 
featured  inventory  correction  in  the 
leading  role.  So  the  normal  promoters 
of  recovery  will  be  tepid,  regardless  of 
the  availability  of  bank  reserves. 

Lower  interest  rates  will  continue 
to  have  only  minimal  effects  in  stimu- 
lating new  construction.  Commercial 
real  estate,  vastiy  overbuilt  by  gener- 
ous debt  financing,  will  be  as  dead  as 
Polonius  for  years.  With  the  postwar 
boom  in  housing  prices  over  and  con- 
sumers remaining  under  crushing 
debt  loads,  lower  mortgage  rates  \\ill 
induce  littie  new  housing  construc- 
tion. Fiscal  stimulus  is  another  post- 
war recovery  promoter,  but  the  over- 
size federal  debt  and  deficits  of  today 
will  sandbag  big  tax  cuts  or  spending 
increases,  even  in  an  election  year. 
And  any  federal  fiscal  stimulus  will  be 
essentially  offset  as  state  and  local 
governments  close  their  budget  gaps 
by  raising  taxes  and  cutting  spending. 

Even  with  economic  recover\% 
there  will  continue  to  be  two  distinct 
sets  of  potential  borrowers  on  the 
world's  stage:  the  creditworthy  but 
loan-averse,  whom  lenders  idolize, 
and  the  credit- hungrv'  but  poor  risks, 
whom  lenders  shun.  In  the  fiiture,  as 
now,  no  one  will  want  to  lend  in 
chaotic  Eastern  Europe.  But  the  U.S. 
Treasury  will  have  no  trouble  attract- 
ing fijnds,  especially  as  the  recession 
becomes  global  and  deep,  and  Trea- 
surys  serve  their  usual  role  as  interna- 
tional money's  safe  haven.  In  the  fii- 
ture, as  now,  Americans  who  have  the 
fijnds  will  work  down  their  debts, 
while  diose  in  desperate  need  of  mon- 
ey will  have  only  credit  cards  and  their 
friendly  loan  sharks. 

As  in  the  1930s,  this  distinct  divi- 
sion between  creditworthy  and  un- 
worthv  borrowers  will  keep  lending 
and  hence  economic  acti\it)-  subdued 
for  years,  regardless  of  how  low  the 
Fed  pushes  interest  rates  or  how  big  a 
pile  of  bank  reser\"es  it  creates.  So  by 
the  final  act,  interest  rates  will  be 
much  lower  and  bond  investors  will 
continue  to  benefit  hugely.  H 
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he  consumer  is  about  to  start  spending 
gain,  but  not  all  businesses  will  benefit.  Here 
re  some  likely  candidates. 

ntilthe 
ecovery  begins 


Susan  and  Lawrence  Sterne  are  co-proprietors 
of  Economic  Analysis  Associates,  a  Stowe, 
Vt.-based  research  and  consulting  firm  specializing 
in  the  consumer  sector  of  the  economy. 

The  recession  may  still  be  on,  but 
recent  revisions  of  government  statis- 
•tics  strengthen  our  opinion  that  the 
consumer  will  soon  start  spending 
again.  A  fiill-fledged,  normal- 
strength  recovery  will  be  apparent  by 
the  final  quarter  of  1992  and 
throughout  1993.  The  consumer  is 
actually  in  pretty  good  shape.  Con- 
sumer saving  during  the  1980s  has 
been  revised  upward  by  a  hefty  $460 
billion.  And  the  1991  consumer  sav- 
ing rate  was  actually  over  5%,  consid- 
erably higher  than  initially  reported. 

The  spending  resurgence  will  begin 
in  consumer  nondurables  (food  and 
clothing,  for  example)  and  spread  to 
durable  goods  (like  household  fiar- 
nishings  and  autos)  and  services  (air- 
lines) by  1993.  And  it  will  follow  a 
regional  pattern,  just  as  the  recession 
has.  Stability'  is  already  evident  in  the 
Northeast,  and  we  expect  the  South 
Atlantic  states — from  Delaware  to 
Florida — to  follow.  Near  term,  we 
expect  companies  operating  in  these 
regions  to  perform  best,  while  those 
with  heavN'  exposure  in  the  Midwest 
or  West  will  lag  behind. 


At  present,  real  consumer  spending 
is  showing  modest,  selected  signs  of 
recovery.  Spending  is  accelerating  in 
consumer  electronics  (both  durables, 
like  VCRS,  and  nondurables,  like  com- 
pact disks),  beauty  parlors,  cleaning 
and  laundering,  fiineral  expenses  and 
private  education.  And,  after  several 
disappointing  years,  demand  for 
food — both  at  stores  and  in  restau- 
rants— is  growing  again. 

Few  of  the  current  spending  gains 
are  being  carried  through  to  the 
corporate  bottom  line.  Paper  compa- 
nies, which  increasingly  lost  unit  sales 
as  they  raised  prices,  are  now  trying  to 
change  gears  by  selling  more  units  at 
lower  prices.  Thus,  though  the  sales 
of  household  paper  products  are  ris- 
ing four  times  faster  than  total  spend- 
ing growth,  companies  have  little  to 
cheer  about  because  prices  are  falling. 
Until  this  changes,  avoid  Kimberly- 
Clark  ( 102),  Procter  &-  Gamble  (94) 
and  Scott  Paper  {3S). 

We  would  also  avoid  companies 
exposed  to  rapidly  deteriorating 
consumer  demand.  These  groups  in- 
clude casinos  and  amusement  parks, 
drugstore  chains  and  ophthalmic 
and  orthopedic  appliances.  Among 
the  stocks  we  would  take  profits  in 
are  Bausch  &  Lomb  (58),  Walgreen 
(38),  Genovese  Dru^  Stores  (14, 
Amex)  and  hearing- aid  maker  Dahl- 
berg  (13,  o-t-c). 

Because  of  economic  uncertainty 
and  high  stock  valuations,  accelerat- 
ing or  decelerating  earnings  are  criti- 
cally important  these  days.  Tracking 
spending  momentum  offsets  a  way  to 
evaluate  earnings  forecasts  and  pro- 
vides a  framework  for  fiirther  analysis. 

Take  the  restaurants,  where  people 


finally  are  spending  more.  In  a  groi^ 
with  as  much  turnover  as  this  one, 
look  for  the  companies  with  strong 
balance  sheets  and  high  returns. 
Rather  than  buying  McDonald's {3>9) 
and  PepsiCo  (34),  both  of  which  arc 
highly  leveraged  and  have  mediocre 
returns  on  capital,  we  prefer  Morrison 
(26,  o-t-c),  a  nearly  SI  billion  (sales) 
operator  of  specialty'  restaurants.  It 
sells  for  a  relatively  modest  14.5 
times  trailing  12-month  earnings, 
and  its  12%  return  on  capital  is  above 
average  for  the  group.  Moreover, 
earnings  are  accelerating,  and  we 
think  analysts  will  soon  have  to  in- 
crease their  forecasts.  Sbarro  (39, 
Amex)  is  a  smaller  chain  ihat  is 
attractive  for  similar  reasons. 

We  also  like  grocer\'  stores  and 
food  distributors.  Major  food  pro- 
ducers like  H.J.  Heinz  (39)  and  cpc 
International  (90)  are  reporting 
poor  earnings  because  weak  domestic 
demand  can  no  longer  be  masked  by 
foreign  results,  now  weakening  as 
well.  But  as  prices  weaken  and  de- 
mand grows  stronger,  someone  has 
to  make  money.  We  like  distributor 
and  coffee  producer  Farmer  Brothers 
(100,  o-t-c).  There  is  no  debt;  return 
on  capital  is  nearly  double  its  nearest 
competitor's;  it  has  a  15%  five-year 
compound  growth  rate.  Yet  the  stock 
sells  for  only  9  times  trailing  12- 
month  earnings.  The  other  distribu- 
tor/grocer)^ chain  worth  a  look  is 
Super  Valii  Stores  {26). 

Finally,  because  almost  25%  of  last 
year's  rise  in  consumer  prices  was  a 
result  of  higher  excise  and  sales  taxes, 
we  are  comfortable  forecasting  only 
2.5%  inflation  in  1992.  As  a  result,  we 
think  mortgage  rates  will  fall  fijrther, 
so  we  like  housing-related  stocks. 
Pricing  currentiy  seems  to  favor  the 
purchase  of  a  new  home  over  an 
existing  one. 

The  stocks  of  home  builders  al- 
ready have  had  a  nice  run,  but  the 
runup  could  continue  as  evidence  of 
improving  demand  mounts.  Lennar 
(37)  and  Pulte  (25)  still  look  cheap. 
Nor  should  producers  of  building 
materials  be  overlooked,  as  their  po- 
tential for  operating  leverage  is  awe- 
some. Here,  we  like  roofing  manufac- 
turer Elcor  (9),  door  manufacturer 
Morgan  Products {7)  and  forest  prod- 
ucts companies  such  as  Potlatch  (36) 
^nd  gi^nt  Weyerhaeuser  {2S) .  ^M 
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BIG-NAME  STOCKS 
TO  UNIOAD  NOW: 


My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely  vulnerable 
stocks  (rated  8  or 
9)-includlng  some 
very  famous  names 
-which  I  believe 
MARTIN ZWEIG  could  "take  a  bath." 
I'll  rush  you  the  Performance  Ratings 
for  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast.  I'd  also  like  to  send  you,  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance 
of  my  key  market  indicators  which 
helped  make  The  Zweig  Forecast 


#1  IN  PROFITS,  with  a  581.5%  total 
return,  for  the  whole  11  years  through 
6/91  among  all  advisory  services 
tracked  by  Hulbert. 
(Past  results  do  not 
guarantee  future 
results.)  Call  today  for 
bonus  Performance 
Ratings  and  gift  book 
with  your  Zweig  Fore- 
cast trial.  Time  is 

'^'^^'^'3'  EXTRA  BONUS 

Three-Month  Trial  $55, 

One  Year  $265.  Visa/MC. 

1-800-535-9649  Ext.  9057. 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  11793-0926 
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IMMEDIATE 
CASH 

FOR YOUR 

SLOW  PAYING 

ACCOUNTS  RECEIVABLE 

TOWERS 

FINANCIAL  CORPORATION 

417  Fifth  Avenue 
New  York,  NY  10016 

(212)  696-0505 

Contact  Corporate 
Finance  Department 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE! 

Specialists  In  setting  up  Delaware 
CArporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

W^auKire     CallWrite  for  FREE  KIT: 

W'^istrv         PO-  Box 484-FB 
1%    7     ;       Wilmington.  DE 19899 
ii    -Zjw  800-321-CORP'302-652-€532 


FREE  REPORT 


Detailed  statistics  on  a  money 
manager  who  has  an  average 

compound  annual  rate  of 
return  for  the  last  4  vears  of 

61.20%! 

(Annual  returns  ranged  from  *147.54"/(>  to  -9.S9''/n} 

Find  out  how  you  can  participate. 

Glenwood  Financial,  Inc 

225  Nickels  Arcade 
Ann  Arbor.  MI  48104 

1-800-628-4914 

31.3-741-1800 
Fax:313-741-1806 
Past  performance  not  indicative  of  future  results 
Commodity  trading  involves  substantial  risk. 


THE  COINLESS  BEER 
VENDING  MACHINE  IS  HERE 


Never  before  has  it  been  possible 

to  tap  into  this  $60  billion  dollar 

market.  No  selling,  no  warehousing. 

Low  overhead,  highest  profits, 

unlimited  earnings  and  expansion. 

Investments  from  $15k  to  $1  million. 

Must  qualify  (800)  933-4677 


E3 


$  OVER  ONE  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manulacluring  to  Small  Retail  Shops 

No  Brokerage  Fees 

To  Buy  or  Sell 

1-800-999-SALE 

GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


SHARING 


■SCARING 


INCORPORATE 


•  Liability  Pfoleclion 

•  Reduced  Red  Tape 

•  Same  Day  Service 

•  AMEX'VISA  MC 
Welcome 


Registered 
Agents,  ltd. 

FAX  lM2\  JJ*  \9\: 


IN  DELAWARE 

800-441-5940 

CALL  TODAY 

TO  GET 

STARTED! 

THE 

OELAWAflE 

INCORPOflA  riot^ 

SPECIALISTS 


Receive  Value  Line 
for  only  ^63:  $55 

An  Introductory  subscription  to  The  Value  Line 

Investment  Survey  brings  you  the  2000-page  Investors  Reference 

Service- Value  Line's  most  recent  Ratings  and  Rejaorts  on  1700 

stocks.  You  wlU  also  receive  analyses  ofabout  130  stocks  each 

week  for  10  weeks  for>85  $55.  Available  only  once  every  two  years 

to  any  household.  SPECIAL  BONUS:  With  your  subscription  you 

will  Eilso  receive  the  J.K.  Lasser's  "Tour  Income  Tax  1992  " 

(Retail  price  $14.00)  covering  •  Year  Round  Financial  Planning  • 

Free  Tax  Update  Supplement  •  24  hours  Tax  Update  Hotline  • 

Income  Tax  Forms  and  Worksheets... (available  while  supplies  last). 

Your  subscription  to  Value  Line  may  be  tax-deductible.  Consult 

your  tax  advisor.  Send  check  or  money  order  along  with  name.   J. 

address  and  zip  code  together  with  this  ad  or: 

CaU  ToU-Free  1-800-833-0046 

(Ext.  2903-Dept.  316J20) American  Express.  MasterCard  or 

Visa.  24  hours  a  day,  7  days  a  week.  30  day  Mosey-Back 

Guarantee.  Allow  4  weeks  for  delivery.  NY  residents  add 

sales  tax.  Foreign  rates  upon  request. 

^he  Value  Line  Investment  Surrey* 

711  3rd  Avenue  NfV.  NY 
10017-4064 


CORPORATE  ITEMS 


Save 

50% 


FREE  CERIIFICATES! 

AWARD  PLAQUES  WHOLESALE 

Perfect  award  to  show  appreciation  and 
recognition  for  donors,  employees, 
salesmen,  members  and  at  meetings, 
conventions. 

SEND  FOR  FREE  COLOR 
BROCHURE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NUMBER  205-349-3765 
Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 
Tuscaloosa,  Alabama  35403 


CAPITAL  AVAILABLE 


EDUCATIONAL  SERVICES 


CAPITAL  AVAILABLE 
$250,000-$5,000,000 

Exciting  Start-Up  &  Expansion 

Projects — R.B.  Webster  Investments 

Inc.,  Investment  Bankers 

Call  305-746-8880 

N  A.S  D    M.S  R  B    S.I. PC 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

F«  Wort  Lilt  mt  llllwll 
EiptfiMct  *  No  Clossnvii 


1-800-423-3244 

FAX  (213)  471-6456 

or  stoi  MmM  rvsaMt 

lor  Frat  E««lu*M 

Pacific  \Nestern  Iniversity 


For  Information  on 
Forbes/Market  Classifie<j: 
Call  Linda  Loren 
212-620-2440 


FREE  COLLEGE  TAPE 


•  EXTERNAL  DEGREES  • 

Bs-fto  1  ■=--  ^  »--  •  »■••'-■ 

TOLL  FRII  :4  hr*  (800)  759-0005 

LA  SALLE  UMVf  KSlTV 
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WINE  CELLARS 


100%  Cotton/ Your  Logo!  — 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  for  international  orders.  For  a  price  list  and 
catalogue  please  call:  1-800-847-4478 

Fax  1-718-782-4614 

The  Queensboro  Shirt  Company 

Dept  F21,  119  N  11th  St..  Greenpoint,  NY  11211 


WINE  CELLARS  BY 


28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOHLES  ♦  MAbE  in  u  s  a 

13^  FACTORY  DIRECT  TO  YOU  ^''^Ts^(?vIr^^" 


I 


|.| 


MODEL      DESCRIPTION 


J 


440 

700 

296 

114 

230 

700FUR 

700HH 


Upright 
Upright 
Credenza 
Compact 
Two  Doors 
Fur  Vault 
His  and  Hers 


APPRX  CAPACITY 

400 
600 
280 
114 
230 
8  to  10  Furs 
300  bottles  4/5  Furs 


SUGG 
RETAIL 

S2495 
2995 
2695 
1395 
1795 
2995 
3995 


Designers'  non  wood  model  60  bottle  gloss  door  899 


YOUR 

COST 

$1695 

1995 

1795 

995 

1195 

1995 

2995 

659 


VinOtemp  Int'l  *  134  W  131st  St  (PO  box  6161E)  ♦  Los  Angeles,  CA  90061 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS.  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


PERSONAL  CARE 


VOICE  MAIL 


EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


STOP  SWEAT 
6  WEEKS 

Drionic®  is    an    in- 
credibly more  effec- 
tive way  to  combat 
excess    sweat    — 
without  chemicals. 
Electronic  treatment 
gives  6  weeks  dry- 
ness.  Reusable   - 
safe  &  effective  say^ 
'10  medical  books.      -^     FEET 
Send  for  free  information. 

GENERAL  MEDICAL  CO.  Dept.  FOB  49 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


CIMOOENyiOCO 


MBA  PROGRAMS 


Major  British  University  offers 

International 


entirely  through  home  study. 

No  Bachelor's  required.  No  travel. 
Internationally  recognized.  Origi- 
nally founded  1820.  Total  cost 
under  $6,000.  One  of  the  world's 
1 0  largest  MB  As  and  growing  fast. 

Heriot-Watt  University 

Alice  Gold.  U.S.  Agency 

1780  Shattuck  Ave. 

Berkeley  CA  94709 

Toll-free  (800)  MBA-0707  or 

fax  (5 1 0)  84 1 -87 1 1 .  Thank  vou. 


Sound  like  A  MILLION  BUCKS! 


YOUR 
MESSAGE 
THRU! 


/   "vbitE WiL 
^      CALL  PROCESSING 

Let  Voice  Solution  transform  your 
PC/XT/AT/386  into^gulti-line  voice 
g     processing  commaiW  center.  Have 
M  your  computer  intelligently  pro- 

^     '      cess  your  sales,  inquiries  and 
5^        messages.  Complete  package. 

I  4(lhgle  Line  (Bigmoutti) .  .$2%.oo 
r    Mum-Line $995.00 


([>eveloper/OEM  packages  available) 

VISA    MCAMEX- COD 

Call:  (510)  522-3800 

FAX:  (510)  522-5556 


TALKING  TECHNOLOGY,  INC. 

1125  ATLANTIC  AVE   •  ALAMEDA,  CA  94501 


w 


BUSINESS  SERVICES 


19.278  academic  topics  available! 

Send  $2.00  for  the  272-page  catalog. 

Custom-written  reports  also  available. 

RESEiWCN  MSKTMCE 

11322  Idatio  Ave.,  #206FM, 

Los  Angeles.  CA  90025 

Toll  Free  Hotline:  800-351-0222 

(California:  213-477-8226) 


Fbrbes:  Capitalistlool® 


HAND  CARVED  MAHOGANY 
JET  FIGHTERS 


Executive  BackChair 


•  16"  to  22"  models  ore  hond- 
crahed  from  solid  mohogony  with 
hondpainted  marlcings  and  deloils 

•  Over  160  models  m  stock 

•  Priced  from  $99  50 

•  Sotisfodion  guoronteed 

Call  1-800-950-9944 


i^ACiric 


VWMmifAMNGIMKEIS 

WRNI 

AnOSCUlfTUKS 

ll2S5Noc*W*Slr«l 
S<ort«lllleArrporV,U852«) 
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FRANCHISING    f: 


Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

Francorp* 

New  York            Chicago  Lot  Angelet 

237  Park  Avenue       20200  Governors  Dnve  6033  W.  Century  Blvd 

New  York.  NY  1 001 7    Olympra  Fields.  IL  S04ei  Los  An9eles.  CA  9O04S 

(2121922-3600  (708)481-2900  (310)338-0800 

1-800-877-1103 

FOR 


DO-IT-YOURSELF 
FRANCHISE  KIT 


Just  released,  the  only  low- 
cost  easy  way  to  Franchise 
your  business.  Free  info  call! 
1-800-444-4199 


Engineered  for 
customized  orthopedii 
support  to  prevent 
anid  relieve  back  pain. 


>  Built-in  adjustable 
lumbar  support 

•  Adjustable 
neck  rest 

>  Forward-tih 
feature 


'Ri»r-L-<Savr*»r    FREE  Color  C*l»log 

53  Jeffrev  Ave  ,  DepI   WE.  Hollislon.  MA  01746 


COMPUTERS 


riiTmflRYmflc 


INDUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy®  Computers 

Radio  Shack®  phones ...  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy.  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemstones.  Free  wholesale  catalog  since 
1%7!  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce . 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  l-800-«26-83S2 
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EDITED  BY  THOMAS  JAFFE 


What's  Woolworth  worth.^ 

WooLWORTH  CORP.'S  stock  recently 
made  a  new  12-month  low  of  23V2, 
down  35%  from  last  year's  high,  and 
no  wonder.  Earnings  for  the  current 
fiscal  year,  which  ends  Jan.  25,  will  be 
about  $1.80  a  share,  off  around  27% 
from  the  previous  year,  for  the  $10 
billion  (estimated  sales)  retailer. 

Operating  margins  of  the  U.S. 
Woolworth  division  (variety  stores) 
and  Canadian  operations — all  told, 
some  40%  of  sales — have  contracted 
by  more  than  half,  to  an  estimated 
2.8%  or  so,  over  the  last  two  years. 

Other  divisions  such  as  Richman, 
Anderson- Little  and  Kids  Mart  also 
are  posting  lousy  results.  Even  Wool- 
worth's  German  division  (over  20%  of 
income)  is  slowing  down. 

But  despite  these  negatives,  all  of 
which  are  well  known,  now  may  be  a 
good  time  to  start  nibbling  at  Wool- 
worth.  In  the  U.S.,  the  Foot  Locker 
and  Champs  Sports  divisions — foot- 
wear, athletic  apparel  and  equip- 
ment— are  doing  well.  Foot  Locker 
also  has  been  a  success  in  Europe, 
where  the  division  has  been  expand- 
ing rapidly. 

This  is  no  leveraged-to-the-cash- 
registers  retailer.  Woolworth's  long- 
term  debt  is  a  mere  10%  of  total 
capital.  Moreover,  just  as  the  compa- 
ny has  suffered  mightily  during  the 
recession,  it  will  enjoy  the  results  of 
considerable  operating  leverage  come 
any  economic  upturn. 

Earnings  estimates  for  the  coming 
year  are  running  at  around  $2.50  a 
share.  And  while  waiting  for  consum- 
er sales  to  pick  up,  investors  are  paid  a 
rock-solid  $1.08 -per-share  dividend. 
At  4%,  this  yield  should  provide  a 
good  deal  of  downside  protection. 

A  simulating  experience 

The  outlook  for  much  of  the  avia- 
tion industry  may  be  cloudy,  but  ana- 
lyst Roland  Williams  of  Albany, 
N.Y.'s  First  Albany  Corp.  likes  the 
prospects  of  $285  million  (estimated 
sales)  FlightSafcty  International,  Inc. 
Based  in  Flushing,  N.Y.,  the  company 
is  the  leading  independent  provider  of 
pilot-training  services  to  the  general 
aviation,  corporate,  military  and  com- 
mercial airline  markets.  It  also  makes 
sophisticated  simulators  costing  $3 
million  to  $18  million.  It  operates 


132  simulators  at  36  locations  world- 
wide, trains  over  36,000  pilots  a  year, 
and  has  long-term  contracts  with  23 
aircraft  manufacturers. 

For  years  FlightSafety  was  a  fixture 
on  Forbes'  200  Best  Small  Compa- 
nies list  (Nov.- 13,  1989).  It's  missing 
from  last  year's  list  because  of  an 
earnings  decline. 

New  plane  introductions,  the  turn- 
over of  an  aging  pilot  population  and 
the  outplacement  of  pilot  training  by 
more  commercial  airlines  will  add  to 
the   demand  for  FlightSafety's   ser- 


FlightSafety  simulator  for  regional  airliners 
Growth  market. 


vices.  In  the  regional  airline  market, 
the  field  is  wide  open,  because  few  can 
afford  their  own  training  facilities. 

Earnings  compounded  26%  annu- 
ally from  1986  to  1990  but  were 
stymied  by  the  recession  in  1991. 
Williams  estimates  earnings  declined 
5%,  from  $2.22  to  $2.10  a  share.  But 
he  expects  the  growth  to  resume  in 
1992,  when  he  looks  for  $2.50. 

Williams  also  likes  FlightSafet)''s 
strong  balance  sheet.  As  of  Sept.  30  it 
had  $187  million,  or  $5.46  a  share,  of 
cash  and  equivalents;  long-term  debt, 
$31  million,  was  only  6V2%  of  capital. 
His  estimate  of  free  cash  flow — after 
capital  spending  and  dividends — in 
1992  is  $66  million,  or  $1 .91  a  share. 

The  stock — recent  NYSE  price  of 
46V4,  well  off  its  1991  high  of  57— 
sells  for  19  times  anticipated  1992 
earnings.  Hardly  cheap,  but  tlic  price 
is  at  the  low  end  of  its  r/H  range  of  the 


mid-1980s.  A  return  to  its  1991  high 
would  constitute  a  potential  23%  up- 
side. There  are  34.3  million  shares. 
Chairman  Al  Ueltschi  and  his  family 
own  about  35%. 


Ghouls'  choice 

The  "deathwatch"  crowd  has  been 
wondering  what  to  do  about  Rollins, 
Inc.  Deathwatchers  buy  into  compa- 
nies run  by  aging  founders  who  con- 
trol a  big  chunk  of  the  equity;  the 
investors  are  speculating  that  once  the 
founder  dies,  the  heirs  may  decide  to 
sell  the  firm. 

Rollins'  founder,  O.  Wayne  Rol- 
lins, 79,  died  on  Oct.  11.  One  of  his 
sons,  R.  Randall,  59,  has  since  been 
promoted  to  chairman  and  chief  exec- 
utive. The  family  controls  47%  of  the 
23.7  million  NYSE  shares.  The  day  the 
senior  Rollins  died  the  stock  closed  at 
23y8.  It  has  since  risen  20%,  to  a 
recent  28%.  All  told,  the  stock's  up 
about  54%  since  its  Januan- 1991  low. 

If  the  Rollins  clan  decides  to  cash 
out,  the  $480  million  (estimated 
1991  sales)  company  could  make  an 
attractive  acquisition.  Based  in  Atian- 
ta,  Rollins  runs  Orkin  Exterminating, 
the  largest  U.S.  termite  and  pest  con- 
trol concern. 

The  business  accounts  for  nearly 
90%  of  sales  and  earnings.  RoUins  also 
is  in  protection  ser\'ices  and  pro\ides 
residential  lawn-care  serNices  on  a 
contractual  basis.  Its  market  capital- 
ization is  a  digestible  S678  million; 
long-term  debt  is  nil;  as  of  Sept.  30 
there  was  S41  million,  or  $1.73  a 
share,  of  cash  in  the  till. 

But  at  what  kind  of  premium  might 
a  sale  take  place.'  Analysts  estimate 
that  Rollins  earned  SI. 33  a  share  in 
1991,  up  15%;  estimates  for  1992  are 
$1.50,  a  fiirther  13%  gain.  With  the 
stock  in  the  high  20s,  there's  not  a  lot 
of  room  for  a  big  premium. 

Even  if  you  generously  capitalize 
Rollins  at  between  10  and  12  times 
estimated  1992  operating  cash  flow 
of  $70  million,  that  still  makes  for  a 
deal  price  of  $30  to  $35  per  share — 
no  more  than  22%  or  so  above  the 
current  market  price. 

Is  Rollins  worth  a  look  minus  the 
ghouls'  takeover  speculation?  Proba- 
bly. The  stock's  not  cheap,  at  19  times 
anticipated  1992  earnings,  but  that's 
still   well   within   its   traditional  P/E 
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|-ange.  Chances  are  that  it  could  trade 

S'  ip  15%  to  30%  over  the  next  year  or 
o  anyway.  Money  manager  Mario 
jabeili  likes  the  company  even  at 
:urrent  prices.  He's  been  in  the  stock 
since  the  late  Seventies;  his  funds 
)wn  10.5%. 


lack  and  blue 
Black  &  Decker 

The  STOCK  of  Black  &  Decker  Corp., 
the  world's  largest  maker  of  power 
tools,  has  been  bouncing  around  like 
a  golf  ball  the  last  couple  of  years.  In 
1990  it  fell  from  around  20  to  under 
10  because  of  concerns  about  the 
recession's  impact  on  the  $4.6  billion 
(estimated  1991  sales)  company. 

Besides  power  tools.  Black  & 
Decker  makes  home  appliances, 
cleaning  and  lighting  equipment,  fas- 
tening products,  security  hardware, 
and  lawn  and  garden  products. 

Then,  last  summer,  the  stock  ca- 
reened back  to  nearly  20,  partly  on 
speculation  that  the  Towson,  Md.- 
based  company  might  be  acquired, 
perhaps  by  Newell  Co.,  a  successful 
dealmaker  that  already  had  bought 
shares  in  the  open  market  (Forbes, 
Jan.  6). 

But  inAugust  Newell  bought  $150 
million  of  Black  &  Decker  convertible 
preferred  and  signed  a  ten-year  stand- 
still limiting  its  stake  to  its  current 
15%  holding.  Since  then,  the  NYSE- 
traded  stock  has  dropped  back  to  a 
recent  price  of  17. 

Analyst  Kemp  Fuller  Jr.  of  New 
York's  RAS  Securities  has  watched 
Black  &  Decker's  swings  closely.  He 
recommended  the  stock  in  May,  at 
1 2%,  predicting  the  share  price  could 
reach  $19.60  in  1992— "It  got 
there,"  he  says,  "but  a  year  early!" — 
and  that  it  would  hit  25  by  1993. 

Fuller  estimates  Black  &  Decker 
earned  just  70  cents  a  share  in  1991 
and  will  earn  $1 .20  in  1992.  But  he's 
sticking  with  his  target  prices  for  1 992 
and  1993,  when  he  thinks  the  compa- 
ny can  earn  at  least  $  1 .60  a  share .  One 
caveat:  More  than  40%  of  Black  & 
Decker's  sales  are  international.  A  se- 
vere downturn  overseas.  Fuller  admits, 
could  delay  the  company's  recovery. 
But  he  still  thinks  the  stock  will  offer 
handsome  gains  over  the  next  two 
years.  (There  are  61.8  million  com- 
mon shares  outstanding.)  1^ 
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450,000 
people  were 

crippled  by 

sharks 
in  the  streets 

of  lima 
lastyeac 

Loan  sharks.  Every  year,  hundreds  of 
thousands  of  small  business  operators  in  Latin 
America  and  the  Caribbean  are  financially 
crippled  by  them.  That's  why  we  created 
ACCION  International. 

Since  1961,  ACCION  International  has  been 
providing  hard-working  men  and  women  with 
otherwise  unattainable  fair-rate  small  business 
loans.  Without  these  fair-rate  loans,  thousands 
of  shoemakers,  bakers,  artisans  and  street 
vendors  would  be  unable  to  make  a  living.  But 
thanks  to  ACCION,  people  who  only  one 
year  ago  were  barely  able  to  keep  their 
families  alive,  today  have  paid  their  loans  back 
in  full  and  have  been  given  a  chance  to  better 
their  lives. 

More  importantly,  they've  been  given  back 
their  dignity. 

All  it  takes  is  for  you  to  believe  in  them. 

Send  ACCION  a  contribution  today.  Sug- 
gested donations:  $200,  $100,  $50,  or  $25. 

For  more  information  or  to  send  your 
contribution,  write  to  ACCION  International, 
1385  Cambridge  St.,  Cambridge,  MA  02139 
617-492-4930. 


ACCION 

INTERNATIONAL 
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OPPORTUNITY  TO  GIVE  YOUR 
FAMILY  SOMETHING  PRICELESS 


11  of  US  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

•Price  subject  to  change  without  notice 

Forbes  Lake  ^  the  Os^rks 

Box    303,  Fort  Garland,  CO  81 133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Name. 


I     Address - 


City/State/Zip 
Telephone . 


or  phone  81 6/438-2801         10E9  J 


luperly  Report  required  by  Federal  law  and  read  It  betori' SKiiiiiH)  .inylhing  No  (  edetal  agency  fias  ludged  the  merits  or  value  it  any  o<  !•■' ^ 
Uppoilu[iity.  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  Stale  of  the  State  of  New  York  Ttie  filing  does  not  constitute  apr'"^  • 
lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  In  any  way  passed  upon  the  ments  of  such  offering .  A  copy  of  the  offering  statemen: 
Cristo  Ranches.  NYA88  178 
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FLASHBACKS 


EDITED  DV  DERO  A.  SADMDERS 


(The  more  things  change . . ." 
^0  years  ago  in  Forbes 

IFrom  the  issue  of  Jan.  2 1 ,  1922 ) 

['Very  rich  men  rarely  talk  about 

leir  money.  Henry  Ford  is  an  excep- 

ion  in  this  respect,  as  he  is  in  many 

)thers.  Ford  told  an  able  interviewer 

lat  he  has  about  $100  million  worth 

)f  buildings,  $100  million  worth  of 

[machinery  and  a  bank  balance  of  be- 

Itween  $135  million  and  $145  mil- 

llion — $10  million  forwards  or  back- 

I  wards  is  a  matter  too  small  for  Henry 

to  bother  about." 

"Wages  of  approximately  10,000  un- 
skilled workers  in  the  mills  of  the 
largest  independent  paper  companies 
of  the  U.S.  and  Canada  were  reduced 
20%  by  a  decision  handed  down  by  a 
board  of  arbitration.  Wages  are  cut  8 
cents  an  hour,  making  the  basic  wage 
32  cents  an  hour,  or  $2.56  a  day." 


Had  the  dynamic  Mills  failed  in  his 
mission,  the  consequences  might 
have  had  a  damaging  effect  upon  the 
government's  credit  in  the  eyes  of  the 
rest  of  the  world." 


years  ago 


60 


years  ago 


(From  THE  ISSUE  OF  Jan.  15, 1932) 


Ks  1932  Twelve,  said  Auburn,  "accele^ 
ates  faster,  runs  faster  and  smoother, 
climbs  hills  faster  and  easier  than  any 
other  production  car  in  America." 


"It  is  now  stated,  and  with  fair  con- 
firmation, that  Ford  v^U  abandon  the 
contemplated  four-cylinder  job  and 
swing  into  production  of  an  eight  to 
sell  at  the  same  price.  Ford  has  been 
experimenting  with  eights  for  a  long 
time,  and  the  abrupt  shift  is  neither 
impossible  nor  improbable." 

"When  a  recent  government  bond 
offering  threatened  to  fall  flat,  it  was 
[Treasury']  Under-Secretary  [Ogden] 
Mills  who  jumped  into  the  breach, 
spent  feverish  busy  hours  rounding 
up  leading  bankers  and  importuning 
them  to  increase  their  subscriptions. 


50 

(From  THE  ISSUE  OF  Jan.  15, 1942) 
"Other  momentous  events  on  the 
world  scene  during  June  [the  Ger- 
man invasion  of  Russia]  overshad- 
owed in  the  public  press  an  event  of 
major  significance  in  the  field  of  Brit- 
ish economics.  On  June  11  the  Brit- 
ish Parliament  dealt  another  major 
blow  to  the  tottering  structure  of  free 
enterprise  in  Great  Britain,  when  it 
put  the  coal  mining  industry,  the 
backbone  of  Britain's  industrial  em- 
pire in  the  19th  century,  under  strict 
state  control." 

"Synthetic  rubber — and  only  syn- 
thetic rubber — can  be  depended 
upon  to  replace  the  staggering  mate- 
rial loss  of  the  United  Nations  in  the 
Far  East.  With  Malaya  and  the  Dutch 
East  Indies,  peacetime  suppliers  of 
97%  of  the  world's  natural  rubber, 
snatched  from  U.S.  reach  as  effective- 
ly as  though  moved  to  the  moon,  the 
synthetics  obviously  must  be  forced 
to  an  undreamed-of  expansion,  not  a 
decade  hence,  or  even  a  few  years 
hence,  but  now.'" 

"A  recent  survey  shows  that  41%  of 
all  white  men  inducted  into  the  Army 
during  the  past  two  years  are  high 
school  graduates,  or  have  some  col- 
lege training,  compared  with  9%  dur- 
ing World  War  I." 

25  years  ago 

(From  THE  ISSUE  OF  Jan.  15, 1967) 
"The  automobiles  started  it  and  the 
airlines  finished  it:  the  end  of  the 
railroads  as  the  great  movers  of  peo- 
ple. Since  1946  alone,  the  number  of 
passenger  tickets  sold  has  declined 
from  790  miUion  to  299  million." 


"The  worker  of  today  is  not  like  his 
father,  who  had  to  quit  school  after 
the  sixth  grade;  who  never  knew  one 
day  whether  he'd  be  working  the 
next;  who  had  nothing  to  leave  his 
family  except  his  burial  insurance,  and 
who  lost  even  that ...  in  the  Depres- 
sion. The  son  can't  remember  when 
unions  had  to  fight  even  for  recogni- 
tion. He  hadn't  been  bom  then." 

"American  companies  in  Europe 
long  ago  adopted  a  European  trick  to 
get  qualified  executives.  They  offered 
impressive  sounding  tides,  which  are 
even  more  sought  after  there  than  in 
the  U.S.  Now  the  European  compa- 
nies are  beginning  to  adopt  an  Ameri- 
can weapon:  high  pay.  'Europeans 
whom  we  hired  away  with  big  sala- 
ries,' says  one  U.S.  executive  in  Eu- 
rope, 'are  now  being  hired  away  from 
us  at  even  bigger  ones.'  " 

10  years  ago 

(From  THE  ISSUE  OF  Jan.  18, 1982) 
"Women  are  continuing  to  win 
more  management  spots  in  banking, 
according  to  the  numbers  filed  this  year 
with  the  Equal  Employment  Opportu- 
nity Comrhission.  More  than  38%  of 
officials  and  managers  in  the  top  100 
banks  are  now  women,  compared  with 
less  than  15%  11  years  ago." 

"The  centralized  Soviet  system  is 
simply  not  working.  Professor  [Alec] 
Nove,  now  director  of  the  University 
of  Glasgow's  Institute  of  Soviet  and 
East  European  Studies,  says:  'The 
center  can  no  longer  handle  all  the 
complexities.  Can  1  give  you  one  ex- 
ample? The  planners  decided  to  in- 
crease the  supply  of  fertilizer,  and  did 
it.  The  agriculture  ministry  pat  them- 
selves on  the  back.  Well  done!  But — 
transport  of  fertilizer?  Storage  of  fer- 
tilizer? Bags  for  it?  Machines  to  spread 
it?  They're  all  behind  schedule.  .  . . 
You've  now  got  to  make  major 
changes  in  the  system.'  "  ^M 


U.S.  dreams  25  years  ago  of  its  own  bullet  train  were,  alas,  only  dreams. 
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OOGHTSinmiEMSINESS  OF  LIFE 


Now,  ideas  are  the  raw 
material  of  progress. 
Everything  first  takes 
shape  in  the  form  of  an 
idea.  But  an  idea  by 
itself  is  worth  nothing. 
An  idea,  like  a  machine, 
must  have  power  applied  to 
it  before  it  can  accomplish 
anything.  The  men  who  have 
won  fame  and  fortune 
through  having  an  idea  are 
those  who  devoted  every 
ounce  of  their  strength 
and  every  dollar  they 
could  muster  to  putting 
it  into  operation.  Ford 
had  a  big  idea,  but  he 
had  to  sweat  and  suffer 
and  sacrifice  in  order 
to  make  it  work. 

-B.C.  Forbes 


Work  only  a  half  a  day.  It 
makes  no  difference  which 
half — the  first  12  hours  or 
the  last  12  hours. 
-Kemmons  Wilson 

A  man  is  likely  to  mind  his 
own  business  when  it  is 
worth  minding.  When  it 
is  not,  he  takes  his  mind 
off  his  own  meaningless 
affairs  by  minding  other 
people's  business. 
-Eric  Hoffer 

If  you  haven't  got  anything 
nice  to  say  about  anybody, 
come  sit  next  to  me. 
-Alice  Roosevelt  Longworth 

England  is  the  paradise  of 
individuality,  eccentricity, 
heresy,  anomalies,  hobbies 
and  humors. 
-George  Santayana 

Next  to  the  dog,  the  wastebasket 
is  man's  best  friend. 
-Anonymous 


A  Text ... 

Beloved,  I  wish  above 
all  things  that  thou 
mayest  prosper  and 
be  in  health,  even  as 
thy  soul  prospered!. 
-Ill  John:  2 


Sent  in  by  Mrs.  Goldie  Redman, 
Evans  Mills,  N.Y.  What's  your 
favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to 
senders  of  texts  used. 


More  tears  are  shed 
over  answered  prayers 
than  unanswered  ones. 
-St.  Theresa  of  Avila 

There's  a  goat  in  all  of  us, 
a  stupid,  stubborn  goat. 
-R.P.  Blackmur 

In  nature  a  repulsive 
caterpillar  turns  into  a 
lovely  butterfly.  But 
with  human  beings  a  lovely 
butterfly  turns  into  a 
repulsive  caterpillar. 
-Anton  Chekhov 

The  nationalist  has  a  broad 
hatred  and  a  narrow  love. 

-Andr£  Gide 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  tO:  Forbes  Books,  P.O.  Box  11234, 
Des  Moines,  lA  50340.  Add  sales  tax  on  orders  in 
New  York  State  and  other  states  where  applicable. 


Those  who  agree  with  us  may 
not  be  right,  but  we  admire 
their  astuteness. 
-Cullen  Hightower 

It  is  difficult  for  men  in 
high  office  to  avoid  the 
malady  of  self-delusion. 
They  are  always  surrounded 
by  worshippers.  They  are 
constandy,  and  for  the 
most  part  sincerely,  assured 
of  their  greatness. 
-Calvin  Coolidge 

Cleaning  your  house  while 
your  kids  are  still  growing 
is  like  shoveling  the  walk 
before  it  stops  snowing. 
-Phyllis  Diller 

French  novels  were  written  for 
adults,  and  confined  to  adults. 
English  novels  were  thrown  open 
to  schoolgirls^and  cut  down 
for  them.  In  Paris  the  baby 
was  forbidden  to  read  the 
man's  literature;  in  London 
the  man  was  often  compelled 
to  read  the  baby's.  Both 
conditions  can  be  described 
as  liberty. 
-G.K.  Chesterton 

If  a  nation  expects  to  be 
ignorant  and  free,  in  a  state 
of  civilization,  it  expects 
what  never  was  and  never  will  be. 
-Tho\las  Jefferson 

A  man's  ancestr\'  is  a 
positive  property'  to  him. 
-Edward  G.  BLL\\T-:R-LnTON 

When  a  true  genius  appears 
in  the  world  you  may  know 
him  by  this  sign:  that 
all  the  dunces  arc  in 
confederation  against  him. 
-IoN.vrH.\N  Swift 

If  I  keep  a  green  bough 
in  my  heart,  the  singing 
bird  will  come. 
-Chinese  prc^xerb 
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People  or  beans? 


There's  only  one  possible  answer.  Both.  With  traditional  medical 
costs  soaring  20%  a  year,  stemming  the  tide  is  essential. 

But  doing  it  at  the  expense  of  human  needs  is  unacceptable;  it's 
also  counterproductive.  Because  the  fact  is,  it  simply  doesn't  work. 
We've  found  that  controlling  costs  while  maintaining  the  quality 

of  care  aren't  mutually 
irreconcilable  goals,  but 
in  fact  go  hand  in  hand. 

And  when  they  do, 
everyone  stands  to  gain. 
Accordingly,  the  aim 
of  each  and  every 
managed  care  program 
we  offer  is  quality. 

To  that  end,  we  have 
provider  credentialling 
programs,  operate 
utilization  and  quality 
management  programs, 
and  continually  monitor 
patient  satisfaction. 

Recently,  for  example, 
94%  of  the  members 
enrolled  in  our  healthplan  rated  their  physicians  highly.  We  believe 
that  no  company  should  be  forced  to  choose  between  human  needs 
and  financial  needs. 

To  help  you  satisfy  both,  we  have  created  one  of  the  most  extensive 
health  care  networks  in  the  country.  For  literature,  call  CIGNA 
Employee  Benefits  Companies,  1-800-782-0782. 
And  talk  to  the  people  who  really  know  how  to  use  their  bean. 


We  get  paid  for  residts! 


CIGNA 


lasting  imi 


The  all-new  Buick  Skylark 

We  asked  California 

artist  Ed  Lister  to 
capture  it  on 


You  decide.  But  when  you  see  the 
completely  redesigned  1992  Skylark, 
we  think  it  will  make  a  strong  and 
positive  impression  on  you. 

Impressive  Control. 

An  all-new  Adjustable  Ride  Control 
system*  lets  you  select  the  ride  you 
desire:  soft,  for  a  comfortable  ride. 


sport,  or  an  automatic  setting  tr 
selects  the  best  suspension  feel| 
varying  speeds. 

Quality  and  Convenienc! 

Buick  quality  is  evident  througlj 
the  new  Skylark  in  thoughtful 
touches  like  rear-seat  ventilatioi 
heat  ducts,  and  the  extensive  us 
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All  this  talk  about  stability. 
No  wonder  youVe  so  nervotis. 


Relax.  Since  1924,  our  approach  to  retirement  programs  has  been 
built  upon  the  single-minded  pursuit  of  quality. 

Our  unchanging  philosophy  of  pursuing  prudent  risks  plus  our  strict 
investment  guidelines  enable  our  clients  to  prosper,  whether  the 
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§^  market  rumbles  or  roars. 
They  are  also  why  our 
Connecticut  General 
Life  Insurance  Company 
has  consistently  earned 
among  the  highest  ratings 
from  Moody's,  Standard 
&  Poor's  and  A.M.  Best 
To  us,  however,  quality 
means  more  than  having 
excellent  financial  ratings. 

It  means  superior 
fixed  income  results,  with 
guarantees  backed  by 
capital  and  surplus  in 
excess  of  $1  billion.  An 
amount  that  puts  us  in 
the  top  l%ofall  U.S.  life 
insurers.  It  means  providing  everything  you  need  to  run  a  401(k)  or 
pension  plan.  From  plan  design  to  ongoing  management  All  of  which 
allows  us  to  achieve  a  93%  client  and  asset  retention  rate  year  after  year 

For  further  information,  write  Byron  Oliver,  President,  CIGNA 
Group  Pension,  Dept  M-121,  PO.  Box  2975,  Hartford,  CT  06104. 
And  we  will  make  sure  that  you  never  get  bent  out  of  shape. 


We  get  paid  for  results! 


CIGNA 


ME  P' 


''The  other  day,  Tbmandlwere 
having  our  favorite  lunch  while 
looking  aver  the  business  page.  He 
starts  raving  about  his  brokerage 
account.  But  when  I  told  him 
everything  my  Schwab  One® 
account  gives  me...  free...  he 
stopped  raving. ' ' 


"You  pay  $80  for  a  brokerage  account 
with  checking?  Mine's  free!' 


*  Over  a  quick 
bite  to  eat, 
Tom  told  me 
that  since  he 
was  promoted, 
brokers  have 
been  ringing 
his  phone  off 
the  hook.  So  he 
finally  opened 
this  terrific 
brokerage 
account  that 

lets  him  write  checks.  Only  eighty 
bucks  a  year 

I  asked  him,  "$80  bucks  a  year? 
What,  are  your  checks  gold-plated? 
I've  got  Schwab  One . . .  and  you 
know  what  my  annual  fee  is? 
Nothing.  Zero.  Zilch." 

"I  get  daily  interest  on  my 
money.  And  free  checking." 

In  fact,  Schwab  pays  me  daily 
market  rate  interest  on  all  the 

Member  SIPC  S  1992  Charles  Schwab  &  Co.,  Inc. 


Compare 

Schwab  One  to 

similar  accounts. 

Annual 
Fee 

Initial 
Deposit 
Required 

24-Hour 
Service 

Commission 
Discounts 

Sdiwab@iM 

Brokerage  Account 
with  Checking 

FREE 

$5,000 

Yes 

Yes 

Merrill  Lynch 

Cash  Mgmt  Account 

$100 

$20,000 

No 

No 

Dean  Witter 

Active  Assets  Account 

$80 

$10,000 

No 

No 

Shearson  Lehman 

Financial  Mgmt  .Account 

$100 

$10,000 

No 

No 

Based  on  a  survey  conducted  by  Charles  Schwab  &  Co.,  Inc.  in  Oct,  1991.  Available  upon  request. 


between -investment  cash  in  my 
account.  (So  does  Tbm's  account— 
only  his  charges  $80  for  the 
'privilege'.) 

"We  both  get  a  free  VISA* 
debit  card." 

It  works  like  a  regular  VISA  card. 
But  instead  of  charg- 
ing to  a  credit  line, 
the  purchase  is 
deducted  directly 


from  my  Schwab  One  account. 

"We  both  have  lots  of 
investment  choices." 

Stocks.  Bonds.  Mutual  Funds. 
Treasuries.  And  more.  "So  you  pay 
$80,"  I  chided.  "We  get  the  same 
features  but  you  pay  your  broker 
higher  commissions.  So  what's  in 
it  for  you?"  I  asked. 

I  could  see  him  rethinking  the 
matter  "I  wonder  how  quickly  I 
can  transfer  my  investments  to 
Schwab?"  he  said. 

I  just  smiled. 

For  a  free  Schwab  One 
Investor's  Kit,  visit  your 
nearest  Schwab  branch. 
Or  call  toll-free: 

1-800-442-5111  ext  341 


Charles  Schwab 

Helping  Investors  Help  Themselves" 


We  would  have 
but  we  were  too  bu 

In  1948  a  single,  small  roadster  changed  the  course  of  automotive  history  with  a  wellspring  of  radical  concei: 
Hailed  as  a  new  vision,  in  truth  it  was  the  result  of  decades  of  development  by  Porsche  engineers; 
a  pilgrimage  in  search  of  the  perfect  car. 

Every  Porsche  sports  car  hence  has  continued  the  pilgrimage. 
Fusing  that  original  essence  with  the  fruit  of  new  thinking.  Shaping 
the  automotive  world. 

Now,  after  much  anticipation,  the  new  Porsche  968  reveals 
the  next  link  in  the  chain. 

Classic  Porsche  lines  imbue  the  968  with  a  familiar, 
timeless  face.  Yet,  there  are  no  fewer  than  seven  new 
patents  on  the  body  alone.  Stunning  new  aerodynamics 
are  sculpted  so  that  each  curve,  each  angle  serves  a 
purpose.  Design  work  is  so  detailed  that  airflow  is 
even  used  to  help  direct  rain  spray  away  from 


the  windshield. 

Beneath  that  fluid  skin,  and  boasting 
four  more  patents,  lurks  the  highest  torque 
atmospheric  3  litre  engine  in  the  world. 

Its  patented  new  Porsche  Vario-Cam™ 
continuously  optimizes  valve  timing  to 
burn  fuel  precisely  and  thoroughly  This 
increases  power  and  provides  instant 
throttle  response,  yet  also  helps  lower 
emissions  a  dramatic  22%". 

A  quick  browse  through  the  con- 
tinuing list  of  new  patents  reveals  a 
headlight  system  using  the  principle 
of  a  bee's  eyes.  Over  1,000  reflective 
facets  employ  variable  point  focus  to 
cut  reflected  glare. 

Then  there's  the  patented  new 
brake  cooling  system;  the  first  of  its 
kind  to  deflect  massive  volumes  of  air 
without  increasing  either  drag  or  front 
end  lift.  And  on  and  on,  right  down  to 
engineering  so  meticulous  that  there 
are  even  two  new  patents  on  the  spare 
tire  system. 
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ased  it  sooner, 
plying  for  patents. 

968  possesses  patented  Porsche  ideas  from  past  years  as  well.  Including  recent  breakthroughs,  like  the  optional 

Tiptronic  transmission.  The  world's  first  dual-function  gearbbx,  it  allows 
either  full  automatic  or  clutchless  manual  shifting. 

In  fact,  the  car  you  drive  now  has  no  doubt  benefited  in  ways 
that  would  surprise  you  from  Porsche's  history  of  development. 
We  pioneered  padded  dashes  in  the  '50s,  a  full  12  years 
before  Federal  tests  prompted  others  to  follow.  And  in 
1961  when  our  race  drivers  complained  of  glare  off 
their  silver  wipers,  we  fit  our  RS  61 
with  black  ones.  Try  to  find  a  car 
today  without  them. 
We  could  continue  at  length. 
But  the  most  intriguing 
gifts  to  the  automo- 
tive world  would  be 
the  newest  ones, 
housed  in  the  968. 
To  find  out  more, 
or  to  arrange  a 
private  viewing 
at  your  author- 
ized Porsche 
dealership,  call 
1-800-252-4444. 
The  968  may 
have  been  awhile 
in  coming.  But 
as  always  with 
a  new  Porsche, 
it  was 
more 
than 
worth 
the  wait. 
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Running  a  network  affiliate: 
no  more  no-brainers. 
43 


"We're  afraid  to  fail." 
69 


Hog  heaven:  mak- 
ing bacon,  ham  and 
other  goodies  in 
Smithfield,  Va. 
54 


ON  THE  COUER 


Dow  Jones:  A  Belt,  Suspenders 
And  Elastic  Waistband  69 

By  Subrata  N.  Chakravarty  and  Dana  Wechsler  Linden 
The  long-standing  success  of  the  Wall 
Street  Journal  has  put  a  veneer  of 
prestige  on  one  of  the  least  venture- 
some of  corporate  managements. 

Medical  Costs  60 

By  Richard  Plialon 

Feeding  the  health  care  monster  has 
wiped  out  all  real  gains  in  income  and 
made  us  less  competitive  abroad.  Is 
more  money  the  only  answer? 

Still  Bullish  On  Biotech  100 

By  Michael  Gianturco 

The  idea  that  biotech  stocks  are  an 
overnight  success  or  a  speculative 
bubble  is  completely  absurd. 


COMPANIES/INDUSTRIES 


43 


Television 

By  Kathryn  Harris 

Once  a  gold  mine,  television  network 
affiliates  are  losing  ground  as  more 
viewers  turn  to  cable  and  the  net- 
works cut  back  their  support. 

Up  &  Comers: 

Medstat  Systems,  Inc.  46 

By  Ignatius  Chitheien 

Rising  health  care  costs  are  a  national 
problem.  Ernest  Ludy  turned  it  into  a 
profitable  little  business. 


Up  &  Comers: 

Education  Alternatives,  Inc.  50 

By  William  Tucker 

Though  the  educational  bureaucra- 
cies hate  the  idea,  a  number  of  private 
companies  are  getting  into  the  public 
school  business. 

Smithfield  Foods,  Inc.  54 

By  Rita  Koselka 

Defying  the  cycles  that  afflict  its  in- 
dustry, Smithfield  Foods  makes  good 
money  in  pork  products. 

May  Department  Stores  80 

By  Gretchen  Morgenson 

The  Eighties  were  not  kind  to  most 
department  stores,  but  May  was  an 
exception.  Will  May's  Eighties  strate- 
gy work  in  the  Nineties? 

Charles  Schwab  Corp.  82 

By  Jason  Zweig 

Charles  Schwab  is  the  highest  priced 
among  the  discount  brokers.  Its  boss 
is  betting  the  customers  want  a  lot 
more  than  bare -bones  service. 

Southern  Pacific  86 

By  Phyllis  Berman  and  Roula  Khalaf 
Why  does  billionaire  Phil  Anschutz 
hang  on  to  the  ailing  Southern  Pacific 
railroad?  Is  it  stubbornness?  Or  guile? 
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Dollar  Diplomacy 

By  Lawrence  Minard 

Aft:er  1945  U.S.  foreign  policy  fo- 
cused on  the  Cold  War.  George 
Bush's  Asia  trip  signals  a  reorientation 
of  that  policy. 

Home  Sweet  Volga  45 

By  Richard  C.  Morais  and  Andreas  Wildhagen 
Catherine  the  Great  in\ited  the  Ger- 
mans to  Russia.  Boris  Yeltsin  intends 
to  keep  them  there. 


MONEY  &  INVESTING 
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Series  E£  Savings  Bonds 

By  William  Baldwin 

Grab  'em  before  it's  too  late:  The 
Treasury'  has  neglected  to  cut  rates  on 
6%  savings  bonds. 

Interest  Rate  Shock  63 

By  Robert  Lenzner 

With  CD  and  money  market  \ields  at 
4%,  investors  want  to  buy  equit>'. 
With  the  Dow  past  3000,  corpora- 
tions want  to  sell  equit>'.  But  it's 
anybody's  guess  when  supply  and  de- 
mand will  come  back  into  balance. 

Statistical  Spotlight: 

Healthy  Babies  112 

By  Eric  S.  Hardy 

As  businesses  slim  dow  n,  they  some- 
times spin  off  subsidiaries  rather  than 
sell  them.  Such  spinofi's  present  op- 
portunities for  investors. 
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"Defensive  medicine  proba- 
My  accounts  for  30%  of  our 
patients'  costs." 
60 


RIGHT: 

Trying  tc  pin- 
point disease- 
causing  genes. 
97 


LEFT: 

Seller  or  buyer? 
"it  depends  on  wlio 
loolts  nice  a  good 
dance  partner." 
86 


The  Funds:  Taxable  Munis  115 

By  Laura  Saunders 

Your  muni  fiind  may  be  sneaking 
some  partly  taxable  bonds  into  the 
portfolio.  Should  you  frown  or  smile? 

The  Funds:  Empty  Shelves  116 

•By  Suzanne  Oliver 

With  their  funds  back  in  public  favor, 
junk  bond  fund  managers  have  to  find 
the  merchandise. 
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Streetwalker  128 

Fund  management  companies;  Hil- 
ton Hotels;  Interstate  Bakeries;  Super 
Food  Services. 
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Drug  Wars 

By  Reed  Abelson 

When  a  prescription  drug's  ofFpatent, 
all  is  not  lost  for  the  manufacturer. 
The  drug  can  be  repackaged  for  the 
over-the-counter  market. 
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Parallel  Thinking 

By  Kathleen  K.  Wiegner 

The  fastest  computers  these  days  are 
the  parallel  processors.  But  how  do 
you  write  the  software?  Also:  Com- 
mentary by  Esther  Dyson. 
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Know  Thy  Collateral 

By  Gretchen  Morgenson 

Banks  like  to  blame  their  problems  on 
a  sick  economy,  but  how  do  you 
explain  bad  loans  like  this  Chase  Man- 
hattan beauty? 


Genomic  Wildcatters 

BySethLubove 

The  government's  approach  to  the 
genome  mystery  is  to  spend  $3  bilUon 
and  map  the  whole  thing.  Private 
enterprise  is  a  litde  more  selective. 
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Policy  Puzzle 

By  James  Lyons 

Does  insurance  mean  what  it  says? 

Depends  on  whom  you  ask. 
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''I  Guess  We  Look  Stupid" 

By  William  P.  Barrett 

A  big  project  to  build  county  jails  in 
Texas  is  about  to  cost  some  smart  out- 
of-state  investors  a  lot  of  money. 
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By  William  G.  Flanagan  and  David  Stix 
Silver  lining:  The  recession  has  creat- 
ed great  values  in  many  luxury  goods. 
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Shaker  Furniture  106 

By  Christie  Brown 

Ken  Hakuta  made  a  fortune  on  a  fad 
and  bought  one  of  the  world's  great 
collections  of  Shaker  furniture.  The 
folks  who  sold  it  to  him  wish  they'd 
found  another  buyer. 
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The  eye  travels  from  softly  rolling  cliffs,  over 
Hanalei  Bay  ana  to  craggy  Bali  Hai.  Tnis 
could  only  be  one  place  in  tne  world.  45 
holes  of  incomparatle  golf.  The  hrand-new, 
ultra-luxurious  Princeville  Hotel.  Secluded 
beaches  and  every  water  sport  known  to 


man.  Nature's  abundance  is  everywhere. 
True,  you  won't  want  to  leave,  but  that's 
all  right.  If  your  heart  is  here,  the  rest  of 
you  may  as  well  stay,  too.  Princeville  Resort. 
You  cannot  remain  unchanged  by  the 
experience. 


Princeville  Resort 

KAUAI 


For  Resort  information,  call  your  travel  agent  or  (800)  826-4400.  Or  write  Princeville  Resort,  P.O.  Box  3040,  Princeville,  Kauai,  Hawaii  96722-3040. 
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INSPIRED.  BY  NATURE 


Nature  ana  imagination  harmoniously  meet 
at  tne  ultra-luxury  Princeville  Hotel.  Witn 
just  252  rooms  ana  suites,  inspired  service  is 
at  tne  heart  or  the  experience.  Watch  the  sky 
explode  with  color  at  sunset  in  The  Living 
Room  lounge.   Golr  with  nature  as  your 


partner.  And  always  there  is  Bali  Hai, 
heckoning  across  Hanalei  Bay.  And  ir  you 
are  reluctant  to  leave  this  Eden,  stay  for  the 
invigorating  lirestyle.  The  Princeville  Hotel. 
In  a  world  or  creeping  mediocrity  suhlime 
excellence. 


Princeville  Hotel 

Princeville  Resort,  Kauai 


An  ITT  Sheraton  Luxury  Hotel 


For  reservations  and  inrormation,  call  your  travel  agent  or  ITT  Sheraton  reservations  at  (800)  325-3535. 
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The  ABOVE  is,  I  think,  how  the  Wall  Street  Journal  mi^t  headline  a 
front-page  leader  had  the  editors  decided  to  do  one  of  their 
iconoclastic  numbers  on  their  own  publisher,  Dow  Jones  &  Co. 

Written  by  Subrata  Chakravarty  and  Dana  Wechsler  Linden,  this 
issue's  cover  story — "Dow  Jones:  a  belt,  suspenders  and  elastic 
waistband" — ^is  more  than  an  account  of  Dow  Jones'  tribulations.  It  is 
a  study  of  a  business  whose  very  success  weakened  its  decision  making. 
A  company  that  found  fame  and  fortune  as  an  innovator  but  became 
ajfraid  of  innovation. 

Authors  Linden  and 
Chakravarty  are  both  Har- 
vard M.B.A.s.  Accordingly, 
they  approached  Dow 
Jones  as  a  kind  of  case 
study.  They  saw  the  compa- 
ny as  a  fascinating  illustra- 
tion of  the  interplay  be- 
tween organizations  and 
human  behavior.  Says  Lin- 
den, who  also  authored  last 
issue's  cover  article  on  busi- 
ness schools:  "Dow  Jones 
was  an  organization  that 
picked  for  the  top  spot  peo- 
ple who  had  been  successflil 
as  observers  and  synthesiz- 
ers but  were  not  entrepre- 
neurs and  innovators.  This  sent  a  signal  throughout  the  organiza- 
tion, a  signal  that  greatiy  influenced  corporate  behavior."  Granting 
all  that,  Chakravarty  confesses  to  a  certain  personal  sympathy  for 
Dow  Jones'  overcautious  style  of  decision  making.  At  Har\  ard  he 
and  classmates  were  tested  on  their  willingness  to  take  risk.  Says  he: 
"The  professor  told  me  mine  was  the  lowest  score  he  had  ever  seen." 
That's  a  major  reason  he  decided  to  become  a  w  titer  rather  than  a 
businessman.  He'd  write  about  risks  rather  than  take  them.  Story 
begins  on  page  69. 


> 


Subrata  Chakravarty 


C-^Editor 
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Thumbs  doum 

In  December  Walt  Disney  Co.  with- 
drew an  offering  of  $420  million  in 
zero  coupon  bonds  tied  to  the  success 
of  its  network  television  shows 
(Forbes,  Nov.  25,  1991).  Disney 
claims  that  it  can  borrow  cheaper 
money  elsewhere. 

More  likely,  the  offering  was  killed 
because  potential  investors  gave  it  the 
cold  shoulder.  The  zeros  guaranteed 
an  anemic  yield  of  4%.  Bondholders 
could  get  an  annual  return  up  to  20%, 
but  only  if  the  TV  programs  involved 
reached  syndication.  Not  likely.  Only 
15%  of  network  prime-time  shows  get 


Walt  Disney  Chairman  Michael  Eisner 
Investors  pan  its  latest  bond  offering. 


that  far,  and  the  shows  Disney  threw 
into  the  deal,  STAT,  Lenny  and  The 
Fanelli  Boys,  are  flops  from  past  sea- 
sons. Spinoffs  or  sequels  to  hits  like 
The  Golden  Girls  were  excluded.  The 
Disney  name  may  still  be  magic,  but  it 
can't  sell  a  bad  deal. 


Punished 

Richard  Grassgreen  and  Perry 
Mendel  used  about  $350  million  in 
junk  bonds  and  stock  underwritten  by 
Drexel  Burnham  Lambert  to  build 
the  Kinder-Care  chain  of  child-care 
centers.  Then  they  launched  an  ill- 
fated  diversification  into  financial  ser- 
vices and  shoe  retailing.  The  duo 
ofi:en  had  personal  equity  in  the  com- 
panies they  stuffed  into  Kinder- Care. 
And  they  invested  more  than  $200 
million  in  Drexel  junk  bonds  (May  16, 
1988;Apr.30,1990). 

Now  they're  getting  punished.  In 
November,  in  a  Montgomer\',  Ala. 
federal  court,  Mendel  was  sentenced 


Mendel  and  Grassgreen  at  Kinder-Care 
Getting  punished  for  past  deeds. 


to  a  year  in  prison  for  evading  taxes  on 
$480,000  he  got  fi-om  Drexel  for 
committing  to  buy  bonds  issued  in 
Drexel-backed  takeovers.  Grassgreen 
pocketed  over  $650,000  in  stock  war- 
rants and  commitment  fees  ft"om 
Drexel.  In  December,  in  federal  court 
in  Manhattan,  Grassgreen,  who  coop- 
erated with  prosecutors,  got  three 
months  in  jail. 

Things  went  fi-om  bad  to  worse 
after  Greengrass  sold  the  Kinder-Care 
day-care  operation  in  1989  to  raise 
cash.  He  was  forced  out  as  chairman 
of  the  renamed  company,  Enstar 
Group,  in  October  1990.  Last  May 
Enstar  sought  Chapter  1 1  bankruptc\' 
protection.  Under  a  reorganization 
plan  submitted  in  December,  Enstar's 
common  stockholders  would  be 
wiped  out.  The  company  is  suing 
Grassgreen  and  Mendel  for  unspeci- 
fied damages,  alleging  fi-aud  and 
breach  of  fiduciary'  dut>'.  The  case 
should  go  to  trial  in  Montgomer\'  in 
March.  -Gr.\r\m  Bltton 

Shaved  by  the  bell 

Whiz  kid  Larr\'  Welch  flogged  more 
than  $200  million  in  limited  partner- 
ships to  build  Alert  Holdings  into  the 
nation's  second-biggest  security 
alarm  monitoring  company.  But 
Forbes  heard  alarms  (July  22,  1991). 
Denver- based  Alert  milked  its  limited 
partners  for  fees  and  overpaid  for  local 
securitN'  outfits.  When  Alert  began 
losing  moncN",  Welch  sold  a  30%  stake 
to  Pittsburgh  billionaire  Henr>'  Hill- 
man  for  $24  million.  Last  year  Hill- 
man  forced  Welch  out. 
Too  late.  In  December  Alert  filed 


12 


Forbes  ■  Fcbruarv  3,  1992 


c 


r??^^ 


■—•ri^ 


Introducing  Kodak  7500-senes  copier- 
duplicators,  with  advanced  digital  technology 
that  does  just  about  anything  and  everything 
to  a  document,  time  after  time. 

At  the  touch  of  a  button,  these  new  Kodak  copiers  enlarge, 
reduce,  edit,  even  ma/ce  two-sided  11x17"  copies  that 
can  be  center-folded  and  saddle-stitched  into  pamphlets. 
With  the  fastest  high-resolution  scanner  in  copying,  a  unique 
single-pass  feeder  and  a  unique  remote  two-way  diagnostic 
system  that  will  deliver  an  all-time  high  in  uptime.  And,  because 
'they're  built  on  a  modular,  upgradable  platform,  1500-series 
copiers  will  grow,  evolve  as  technology  advances  and  your  needs 
change.  Perhaps  most  amazing:  these  digital  marvels  are  as 
affordable  as  they  are  versatile  and  reliable! 

Kodak  1570  and  1575  copier-duplicators  come  with 
some  other  very  special  extras:  the  support,  the  service,  the 

people  that  have  stood  behind 

Kodak  copiers  since 
1975.  For  details,  call 
I  -,==—     ^^1    1800255-3434, 

Ext.1500. 


.^:^. 


Performance  that  counts^ 


'  Eastman  Kodak  Company,  /  99 1 


^^The  difference  between  this  and  othl 


The  Rolex  24  at  Daytona. 

It  is  a  race  like  none  other  in 
America.  A  place  where  names  like  Foyt 
and  Gurney  are  legend.  The  ultimate 
proving  ground  where  for  24  straight 
hours  they  battle  the  road,  the  fcitigue, 
the  elements,  and  each  other  This  is  not 
just  another  Sunday  afternoon  at  the 
track.  This  is  where  exotic  V-12s  duel 
with  full-bore  V-8s  in  the  heat  of  the  day 
and  through  the  solid  black  wall  of  night. 
Then  it  starts  to  rain. 
But  the  true  storms  at  The  Daytona 
International  Speedway  have  raged  not  in 
the  skies,  but  down  on  the  track.  In  1962,  after  his  engine  failed, 
Dan  Gurney  nursed  his  winning  Lotus  across  the  line  on  the  power 
of  his  starter  motor,  much  to  the  crowd's  delight.  The  mid- sixties 
saw  classic  duels  between  Ford  and  Ferrari,  with  Ford's  prototypes 
puncturing  Ferrari's  domination  with  wins  in  1965  and  1966,  only 
to  have  Ferrari's  330  P4s  come  back  for  revenge  in  1967.  And  then 

it  was  Porsche's  turn,  with  drivers 
like  Peter  Gregg  and  Hurley 
Haywood  dominating  the  next 
two  decades  at  Daytona. 

This  is  the  full- horsepower 
legend  of  Daytona.  A  race 
where  every  element— power, 
speed,  precision,  rugged 
durability,  and 

Dan  Gurney  awaits  the  checkered  flag  in  1962.  Inrk miist  POmf 

together.  And  now,  the  world's  authority  on 
endurance  timepieces,  Rolex,  is  a  partner  in 
this  premier  race.  The  Rolex  24  at  Daytona. 

Through  each  of  his  five  24- hour 
victories  at  the  Daytona  Speedway,  Hurley 
Haywood  has  worn  his  Rolex.  "When 
heat,  dust,  and  vibration  are  the  order 
of  the  day,  and  night,"  he  says,  •  ?  • 
"you  need  a  tough  watch.         ^^ii 

"It's  why  so  many 
of  us  wear  Rolex."  Xv  yj  ±j  Jjj  Ji. 


Lces  is  night  and  day/* 


Hurley  Haywood 

Rolex  Oyster  Perpetual  Daytona  Cosmograph  in  18kt  gold  with  matching  Oyster  bracelet. 

Write  for  watth  brochure.  Rolex  Watch  V.S.A. ,  Inc. ,  Dept.  574,  Rolex  Building,  665  Fifth  Avenue,  New  York,  N.  Y.  10022-5383.  ©1991  Rolex  Watch  U.S.A. ,  Inc. 

For  informaticm  regardir\g  the  February  1  &  2,  1992  Rolex  24  at  Daytona,  call  The  Daytona  International  Speedway:  904-253-RACE.  Roiex.  Oyster  Perpetual.  Daytona  and  Ovster  are  trademarks. 


-r\.nnouncing  a  ne\A/  business  ap- 
proach to  Southern  Africa  —  the  SAA 
"Stratosleeper".  Each  seat  is  custom- 
tailored  to  meet  your  needs,  not  the 
airline's.  You  get  more  room  to 
stretch  out,  lie  back  and  relax. 

Best  of  all,  you  can  no\A/  fly  direct 
from  New  York  again  —  so  you'll  arrive 
even  more  refreshed.  Having  enjoyed 
the  luxury  service  and  gourmet  cuisine 
that  rate  us  top  with  executives, 
get  comfortable  and  let 
help  you  get  dov\/n  to  busi- 
\A/ith  a  copy  of  the  240- 
page  Doing  Business  \A/ith 
Southern  Africa. 

For  your  free  copy  just 
call  1-800-722-9675.  In 
New  York  (212)  826-0095 
or  see  your  travel  agent. 


> 


SOUTH  AFRICAN  AIRWAYS 


for  bankruptcy  protection.  Alert, 
Welch,  President  Glen  Barnard  and 
Hillman  are  being  sued  by  investors  in 
four  class-action  suits.  To  raise  funds 
for  expansion,  allege  the  suits,  the 
insiders  misrepresented  the  compa- 
ny's prospects  and  promised  unattain- 
able 14%  annual  dividends. 

Welch  calls  the  charges  "totally  un- 
true" and  blames  Alert's  downfall  on 
the  credit  crunch.  The  enterprising 
financier  has  moved  on,  raising  S9 
million  in  private  money  for  Santa 
Barbara- based  CleanAir  Transit,  a 
maker  of  electric  buses;  Welch  may 
earn  up  to  $1.3  million  in  fees.  This 
guy's  batter}'  never  seems  to  run  out. 

Changmg  the  sheets 

FiELDCREST  Cannon  may  be  poised 
for  a  turnaround  under  Chairman 
James  Fitzgibbons.  His  predecessor, 
Joseph  Ely  11,  53,  guessed  wrong  on 
raw  material  prices  (Dec.  12,  1988). 
He  also  overpaid  for  Cannon  Mills,  a 
moneylosing  maker  of  cheaper  towels 


Fieidcrest 
Cannon's 
James  Fitzgibbons 
Washing  away 
his  predecessor's 
mistakes. 


and  sheets,  and  Bigelow-Sanford,  the 
carpetmaker.  Fieidcrest  lost  $38  mil- 
lion in  1990  and  the  NYSE- listed  stock 
fell  75%,  to  below  6. 

Fitzgibbons  closed  the  unprofit- 
able electric  blanket  business,  taking  a 
$31.5  million  writedown.  He  laid  off 
some  1,700  employees,  got  rid  of 
lower-margin  sheets  and  towels  and 
cut  producti(Ki.  Through  the  third 
quarter  of  1991,  Fieidcrest  earned 
$735,000  from  operations  on  sales  of 
$869  million.  The  stock  is  back  to 
13^2,  and  with  cotton  prices  falling 
and  Fitzgibbons  concentrating  on  the 
core  bed  and  bath  di\  ision,  the  fi.iture 
looks  bright.  Wheat  First  analyst  John 
Baugh  reckons  Fieidcrest  will  earn 
$10  million  this  year  on  sales  of  SI  .2 
billion.  -AmyFeldnlw  ^ 
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The  Best  Deal 

In  New  York  Since 
Manhattan 


Let  Helmsley  Hotels  Customize  Your 
Corporate  Traveler  Program. 


For  the  first  time,  we're  offering  you 
a  program  especially  for  business 
travelers.  It's  designed  to  make  New 
York  business  trips  a  little  easier,  more 
comfortable  and  less  expensive. 

Helmsley  Hotels  Corporate  Traveler 
Program  is  customized  to  your  specific 
needs.  Whether  you're  a  small  com- 
pany that  occasionally  books  travel 


to  New  York,  or  a  large  one  with 
executives  visiting  all  the  time,  we  can 
quickly  tailor  a  program  at  any  of  our 
six  strategically  located  hotels. 

For  further  information  or  a 
specific  proposal,  contact  your  travel 
professional,  or  call  our  Corporate 
Desk  at  212-888-1624  or 

800-221-4982. 


Helmsley  Hotels 


"Right  Where  You  Want  To  Be  In  New  York" 


The  Helmsley  Palace 
The  Helmsley  Park  Lane 
The  New  York  Helmsley 


The  Helmsley  Windsor 

The  Helmsley  Middletowne 

The  Helmsley  Carlton  House 
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Like  father,  like  son 

Jonathan  Steinberg,  the  27-year- 
old  son  of  dealmaker  Saul  Steinberg, 
is  more  in  the  news  dian  his  5  2 -year- 
old  father.  The  younger  Steinberg 
runs  investment  tip  sheets.  In  Decem- 
ber he  raised  $3.9  million  by  selling 
units  of  his  company,  Financial  Data 
Systems,  to  the  public.  The  company 
consists  of  three  sheets  his  father 
helped  him  buy  starting  in  1988;  one. 
Individual  Investor  magazine  (circu- 
lation 54,000),  was  formerly  the  Pen- 
ny Stock  Journal. 

These  are  tough  times  in  the  pub- 
lishing industry  but  glorious  times  for 
people  selling  new  issues.  Right  off, 
the  prospectus  tells  investors  that  the 
price  of  the  units  is  not  necessarily 
related  to  Financial  Data's  net  worth 
or  assets  but  was  arbitrarily  set  by  the 
company  and  its  underwriter,  G.K.N. 


Jonathan  Steinberg 


Securities  of  New  York.  G.K.N,  of- 
fered 405,000  shares  at  $9  a  share, 
leaving  Steinberg  and  other  inside 
investors  with  58%  of  the  stock.  What 
does  the  public  get  for  its  money?  A 
business  with  revenues  of  less  than  $1 
million  and  a  negative  net  worth  of 
$2.4  million  in  1991.  For  its  fine 
underwriting  efforts,  G.K.N,  earned 
at  least  13%  in  fees. 

Where's  the  public  money  going.'' 
Not  to  expand  the  business.  Most  of  it 
is  going  to  shore  up  the  company's 
working  capital  and  repay  loans  from 
backers,  including  young  Steinberg's 
mom,  Barbara  Steinberg,  and  broth- 
er-in-law Jonathan  Tisch,  president  of 
Loews  Hotels. 

But  never  mind.  Financial  Data's 
units  sold  quickly  in  the  aftermarkct, 
rising  to  1 1  before  settling  recently  at 
9%  over-the-counter.  Among  the 
major  buyers  were  Saul  Steinberg's 


publicly    traded    insurance    holding 

company.  Reliance  Group  Holdings. 

-Matthew  Schifrin 


Forgotten  but  not  gone 

Shareholders  and  bondholders  lost 
their  shirts  investing  with  Gene  Phil- 
lips and  WilUam  Friedman,  the  real 
estate  sharpies  whose  conglomerate 
Southmark  went  bust  in  1989.  But 
the  doubtftil  duo  managed  to  hang 
on.  They're  still  general  partners  at 
National  Realty,  a  public  partnership 
they  trashed  in  a  1987  roUup.  But, 
yes,  Virginia,  there  is  justice  some- 
times. Under  an  agreement  with  Na- 
tional Realty  unitholders,  Phillips  and 
Friedman  are  scheduled  to  be  ousted 
as  head  honchos  this  May,  if  units 
continue  trading  below  57.  Given 
recent  prices,  this  seems  fairly  likely. 

Lose  their  spot  at  National  Realty 
and  they  would  lose  the  juicy  fees  they 
charged  to  manage  the  partnership's 
real  estate  into  financial  crisis.  Exam- 
ple: Payroll,  general  and  administra- 
tive expenses  at  the  partnership  have 
more  than  doubled,  from  $6.1  mil- 
lion in  1987  to  $14. 1  million  in  1990. 
And  in  1989  and  1990  alone  National 
Realty  paid  $6  million  to  affiliates — 
meaning  you  know  who. 

But  you  haven't  heard  the  last  of 
these  boys.  For  pennies  on  the  dollar, 
they  are  quietiy  buying  National  Real- 
ty units.  A  possible  aim:  a  majority 
stake,  so  they  could  vote  themselves 
back  in  as  general  partners.  With  affili- 
ates, they  now  hold  nearly  30%  of 
outstanding  units. 

National  Realty's  unit  price  has 
slumped  to  12;  adjusted  for  reverse 
splits,  that's  roughly  60  cents  a  unit, 
down  from  10  when  the  rollup  oc- 
curred. Nice  game  if  you  can  play  it. 
You  mismanage  a  business  almost 
into  insolvency,  then  buy  its  assets 
cheap  when  it  goes  under. 

-Grhtc:hen  Morgenson 


A  higher  calling 

Few  of  Wall  Street's  refugees  have 
switched  as  far  afield  as  Theodore 
Coburne,  38.  Until  last  June  he  head- 
ed the  global  equities  group  at  Pru- 
dential Securities.  Now  Coburne's  at 
the  Harvard  Divinit)'  School. 

"It  was  as  if  1  had  seen  a  ghost,"  he 
says,  describing  his  new  calling.  But 
he  still  has  to  pay  his  school  bills,  so  he 
sits  on  the  boards  of  two  mutual  funds 
as  well  as  several  small  companies 
including  Sage  Analytics  Internation- 
al and  Premiere  Radio  Networks.  Co- 
burne's focus  at  Harv^ard  is  adolescent 
spirituality  and  value  formation.  Can 
it  be  that  he  learned  about  adolescent 
values  while  dealing  with  his  peers  on 
Wall  Street? 

-Lisa  Guberntck 

Shorts'  shrift 

Short-sellers  got  another  bloody 
nose  from  the  recent  market  rally.  The 
average  short  account  ended  the  year 
down  more  than  30%,  estimates  Mi- 
chael Long  of  Rockbridge  Partners  in 
Charlotte,  N.C.  Combine  losses  and 
withdrawals,  and  Long  reckons  that 
the  total  amount  of  money  invested 
with  short  managers  has  plunged 
from  $3.5  billion  in  late  1990 
to  $1.7  billion  now. 

Shorts'  'X"i=^/ 
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losses  range  from  very  little  to  one 
professional  short-seller  who  lost  58% 
on  the  year.  "Small  managers  did 
better  than  the  larger  guys,"  says 
Long.  Worse  is  to  come.  Because 
short-selling  partnerships  get  paid  1% 
of  assets  under  management,  plus 
20%  of  what  they  make  after  xhcy  have 
made  up  their  losses,  unless  these 
managers  have  a  great  1992,  many 
will  probably  wind  up  earning  no  fees 
for  last  year  or  this.  -G.M. 

Europe  to  the  rescue 

Is  THERE  NO  GOOD  NEWS  from  autO- 

land.>  There's  a  little.  Saab,  the  Swed- 
ish carmaker  gm  owns  half  of  and  now 
runs,  broke  into  the  black  in  Novem- 
ber and  December  after  years  of  heavy 
losses.  GM  expects  Saab  to  make  mon- 
ey in  1992,  mosdy  thanks  to  closing 
plants  and  downsizing.  Saab,  count- 
ing the  purchase  price  and  its  share  of 
the  losses,  has  cost  GM  about  $1  bil- 
lion to  date. 

Ford  vows  its  European  operations 
will  be  profitable  this  year,  too.  Ford's 
European  sales  were  at  record  levels  in 
1991,  but  in  the  red  anyway.  One 
move  is  purely  accounting — separat- 
ing loss -making  Jaguar  from  the  Eu- 
ropean division's  books.  More  impor- 
tant is  severe  cost-cutting.  Exports  to 
the  Continent  from  Ford's  U.K. 
plants  will  increase — a  big  help  since 
the  British  market.  Ford's  bastion  in 
Europe,  is  so  weak. 

-Jerry  Flint 


The  Gahelli  tapes 

Mutual  fund  manager  Mario  Ga- 
belli  recently  sent  his  shareholders  a 
videotape  of  himself  pom- 
posing  at  length  about  val- 
^  ue  investing.  Some  inves- 

^^^  tors  were  encouraged  by  his 

^^^  prediction  of  a  7000  Dow 

^^H^  by  year  2000.  One  even 
^^V  I  thought  he  should  become 
^^m  W  a  movie  star.  But  contrar- 

^v  I  ians  wondered  whether  all 

Hf    \  this  public  imaging  wasn't  a 

r*      A  waste  of  money  and  a  sign 

^  that  Gabelli  has  begun  to 

take  himself  too  seriously  as 
an  investment  celebrity.  To 
paraphrase,  hubris  often 
goeth  before  a  fall. 

-Jason  Zw^ig  IB 
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Performance. 
Not  Promises. 
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Performance,  nbt'  pfdmise^,  from  the  largest 
recruiting  firjn  in  the  world.  Our  contingency  fee  ■ 
striK'ture  assures  your  satisfaction.  Look  in  the 
white  pages  for  the  office  nearest  you.  ^ 

I  MANAGEMENT         Vt 
I  RECRUITERS' 

The  search  and  recruiting  speciaksts...  # 
Over  400  offices  in  the  U.S.  arxJ  Canada. 


READERS  SAY 


ATDREMAN, 

VALUEISOUR 

MIDDLE  NAME. 

n  Ranked,  100%  No-Load 
Equity  Income  Mutual  Fund* 

*The  Dreman  High  Return  Portfolio, 

managed  by  Dreman  Value  Management, 
LP,  came  out  ahead  of  the  64  Equity 
Income  Funds  tracked  by  Upper  Analytical 
Services,  Inc.,  an  independent  rating 
service,  for  the  year  ending  December  31, 
1991 — placing  us  in  the  top  9%  of  the 
1,830  mutual  funds  tracked! 

Our  solid  performance  record  speaks  for 
itself.^  That's  why  in  these  uncertain  times 
investors  rely  on  the  Dreman  High  Return 
Portfolio  to  give  them  the  value  they  are 
looking  for. 

For  more  complete  information  on  our 

100%  no-load  mutual  funds,  including 

expenses,  call  or  write  for  a  free  prospectus. 

Read  it  carefully  before  investing  or  sending 

money. 

Distributor 

Dreman  Rnancial  Services,  inc. 

10  Exchange  Place,  Jersey  City,  NJ  07302 
(800)  533-1608  or  (201)  332-8228 

'As  with  any  investment,  past  performance  does  not  guarantee 
future  performance.  This  is  not  an  offer,  which  can  only  be  made 
by  formal  prospectus. 


1  -800-888-9896 


Call 

FORBES  SUBSCRIBER 
SERVICE 

To  Change  Your  Address  Or 

Order  A  New  Subscription 

(Allow  4-6  weeks  for  Address  Change. 

Please  quote  subscriber  number  on  address  label 

of  magazine.) 

or ... 

mail  this  coupon 
with  current  address  label. 
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NEW  SUBSCRIPTION 

D  1  Year  (27  issues)  $52 
n  3  Years  (81  issues)  $104 
In  Canada,  1  year  $90  Can. 
International,  add  $67  to  U.S.  annual  rate. 
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P.O.Box  10048 
Des  Moines,  lA  50340-0048 


Si,  hablamos  espanol 

Sir:  Re  "No  habla  espanol"  (Dec.  23, 
1991).  Spanish- language  tv  ad  reve- 
nues have  grown  by  double  digits 
over  the  prior  year  even  in  today's 
sluggish  economy.  You  didn't  mention 
that  the  big  three  networks  have  posted 
heavy  losses.  If  the  Hispanic  market  is 
indeed  struggling  to  prove  its  viability, 
why  are  hbo,  espn  and  the  Family 
Channel  now  creating  programming 
for  Spanish-speaking  viewers? 

The  vast  majority  of  Spanish-speak- 
ing Americans  retain  their  native  lan- 
guage and  culture  while  they  accul- 
turate  to  life  in  the  U.S.  The  term 
"Hispanic"  is  a  demographic  defini- 
tion of  peoples  from  more  than  20 
nations  who  now  reside  in  the  U.S. 
and  for  whom  the  Spanish  language  is 
a  common  denominator.  Therefore, 
the  implication  that  an  Argentine  can- 
not understand  a  Puerto  Rican  or  a 
Mexican  is  resolutely  inaccurate. 
-W.  Gary  McBride 
President-Network 
Telemundo  Group,  Inc. 
New  York,  N.T. 

Sir:  cbs  made  the  decision  to  launch 
the  CBS  Hispanic  Radio  Network  early 
in  1990  because  we  believed  that  the 
Hispanic  segment  of  our  population 
was  growing,  viable  and  interested  in 
receiving  the  kind  of  specialized  pro- 
gramming that  we  had  to  offer.  Now, 
two  years  later,  we  still  believe  that  to 
be  true. 

-Nicholas  R.  Kiernan 
Vice  President  and  General  Mana£fer 
CBS  Hispanic  Radio  Network 
New  York,  N.Y. 

Sir:  Quotes  from  our  conversation 
were  taken  completely  out  of  context. 
My  "conscience  money"  comment 
was  used  to  refer  to  the  small  and 
declining  number  of  advertisers  who 


Pepsi  targeting  the  Hispanic  market 
Hispanics  are  receptive. 


have  yet  to  appreciate  the  business 
value  of  advertising  to  the  important, 
responsive  and  unique  Hispanic  con- 
sumer market. 
-Ashley  Shomaker 
Publisher 

La  Familia  de  Hoy 
Knoxville,  Tenn. 

Deceptive  TV 

Sir:  Re  "t\'s  killer  businessmen" 
(Dec.  23, 1991).  The  Lichters  and  Dr. 
Rothman  ask  why  are  90%  of  the 
murderers  on  television  white  "ge- 
neric north  Europeans,"  as  opposed 
to  the  realit}^  that  half  of  all  killings  are 
committed  by  blacks.  Are  they  kid- 
ding? Have  they  never  heard  of  pres- 
sure groups,  picketing,  mass  boy- 
cotts, etc.?  Television  is  run  by  cow- 
ards who  dread  bad  publicity'  as  much 
as  they  dread  losing  their  jobs,  since 
the  one  ofi:en  leads  to  the  other. 

Some  years  ago  I  worked  on  a  series 
in  which,  after  the  usual  hair-raising 
battles  with  the  Standards  and  Prac- 
tices censors,  we  were  driven  to  the 
comical  expedient  of  creating  an  all- 
Czechoslovakian  mob  of  gangsters. 
They  got  into  a  gang  war  with  rivals 
who  were  each  named  after  a  different 
varietv^  of  hog.  We  figured,  accurately 
enough,  that  neither  the  Czechs  nor 
the  hogs  would  picket  .\bc,  but  the 
Italians  sure  might. 
-Eugene  Price 

Putney  Mountain  Productions,  Inc. 
Putney,  Vt. 

Sir:  Businessmen  must  hit  teleWsion 
where  it  hurts:  Withdraw  advertising 
from  antibusiness  programming. 
Then  we  will  see  if  profit  is  as  evil  in 
the  networks'  realit\'  as  it  is  in  their 
fiction. 

-Scott  M.  Holler\n 
Glendale,  Calif. 


Tax  break 

Sir:  Rc  "One  measure  that  \\ill  do  little 

gtxxi"  (Fact  and  Cofnwnit,  Jan.  6). 

The  in\estmcnt  tax  credit  has  helped 

man\'  businesses  rake  the  leap  into  more 

or  better  equipment.  It  can  be  a  x'alu- 

ablc  consideration  at  t.ix  time. 

-Mkhakl  D.  Ot  hoa 

President 

Precision  Trchnolojj)'  Corp. 

Wood  in  vilU\  Wash. 
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The  ^ole  story 

Sir:  I  was  the  ceo  of  the  Work  Wear 
Corp.  for  over  25  years  ("Mercy  kill- 
ing," Dec.  9,  1991).  "Mercy  killing" 
leads  to  an  erroneous  conception. 
The  fact  is  that  due  to  their  ineptness 
in  dealing  with  people,  and  their  in- 
ability to  operate  a  manufacturing 
business,  the  company  was  literally 
"raped"  by  PaineWebber.  They 
charged  interest  on  loans  of  4%  over 
prime,  where  Work  Wear  had  never 
before  paid  more  than  prime  or  libor. 
They  charged  fees  and  commissions 
for  sales  of  assets  by  management. 
They  granted  ridiculous  severance 
deals  in  order  to  rid  the  company  of 
longtime,  valuable  employees. 

I  declined  being  on  their  Board  of 
Directors,  knowing  the  debt  burden 
was  beyond  the  company's  ability  to 
handle.  When  PaineWebber  went 
into  this  deal  it  was  not  a  "bad  deal." 
-Leighton  a.  Rosenthal 
Cleveland,  Ohio 

Harmful  effects 

Sir:  Re  "Just  smoke"  (Dec.  23, 1991). 
I  was  the  Surgeon  General  in  1971, 
when  the  label  requirement  was 
changed  to  "Warning:  the  Surgeon 
General  has  determined  that  cigarette 
smoking  is  dangerous  to  your 
health."  I  was  assured  by  the  govern- 
ment lawyers  involved  that  providing 
immunity  from  lawsuits  was  not  Con- 
gress' intent.  Two  decades  later  it  is 
appalling  that  a  public  health  mea- 
sure, fought  every  step  of  the  way  by 
the  companies  involved,  can  be  twist- 
ed to  provide  them  legal  succor. 
-Jesse  L.  Steinfeld,  M.D. 
San  Die£[o,  Calif. 

More  to  it 

Sir:  Re  "Sucker  bait"  (Dec.  9,  1991). 
I  was  dismayed  to  find  our  company 
described  as  "sucker  bait."  We  have 
worked  to  create  earnings  from  oper- 
ations, not  ft-om  R&D  partnerships, 
research  contracts  or  interest.  We 
have  reported  32  consecutive  quar- 
ters of  increased  revenues  and  have 
profits  in  excess  of  $1  million. 
-Richard  A.  Sandberg 
Chairman  and  Chief 

Executive  Officer 
Dianon  Systems 
Stratford,  Conn. 

Forbes  ■  February  3,  1992 


'24:  Mouton  Rothschild  isn't  something  you  forget. 
We  were  at  Claire's  summer  place. 


Or  was  it  The  St.  Regis? 


AN  ITT  SHERATON  LUXURY  HOTEL 


FIFTH  AVE  AT55TH  ST,  NEW  YORK,  NY  10022  -TEL  212.753.4500,  TELEX  148368,  FAX  212.541.4736 
FOR  RESERVATIONS  CALL  TOLL  FREE  800-759-7500  OR  YQUR  TRAVEL  SPECIALIST. 


You  concentrate  on  your  thoughts, 
let  Olympus  take  the  notes. 

When  thoughts  come  faster  than  you  can  remember  them,  pick  up  an  Olympus 
Pearlcorder.  You'll  find  a  recorder  with  clarity  that  leaves  no  margin  for  error. 

The  Olympus  Pearlcorders.  From  the  people  who  invented  the  Microcassette, 
they're  a  very  good  way  to  hear  yourself  think. 

Call  1-800-221-3000,  ext.  51  for  a  free  Taping  Tips  brochure.  Or  write 
Olympus  Corporation,  Crossways  Park,  Woodbury,  N  Y  1 1797-2087. 

our  MRUS 

Pearlcorder 


IVHCROCASS€TT6~  RECORDERS 
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DIAMANTE. 

THE  APPRAISALS  ARE  IN.     ^^ 

.;  _Appraisals  from  experts  are  always  enlightening.  On  the 
Diamante,  they  have  been  overwhelmingly  glowing. 

Motor  Trend  reported  that  "the  Diamante's  sharply  de- 
fined performance  enables  a  driver  to  feel  eminently  in 
control."  Meanwhile,  the  interior  design  ensures  that  "driver 
and  passengers  are  utterly  pampered" 

The  Diamante  is  "a  well-bred  automobile,"  according  to 
Carand  Driver.  "The  nde  is  controlled,  yet  magic-carpet 
silky.. .the  leather  interior  is  a  knockout.. .whisper-quiet." 

And  after  road-testing  the  Diamante  LS,  with  its  202- 
horsepower  V6  engine,  ABS  brakes,  exclusive TCrtraction 
control,*  dnver-side  air  bag  and  numerous  luxury  amenities. 
Road  &  Track  simply  said,  "We  are  mightily  impressed " 

If  you  would  like  to  make  your  own  evaluation,  your 
Mitsubishi  Motors  Dealer  would  be  happy  to  oblige.  Please 
call  1-800-447-4700  for  the  Dealer  nearest  you. 
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'he  name  M.tSubisni  means  three  dismonas,  and  has  s,gnifiec 
automotive  exceiience  for  75  years. 
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MITSUBISHI 

The  word  is  getting  around"  1""-^^"' 


Light  is  ttie  controlling  force. 
A  corn  sprout  grows  from  this  kernel  of  truth. 
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Up  to  twelve  different  messages  can  be  programmed  in  a 
changeable  traffic  signal.  Scfiott.  a  pioneer  in  special  glass, 
developed  complete  optical  systems  to  enable  traffic  to  be 
optimally  controlled  under  all  conditions. 


The  corn  sprout  conducts 
sunlight  down  to  its  root 
tip.  From  there,  light  con- 
trols the  young  plant's 
growth. 
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No  two  ways  about  it  -  we  must 
admit  that  our  light  conducting 
glass  fibers,  known  as  optical 
fibers,  aren't  exactly  the  first  to 
light  the  way.  Take  corn,  for 
example.  The  tender  shoot  of  a 
germinated  kernel  conducts 
daylight  deep  down  to  the  very 
tip  of  its  root.  That's  the  con- 
trolling force  behind  the  growth 
of  a  corn  sprout. 

Optical  fibers  are  ideal 

for  controlling  and  conducting 
light.  Like  in  the  middle  of  traffic. 
Bundles  of  optical  fibers  con- 
duct light  from  halogen  lamps  to 
the  front  plate  of  traffic  signals. 
And  the  free  ends  of  optical 
fibers   are  where  traffic   mes- 


sages are  generated.  This  way, 
up  to  twelve  messages  can  be 
transmitted  by  a  single  traffic 
signal.  And  they  can  be  clearly 
seen  from  a  distance  -  even  in 
bad  weather. 

Optical  fibers  for  traffic 

control,  available  from  Schott 
America,  are  just  one  "shining" 
example  of  their  application. 
Highly  transparent  optical  fibers 
also  control  switching  oper- 
ations in  power  plants  or 
transmit  data  between  com- 
puters. You'll  encounter  our 
fiber  optics  in  medicine,  analyt- 
ical instrumentation  and  in 
measurement  and  control 
technology.    We've    also    dis- 


covered a  new  application  for 
laser  conducting  systems. 

Schott  worldwide:  50.000 

products,  50  production  facilities, 
represented  in  more  than  100 
countries,  with  over  $  1.5  billion 
in  sales. 

Schott  in  North  America: 

11  companies  employing  more 
than  1.800  people. 

Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation. 
Department  F10,  3  Odell  Plaza. 
Yonkers.  NY  10701. 

a  SCHOTT 

Nobody  knows  more  about  glass. 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


COMPOUNDING  RUSSIA'S  ECONOMIC  FLOUNDERINGS 

is  toxic  Western  advice.  The  IMF  wants  Moscow  to  the  dollar  at  a  rate  of,  say,  R3  to  $1  (it  is  now  300  to  1) 

sharply  raise  the  price  of  fuel,  as  well  as  take  other  belt-  and  back  this  ratio  through  asset  sales.  The  government 

tightening  measures,  to  help  revive  the  ruble.  owns  just  about  everything,  including  all  oil  and  gold. 

This  arsenic  will  kill  the  patient,  not  cure  it.  Additional  The  U.S.  used  a  similar  solution — in  that  case,  pledging 

austerity  won't  resurrect  the  ruble.  The  average  Russian  is  and  selling  public  lands — 200  years  ago  to  turn  the  dollar 

now  making  the  equivalent  of  less  than  2  cents  an  hour,  from  the  world's  weakest  money  to  its  strongest. 

How  can  you  have  a  market  economy  if  no  one  has  money  .>  W^at  is  happening  now  in  Russia  is  not  free-market 

W^at  should  we  advise  Moscow?  That  it  fix  the  ruble  to  economics.  It  is  madness. 

BACK  TO  BASICS:  LOWER  RATES  =  MORE  REVENUES 

The  case  for  cutting  taxes  as  a  means  of  reviving  the 
economy  and  reducing  the  deficit  is  overwhelming. 

On  capital  gains  the  evidence  clearly  shows  that  the 
more  reasonable  the  rate,  the  more  the  government 
makes.  In  1978  the  highest  levy  was  reduced  from  48%  to 
28%.  Receipts  went  up  each  subsequent  year,  an  impres- 
sive feat  considering  that  the  recession  of  the  early  1980s 
makes  the  current  downturn  look  mild. 

In  1982  the  rate  was  cut  again  to  a  maximum  of  20%. 
Federal  collections  nearly  quadrupled  over  the  next  four 
years.  But  the  levy  was  raised  in  1987,  and  receipts  have 
not  reached  the  1986  peak. 


Year 

Taxes  paid 

Year 

Taxes  paid 

on  capital  gains 

on  capital  gains 

income  (in  mil) 

income  (in  mil) 

1977 

$8,104 

1984 

$21,800 

1978 

9,104 

1985 

26,500 

1979 

11,669 

1986 

49,700 

1980 

12,459 

1987 

32,900 

1981 

12,684 

1988 

38,900 

1982 

12,900 

1989 

36,020 

1983 

18.500 

1990 

NA* 

*Not  available  until  July  1992. 
Source:  U.S.  Department  of  the  Treasury. 


HEALTH  CARE  COST  CRISIS  CROSSROAD 

Spiraling  medical  bills  and  fears  of  losing  employer-  over,  insurance  costs  would  crush  small  businesses  and 

paid  insurance  will  make  health  care  a  major  emotional  would  spur  employers  to  discriminate  against  hiring 

issue  for  the  '92  elections.  That's  why  President  Bush  will  seemingly  unhealthy  workers  or  those  with  large  families, 

make  a  health  care  proposal  in  his  State  of  the  Union  The  nonsocialist  alternative:  Apply  free -market  eco- 


address.  There  are  only  two  ways  to 
go:  socialism  or  consumerism. 

Some  advocate  Canada's  national 
health  care  system;  the  government 
pays  for  and  controls  just  about  every- 
thing. All  European  countries  have 
some  form  of  socialized  medicine. 

Others  recommend  "play  or  pay": 
If  a  company  doesn't  offer  minimal 
insurance,  it  pays  a  big  tax  to  a  govern- 
ment pool  that  insures  the  uninsured. 

But  nationalized  medicine  has  seri- 
ous, largely  unpublicized  flaws.  Play 
or  pay  would  be  a  way  station  to  a 


En^ish  hospital:  Socialist  medicine 
means  shopworn  facilities. 


nomics  to  the  medical  market.  (For  a 
varying  view,  see  Commentary,  p.  35.) 
The  U.S.  villain  is  how  we  finance 
medical  care  (a  flaw  which  play  or  pay 
would  perpetuate).  Bills  are  paid  by 
insurers  or  the  government;  in  turn, 
most  health  insurance  premiums  are 
paid  v^dth  tax-subsidized  dollars  by 
employers  for  employees.  Oblivious 
to  price,  consumers  rarely  "shop" 
for  medical  insurance  or  health  care 
as  they  do  for  houses,  cars,  comput- 
ers, clothes.  Not  surprisingly,  costs 
spin  out  of  control.  Result:  increas- 


Canadian- style  system:   Politicos  would  up  the  mini-      ingly  complex  price  and  operating  controls. 

mums;  taxes  would  go  up;  premiums  would  go  up;  a         The  consumerism  alternative  is  simple.  Give  medical 

government  takeover  would  become  inevitable.  More-     insurance  tax  breaks  to  individuals  rather  than  to  busi- 
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nesses.  Let  people  pay  premiums  directly.  One  would 
receive  a  tax  credit,  the  size  of  which  would  depend  on 
income  and  need,  to  help  cover  the  premium.  Insurance 
could  thus  be  universal. 

Instead  of  insurance  companies,  employers  and  govern- 
ment bureaucracies  trying  to  police  a  $750  billion  market, 
tens  of  millions  of  consumers  would  do  the  job.  They 
would  stimulate  lower  expenses  and  less  cosdy  innova- 
tions. Many  people  would  not  file  small  claims,  preferring 
to  take  a  big  deductible  and  pocketing  the  money  saved 
on  a  smaller  premium.  Coundess  billions  of  dollars  in 
paperwork  and  processing  costs  would  thereby  be  saved. 
(Imagine  what  would  happen  to  auto -insurance  rates  and 
paperwork  if  a  claim  were  filed  every  time  the  oil  was 
changed  or  the  tires  rotated.)  Fraud  would  be  reduced. 
Hospitals  and  other  health  care  providers  would  put 
together  attractive  packages  to  win  customers.  One  could 
actually  learn  what  an  operation  would  cost  in  advance. 

The  price  of  cosmetic  surgery  hasn't  ballooned  the  way 
other  surgical  procedures  have  because  it  is  rarely  covered 
by  insurance.  In  England  the  same  process  works  with 


elective  operations  at  private  hospitals — the  consumer 
knows  who's  paying  the  bills. 

The  much  touted  virtues  of  the  Canadian  system  and 
other  forms  of  socialized  medicine  are  overblown: 
250,000  Canadians  are  on  waiting  lists  for  operations.  In 
Britain  the  number  is  1  million.  As  you  would  expect  under 
a  socialistic  system,  health  care  is  rationed.  In  British 
hospitals,  for  instance,  patients  over  age  65  are  usually 
denied  kidney  dialysis  treatment  or  kidney  transplants. 

Socialism  doesn't  contain  costs.  Astonishingly,  medical 
bills  per  capita  are  rising  more  rapidly  in  Canada,  Europe 
and  Japan  than  in  the  U.S.  Nationalized  medicine  crush- 
es innovation.  Most  advances  come  from  the  U.S. 

Critics  claim  that  Americans  aren't  smart  enough  to 
buy  their  own  health  insurance.  But  you  no  more  have  to 
be  a  doctor  to  purchase  a  policy  than  you  have  to  be  a 
mechanic  to  buy  a  car.  In  a  free  market,  insurers  and 
medical  providers  would  make  an  effort  to  educate  con- 
sumers about  what  kinds  of  packages  to  buy.  Individuals 
who  don't  want  to  be  bothered  would  simply  buy 
through  their  employers  or  a  group  such  as  a  labor  union. 


WHY  ARE  WE  TWIDDLING  OUR  THUMBS? 

After  World  War  II,  the  U.S.,  Britain  and  the  Soviet  puter  chip,  is  in  its  early  stages;  American  businesses. 
Union  recruited  German  scientists  for  their  nascent  aero-  universities,  research  laboratories  aU  need  more  first- 
space  programs.  Wernher  von  Braun,  father  of  our  man-  class  brains. 

to-the-moon  effort,  was  the  most  celebrated  example.  We  might  also  employ  some  of  these  human  assets  for 

Why  don't  we  make  an  effort  to  find  and  bring  over  rapidly  developing  and  deploying  effective  antiballistic 

key  physicists,  chemists  and  engineers  of  the  former  missile  systems.  As  missile  knowhow  becomes  more  com- 

Soviet  Union,  instead  of  letting  them  be  hired  by  the  mon,  rogue  regimes  and  terrorists  could  more  easily  harm 

bad  guys  of  the  world  such  as  North  Korea  and  Iran.>  us.  It  is  almost  criminal  that  we  are  not  doing  more  to 

The  technology  revolution,  symbolized  by  the  com-  defend  against  this  soon-to-come  actuality. 


THE  WORLD  IS  A  DARKER  PLAGE 


American  journalism  and  economics 
lost  a  giant  a  few  weeks  ago  with  the 
death  of  Warren  Brookes,  syndicated 
newspaper  columnist  who  also  did  occa- 
sional articles  for  Forbes.  He  was  unusu- 
al in  many  ways.  His  prolific  writing  was 
never  tired,  stale  or  bland.  He  never 
wrote  about  a  subject  unless  he  had  a 
new  angle  or  new  facts  to  add  to  it.  And 
he  never  forgot  the  human  dimension  of 
the  economy. 


His  judgment  was  extraordinarily  sound 
on  such  issues  as  taxes  and  trade.  He 
helped  expose  Charles  Keating's  nefarious 
behavior.  He  unmasked  fraud  in  federally 
fiinded  science  programs.  He  courageous- 
ly disclosed  the  damaging  excesses  and 
errors  of  extreme  environmentalism. 

He  was  a  warm,  gracious  man  of  rock- 
like integrity. 

Truth  has  lost  one  of  her  brightest 
lights. 


MUTANT  AMERIGANS 

Millenniiun — by  Jacques  Attali  (Times  Books/Random  trusted:  They're  trashing  the  globe  and  making  us  a 
House,  $17).  A  slim,  pretentious,  wrongheaded  book  of  bunch  of  too  selfish  consumers.  Attali  doesn't  see  much 
high-tech  Marxism  and  apocalyptic  environmentalism  by     hope  that  the  U.S.  will  pull  itself  up:  "These  distressing 

a  French  socialist.  Attali  was  a  close  adviser  to       developments  are  rooted  in  a  profound  cultural 

French  President  Mitterrand  and  now  runs  the  ^^^^^^^^|i[|  mutation — the  cult  of  immediate  gratification, 
newly  created  European  Bank  for  Reconstruc-  ^^^^^^^H  ^^^  ^^^^  of  internationalism,  of  social  solidarit>'. 
tion  and  Development  that  is  supposed  to  pro-     ^^^^^^^Bll     For  a  rejuvenation  to  work,  the  U.S.  must 


vide  help  for  the  shattered  economies  of  the 
continent's  formerly  communist  countries. 

America  is  declining,  says  Attali,  and  the  only 
question  is  whether  the  new  "center"  will  be 
Europe  or  the  Pacific.  He  looks  to  govern- 
ments and  powerfijl  global  institutions  to  man- 
age and  guide  the  world.  Free  markets  can't  be 


!H  ij 

^^^^^^r       

become  a  Spanish  speaking  nation." 

While  Europe  and  the  Pacific  prosper,  Attali 
sees  the  rest  of  the  earth's  multiplying  billions 
staying  mired  in  poverty'.  This,  of  course,  is 
simply  a  rehash  of  Kad  Marx's  19th-century 
humbug  that  the  capitalist  elite  will  get  richer 
while  the  proletariat  is  crushed  evermore.     ^ 
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it's  nice  to  hear  a  familiar  voice 
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The  language  may  be  difficult. 

The  food  may  be  different. 

The  customs  may  be  unfamiliar. 

But  making  a  phone  call  back  to  the 
States  can  be  easy 

Just  dial  the  special  AT&T  USADirect® 
access  number  for  the  country  you're  in. 

Within  seconds,  you're  in  touch  with 
an  AT&T  Operator  in  the  U.S.  who  can 
help  you  complete  your  call. 


Use  your  AT&T  Calling  Card  or  call 
collect.  And  not  only  can  you  minimize 
hotel  surcharges,  but  you  can  also  save 
with  our  international  rates. 

Only  AT&T  USADirect  Service  puts 
you  in  easy  reach  of  an  AT&T  Operator 
from  over  75  countries  around  the  world. 

And  it's  just  another  way  that  AT&T  is 
there  to  help  you  from  practically  any- 
where in  the  worid. 


Bobbi  Conev 
AT&T  Operator 
Pittsburgh,  PA 


So  call  1 800  874-4000  Ext.  415 

for  a  free  information  card  listing  AT&T 
USADirect  access  numbers. 

And  see  how  making  a  phone  call  from 
distant  lands  can  become  familiar  territory. 


AT&T  USADirect' Service. 

^ur  express  connection  to  AT&T  service. 


©1990  AT&T 


AT&T 

The  right  choice. 


A  substance  abuse 

program  at  work 

can  save  employers 

money  on  insurance. 


It  can  also 
save  eniplovee 


..-" 


.^ 


.^'' 


>' 
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It  costs  more  to  replace  an  employee  than 
it  does  to  rehabilitate  one.  A  substance 
abuse  program  at  work  may  also  reduce 
accidents  and  insurance  premiums.  Best 
of  all,  it  can  help  you  keep  those  people 
you  wouldn't  give  up  for  anything.  If  you'd 
like  us  to  send  some  helpful  guidelines  for 
setting  up  a  substance  abuse  program  at 
your  company,  write:  Fighting  Substance 
Abuse  at  Work,  RO.  Box  303,  WTy 
Hartford,  Connecticut  06141. 
Aetna.  A  policy  to  do  more. 


€>  1991  Aetna  Life  and  Casually  Company 


Other  Comments 


Soiur  Aftertaste 

"Some  Japanese  say,  'If  U.S. -Japan 
relations  go  sour,  we  can  always  go 
back  to  Asia,'  "says  Yukio  Satoh,  a 
senior  Foreign  Ministry  official. 
"There  are  no  Asian  countries  that 
would  welcome  a  Japan  that  left  the 
U.S. -Japan  alliance." 
-Wall  Street  Journal 

As  the  Media  Go .  • . 

The  stock  market  is  clearly  predict- 
ing that  an  economic  recovery  is 
coming  sometime  this  year.  The 
strength  of  share  prices  of  economi- 
cally sensitive  companies  is  especially 
impressive.  The  stock  market's  opti- 
mistic economic  forecast  is  supported 
by  some  recent  contrary  indicators. 

For  instance,  the  front  cover  of  the 
Jan.  13  issue  of  Time:  "The  Reces- 
sion: How  Bad  Is  It?  And  What  Gives 
on  Wall  Street?"  The  cover  picture 
shows  a  man  selling  apples  on  the 
street.  The  cover  story  of  the  same 
week's  U.S.  News  &  World  Report: 
"Is  Your  Job  Safe?"  And  die  latest 
Newsweek  includes  a  story  tided 
"The  Glooming  of  America:  A  Na- 
tion Down  in  the  Dumps."  When 
the    media    finally    get    around    to 


giving  top  coverage  to  an  economic 
problem,  more  often  than  not  the 
worst  is  over. 

-Dr.  Edward  Yardeni,  chief 
economist,  C.J.  Lawrence, 
Weekly  Economic  Analysis 


It  is  dangerous  for  a 
national  candidate  to 
say  things  that  people 
might  remember. 

-Eugene  McCarthy, 
unsuccessfiil  candidate  for 
President,  1968  and  1976 

Jobs  and  SecuHty 

UCLA's  James  Q.  Wilson  says  that 
much  of  "the  underclass  problem 
arises  from  the  incomplete  and  in- 
creasingly difficult  task  of  socializing 
some  males."  In  all  societies,  says 
Wilson,  men  are  more  likely  than 
women  to  play  roughly,  drive  reck- 
lessly, fight  and  assault.  Those  behav- 
ioral differences  have  a  biological  ba- 
sis. Those  [male]  traits  are  ruinous  in 
today's  cities. 

Wilson  suggests  two  concrete  mea- 
sures— better  security,  and  boarding 


"This  should  jump-start  the  economy." 


schools  for  fatherless  children.  Take 
back  the  streets.  He  advocates  public 
and  private  policing  to  give  the  poor 
something  like  the  protection  the 
rich  give  themselves  in  guarded  high- 
rises.  Put  checkpoints  at  all  public 
housing  to  disarm  the  armed.  The 
boarding  schools  should  aim  to  send 
students  to  colleges  or  apprentice- 
ship programs.  The  best  hope  is  for 
policies  that  will  help  produce  more 
employable  males. 
-George  F.  Will,  Newsweek 

Competitioii's  the  Key 

In  almost  every  country  with  nation- 
al health  insurance,  disinterested, 
knowledgeable  observers  agree  on 
the  need  for  substantial  reform.  For 
example,  Claude  Castonguay,  con- 
sidered the  father  of  national  health 
insurance  in  Quebec,  now  recom- 
mends the  establishment  of  private 
health  care  centers  to  compete  with 
public  ones  and  a  voucher  system  to 
encourage  competition  among  sup- 
pliers. Even  Sweden  is  searching  for 
ways  to  introduce  the  disciplines  of 
the  competitive  marketplace  into  its 
public  system. 

-John  C.  Goodman  and  Gerald 
L.  Musgrave,  20  Myths  about 
National  Health  Insurance.,  National 
Center  for  Policy  Analysis 

New  Nadir 

At  11:37  in  the  morning  of  Nov.  16, 
I  lost  faith  in  New  York  City.  In  that 
moment  of  epiphany,  I  realized  the 
corrosion  of  our  civic  character,  the 
profanation  of  our  public  life,  the 
very  reversal  of  our  evolutionary  as- 
cent. Yes,  I  walked  down  the  blcxk  to 
an  empty  space  where  I  had  last 
parked  my  car. 

Once  this  was  the  city  of  criminals 
with  mythological  dimensions,  crimi- 
nals with  felonious  clan — Boss 
Tweed,  Dutch  Schultz,  Frank  Costcl- 
lo.  Now  we  have  the  anonymous  un- 
derachicvcr  who  stole  my  1979  Chevy 
Malibu  wagon  with  148,800  miles 
and  a  carburetor  inclined  to  tkxxiing. 
-Samuki  G.  Frfkdman, 
New  Tork  Times  ^ 
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Ilmagine  A  3-Second  Plain  Paper  Fax 
That  Cuts  Faxing  Costs  Up  To  60%* 
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RICOHFAX7000D 


FREE 
Video 


Ricoh  HasMadelt  A  Reality 

Imagine  a  plain  paper  fax  that  transmits  up  to 
seven  times  faster  than  your  present  fax 

You  will  be  able  to  fax  an  entire 
page  in  just  three  seconds.  And  be 
able  to  send  a  fax  to  up  to  200 
locations  with  the  touch  of  just  one  button. 

Think  of  the  inaedible  savings  you  could 
achieve  in  both  communications  and  labor  costs. 

Call  1-800-63-RICOH,  ext.  1279  and  make  it  a  reality 

And  if  you  call  now  we'll  send  you  a  free 
video  that  illustrates  how  much  the  revolutionary 
RICOH  FAX7000D  could  mean  to  your  business. 


•  Based  on  an  actual  test  of  batch  transmissions  of  large  quantifies  of  documents  sent  from  New  Jersey  to  Tokyo. 


KD(B®K1^ 

Where  Imagination  Becomes  Reality 

1-800-63-RICOH 

ext.  1279 

Worldwide  Facsimile  Sponsor 
1992  Olympic  Games 

Q99 
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NEW  ENGINE,  NEW  TRANSM 
AND   TO  THINK  MOST  PEOPt 


On  September  1, 1991,  the 
presses  at  Car  and  Driver  lolkd 
and  declared  the  Nissan®  Maxima® 
SE  the  "Best  Import  Sports  Sedan 
under  $25,000!' 

TTiat  night  the  engineers  at 
Nissan  quietly  celebrated. 

And  took  pleasure  in  the 
knowledge  that  the  press  hadn't,  well,  seen 
anything  yet.  For  that  same  month  the  new 
1992  Maxima  was  launched.  A  car  our  engi- 
neers had  completely  reexamined,  revamped, 
and  retooled,  literally  from  the  ground  up. 

One  glance  at  the  1992  engine  and  you 
immediately  detect  a  perfectionist  mentality 
bordering  on  the  obsessive.  For  there  lies  a 
new  3.0-liter,  24 -valve  DOHC  V6  multi-point, 
fuel-injected  variable  valve  timed  engine. 


The  new  1992  Maxima  SE  shown  in  Super  Bbck  with 
optional  ABS  brakes,  driver's  side  airbag  and  four-speed 


automatic  transmission. 


Like  our  legendary  Z7  the  Maxima  SE's  new  3.0-liter  1 90 
hp  24 -valve  DOHC  V6  engine  features  a  variable-induction 
dual  plenum  system  on  the  5-speed  which  utilizes  an 
intermediate  valve  to  regulate  air  intake  flow  for  better 
performance  at  low  to  mid-range  RPM.';. 


'M-new fully clecaonKaucon^ai:aansnv!tsion  •.Sourt  di jnd Dmn  11/91  \rrsus 9/91  Formoie 


N,  IMPROVED   SUSPENSION, 
PtKED   IT  THE  WAY  IT  WAS. 


As  a  result,  the  0-60  time  has  been 
reduced  by  more  than  a  second  to  a  seat- 
pressing  ^J  seconds*  And  horsepower  has 
surged  to  an  adrenalin- pumping  190.  Giving 
new  meaning  to  the  term, 4 -Door  Sports  Car? 

Of  course,  in  our  engineers  minds,  a 
totally  new  engine  dictated  equally  radical 
changes  to  the  transmission:'' 

A  new  front  Viscous  Limited  Slip 
Differential  transfers  additional  power  to 


whichever  front  wheel  has  greater 
traction.  So  both  stability  and 
your  self-composure  are  never  lost. 
And  a  remarkable  revamped 
4 -wheel  independent  suspension 
system  allows  you  to  negotiate 
curves  without  compromising 
responsiveness  or  performance. 
Some  things  on  the  Maxima,  however, 
take  years  to  appreciate.  Because  over  a 
two  year  period,  the  SE  retains  70%  of  its 
value.  That's  higher  than  BMW  525i  and 
Acuta  Legend. 

All  of  which  suggests  there  is  one 
thing  our  engineers  can't  change  on  the 
Maxima  SE.  Our 


customers  satisfac- 
tion with  it. 


NISSAN 


BUILT    FOR   THE 
HUMAN    RACE! 


iformaaon  all  ^SOO-NISSAN-fi  Smart  people  always  read  the  fine  prim.  And  they  always  wear  their  seat  belts. 


New  technology  can  seem  a  little  intimidating. 


Investments  in  information 
technology  have  reached  40% 
of  U.S.  capital  spending.  Yet 
national  productivity  has  not 
improved  since  1973. 

So  anxiety  over  new  spend- 
ing is  justifiable,  even  healthy 
The  evidence  is  that  hardware 

©  1991  Andersen  Consulting.  All  rights  reserved. 


alone  doesn't  pay  off.  Which  is 
why  Andersen  Consulting  offers 
something  even  more  powerful. 

A  way  for  your  organization  to 
seamlessly  link  technology  to 
your  strategies,  operations  and 
human  resources. 

This  is  a  balanced,  realistic 


approach  that  puts  fear  where  it 
belongs.  In  your  competition. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO,  S.C 


Where  we  go  from  here." 


ommentairy 

m  events  at  home  and  abiroad 

\y  Caspar  W.  Weinberger,  Publisher 


HEALTH  CARE  FOR  ALI^WITHOUT  GOVERNMENT  CONTROL 

[The  combination  of  a  presidential  election  and  legiti-     co-payments  would  be  desirable  to  discourage  overuse. 


mate  calls  for  less  expensive  health  care  for  all — including 
the  31  million  to  36  million  Americans  currendy  unin- 
sured— will  produce  some  extremely  undesirable  propos- 
als. Here  is  a  set  of  suggestions  that  could  accomplish  the 
main  objectives  without  involving  the  federal  govern- 
ment in  the  follies  of  full  national  health  insurance. 

All  employers  would  provide  health  insurance  to  all 
employees.  The  self-employed  would  be  required  to 


Readers  may  hear  some  familiar  echoes  in  this  proposal 
because  it  is  basically  the  plan  I  advanced  when  Secretary 
of  Health,  Education  &  Welfare  in  the  1970s.  That  plan 
was  derailed  when  the  attention  of  the  chairman  of  the 
relevant  House  committee  focused  on  other  objectives. 
Up  to  that  point,  it  had  begun  to  attract  support  from 
industry,  much  of  which  was  providing  insurance  for  its 
employees;  from  unions,  whose  members  would,  of 


secure  their  own  insurance,  much  as  they  now  pay  their     course,  benefit;  and  from  the  insurance  industry  itself, 
own  Social  Security.  The  federal  government  would  be         Most  were  attracted  by  the  federal  government's  mini- 
required  to  provide  health  insurance  for  the  unemployed,     mal  role  contrasted  with  either  a  Canadian-  or  British-style 


much  as  it  now  helps  fijnd  unem- 
ployment insurance. 

The  critical  factor  in  this  plan  is 
that  «//this  insurance  would  have  to 
be  secured  from  private  insurance 
companies.  The  fact  that  there 
would  be  more  companies  compet- 
'ing,  coupled  with  the  enormous  in- 
crease of  those  insured  (literally  the 
whole  population),  would  guaran- 
tee that  the  cost  of  comprehensive 
insurance  would  be  far  lower  than  it 
is  now.  And  that  would  be  good 
news  for  the  American  economy. 


$3  million  PET  scanner:  High  cost  of  high  tech 


approach  or  the  full  national  health 
insurance  proposals  of  Senator  Ken- 
nedy and  others.  Under  their  plans, 
the  federal  government  would  be  in 
complete  charge  of  health  care,  and 
all  doctors,  hospitals  and  other  pro- 
viders would  work  virtually  full  time 
for  the  government. 

Another  useftil  reform — which 
the  Administration  is  reported  to  be 
sponsoring — would  be  to  reduce  the 
huge  additional  costs  resulting  from 
the  ever  growing  number  of  mal- 
practice suits.  We  should  eliminate 


because  one  of  the  principal  factors  that  make  our  automo-  or  sharply  curtail  contingent  fee  contracts  that  induce 

biles  so  expensive  to  produce  is  the  ever  rising  cost  of  lawyers  to  generate  a  great  many  of  these  suits.  Doctors  feel 

medical  care  for  each  employee  paid  for  by  employers.  compelled  to  order  many  unnecessary,  expensive  proce- 

The  federal  government's  role  would  be  limited  to  dures  to  protect  themselves  from  this  type  of  litigation, 

certifying  that  the  insurance  is  sufficientiy  comprehensive  Obviously,  this  is  but  the  barest  outline  for  a  bold  and 

and  that  the  companies  providing  it  are  found  to  be  far-reaching  proposal  requiring  much  study,  analysis  and 

financially  sound  by  state  authorities.  There  would  be  no  refinement.  But  it  seems  to  me  that  with  the  features  of 

mandate  for  specialized  coverages.  Those  could  be  ar-  universal  coverage,  minimal  government  involvement, 

ranged  by  private  negotiation,  if  desired.  and  heavy  reliance  on  the  private  sector  and  market  system, 

This  program  would  be  vasdy  less  expensive  for  both  it  is  a  far  better  approach  than  simply  having  the  govern- 

federal  and  state  governments  than  the  present  enormous-  ment  provide,  manage  and  pay  for  health  care  for  all. 

ly  cosdy  hodgepodge  of  systems.  It  would  also  serve  our  We  need  to  keep  the  best  of  our  existing  standards  of 

senior  citizens  and  others  far  better  than  the  expensive  medical  care  and  extend  it  to  all  citizens  without  turning 

Medicare  and  Medicaid  systems.  And,  since  private  insur-  to  the  government  to  pay  for  and  control  the  whole 


ance  companies  would  have  a  strong  interest  in  not  making 
unnecessary  payments,  there  would  be  real  market  incen- 
tives to  reduce  costs  in  all  ways.  Of  course,  necessary 
medical  and  hospital  care  claims  would  have  to  be  paid  if 


system.  But  we  also  need  to  reduce  the  veritable  hemor- 
rhage of  medical  costs.  In  1992  the  U.S.  will  pay  $817 
billion,  or  a  record  14%  of  our  GNP,  on  medical  care. 
This  proposal  could,  I  believe,  help  us  achieve  all  of  our 


insurance  companies  wished  to  stay  competitive,  and  some     objectives  at  much  lower  cost. 
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We  have  for  12, 


OPEN  IN  CASE  YOU  \YANT  THE 
DIFFERENCE  50%  OF  THE 
FORTUNE  500  HAVE  CHOSEN 


years. 

With  assets  that  have     - 
reached  $55  bijion  .And      .  '"- 
with  the  real  Travelers  dif-^ , 
ference . . .  35,000  employees 
dedicated  to  customer  WSM 
satisfaction. 

This  is  how  we  make  a  real  differ-  i^:^^ 
enceforyou. 

By  identifying  ways  of  preventing 
losses  and  controlling  insurance  costs. 

By  ensuring  the  health  of  your  work  force 
with  one  of  America's  largest  managed  care 
networks. 

By  providing  you  with  a  full  portfolio  of 
pension  investment  options  and  flexible 
record-keeping  services. 

By  making  sure  that  those  who  carry  The 
Travelers  for  their  business  insurance  needs 
do  so  with  confidence. 

That's  The  Travelers  Way. 

The  Travelers  Conipanies,  Hartford,  Connecticut  06183 

TheTravelersj 

You're  better  off  under  the  UmbreUg^ 
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Heads  Japan  wins,  tails  Japan  \dns 


Largely  ignored  during  President  Bush's  re- 
cent trade  mission  to  Tokyo  (seep.  40)  is  a  large 
shift  in  Japan's  trade  accounts.  Last  year,  for 
the  first  time  in  a  decade,  Japan's  exports  to  Asia 
surged  past  shipments  to  the  U.S.  Japan's 
exports  to  Asia  in  1991  totaled  an  estimated 
$103  billion,  versus  $91  billion  in  total  ex- 
ports to  the  U.S.  The  gap  is  expected  to 
continue  to  widen. 

C.H.  Kwan,  senior  economist  in  Nomura 
Research  Institute's  Asia  Pacific  Research  De- 
partment, calls  Asia  a  kind  of  "built-in  stabiliz- 
er" for  Japanese  exports.  Most  countries  expe- 
rience a  relative  fall  in  exports  when  their  curren- 
cies strengthen  against  those  of  their  trading 
partners.  But  Kwan's  research  shows  that  as  the 


Look  to  the  NICs 


Yen/dollar 
rate 


Japan's  exports 
to  Asia  are  now 
larger  than  to  the 
U.S.  and  counte^ 
balance  the  fall 
in  Japan's  ship- 
ments to  the  U.S. 
that  results  from 
the  yen's  appre- 
ciation against 
the  dollar. 


yen  appreciates,  the  resulting  weakness  in  ex- 
ports to  the  U.S.  and  Europe  is  offset  by  rising 
exports  to  the  Asian  "nics,"  the  newly  indus- 
trialized countries — South  Korea,  Taiwan, 
Hong  Kong  and  Singapore. 

The  stabilizing  mechanism  works  like  this: 
The  currencies  of  the  Nics  are  all  to  some  degree 
pegged  to  the  U.S.  dollar,  and  they  all  export 
much  the  same  goods  as  Japan  (TVs,  VCRS,  com- 
puters and  the  like).  So  when  the  yen  strength- 
ens, the  nics'  exports  to  the  U.S.  and  Europe 
tend  to  rise  because  they  become  more  price 
competitive  with  Japanese  goods.  This  raises  the 
nics'  growth  rates  and  so  their  demand  for 
capital  equipment  and  intermediate  goods  used 
in  manufacturing. 

The  bulk  of  these  goods  come  from  Japan,  a 
trend  that  will  increase  as  Japanese  direct  invest- 
ment in  these  countries  increases.  Because 
there  is  litde  competition  facing  Japan  in  these 
markets — ^American  capital  goods  producers 
are  more  focused  on  Europe — the  net  result  of  a 
strengthening  yen  is  to  increase  Japan's  earn- 
ings from  these  exports. 

There  is  a  lesson  in  this  for  Congress  as 
some  of  its  members  begin  to  beat  up  on  Japan. 
The  lesson:  Japanese  companies  blocked  from 
exporting  direcdy  to  the  U.S.  can  now  just  shift 
production  to  other  Asian  nations,  and  export 
from  there.  -Andrew  Tanzer 


Why  not  index  U.S.  government  bonroiimig? 


Treasury  Secretary  Nicholas  Brady  recentiy 
told  the  House  Ways  &  Means  Committee  that 
he  is  considering  dropping  the  30-year  Trea- 
sury bond  for  a  while  as  a  tool  of  government 
finance.  Here's  a  better  idea:  Why  not  switch 
to  indexed  bonds  pegged  to  inflation,  as  the 
Thatcher  government  did  in  Britain  in  the 
early  1980s?  The  British  problem  then  was  the 
same  as  the  one  facing  the  U.S.  now  (and  for 
the  past  decade),  though  writ  large:  Very 
high  real — i.e.,  inflation-adjusted — borrow- 
ing costs. 

What  the  British  did  was  issue  bonds  carry- 
ing very  low  real  interest  rates  (roughly  2%  to 
2.5%)  at  maturities  of  up  to  40  years.  By  index- 
ing them  to  inflation,  the  risk  factor  normally 
built  into  long  bond  rates  was  eliminated. 
That  reduced  the  government's  cost  of  borrow- 
ing, and  gave  government  as  well  as  the  gov- 
erned cause  to  fear  inflation. 

The  beauty  of  these  index-linked  bonds,  or 
gilts,  as  the  Brits  call  them,  is  that  "if  interest 
rates  fell  because  inflation  fell,  these  things 
wouldn't  cost  [the  government]  anything 
more,"  explains  Steven  Bell,  chief  economist 


at  London  investment  bank  Morgan  Grenfell, 
who  was  working  at  the  U.K.  Treasury  at 
the  time. 

The  idea  of  issuing  indexed  bonds  was  float- 
ed in  the  U.S.  Treasury  in  the  early  1980s,  when 
the  U.S.  was  still  issuing  30-year  bonds  with 
13%  or  higher  coupons.  But  the  idea  was  reject- 
ed, mostly  because  of  objections  from  dealers 
in  government  securities.  The  status  quo  was 
highly  profitable  for  the  dealers. 

But  issuing  long  bonds  at  fixed  rates  was 
also  very  cosdy  to  the  country.  A  calculation 
made  in  1987  by  U.S.  Treasury  economists 
showed  that  the  30-year  bond  directiy  added  a 
cumulative  total  of  nearly  $60  billion  to  gov- 
ernment borrowing  costs  from  1985  to  1993,  a 
date  chosen  because  it  coincided  with  the  end 
of  the  now  defunct  Gramm-Rudman-HoUings 
deficit  reduction  law. 

"There's  no  way  [the  U.S.]  government 
ought  to  pay  a  premium  for  borrowing  for  30 
years  rather  than  10,"  says  Bell.  "It's  like 
having  the  government  not  use  heavy  envelopes 
when  it  sends  out  tax  forms." 

-Gary  Slutsker  IH 
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THE  FORBES  INDEX 


BY  TIMOTHY  DODMAN 


The  Forbes  Index  (i  967=100) 

210 

Current  187. 8t 

200              Previous  188.lt 

Percent  change  -0.2% 

190 


The  recession  has  eliminated  nearly  1 .6  million  jobs  since  ^ 
it  began  in  July  1990;  roughly  half  the  losses  took  place  in 
1991 .  A  glimmer  of  hope  may  be  found  in  December's  job 
report:  Seasonally  adjusted  nonfarm  payrolls  increased  by ; 
31,000  workers.  Though  too  small  to  indicate  any  real* 
momentum,  this  gain  is  a  move  in  the  right  direction. 
Meanwhile,  wholesale  prices  of  finished  goods  declined 
0.1%  in  1991,  the  first  annual  decline  since  1986.  Investors 
may  be  getting  paltry  yields  on  their  investments,  but  they 
are  losing  a  smaller  bite  to  inflation. 


tRevised 

77  78   79   '80   '81    '82   '83  '84  '85  '86  '87   '88  '89   '90   '91 


Other  key  rates 

Source 

Status 

-Prime  rate 

Chase  Manhattan  Bank 

6.5% 

Auto  sales  1991  vs  1990' 

Ward's  Automotive 

-11.0% 

Index  of  leading  indicators  Nov  vs  Oct 

Dept  of  Commerce 

-0.3% 

Trade  balance  12  monttis  ended  Oct  1991 

Dept  of  Commerce 

-$71  bil 

All-commodity  producer  price  index  Dec  vs  Nov^ 

Dept  of  Labor 

-0.4% 
1.8% 

GDP  3rd  quarter  vs  2nd — annualized  growth 
M2  (3-month  change) — annualized  growth^ 

Dept  of  Commerce 
Federal  Reserve 

2.0% 

'  U.S.-based  manufacturers,  excludes  imports,  as  of  12/31/91 .  ^  Wholesale  goods. '  Includes  Ml          ^ 
(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds.                      '' 

Index  components 


The  Forbes  index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  ne\N  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 


Services     •    Total  index 


Inventories     •    New  orders 


Consumer  price  indexes  (1982-84  3verage=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


Manufacturers'  new  orders  and  inventories 

($billions),  seasonally  adjusted  (Dept  of  Commerce) 


mmm 


111 


109 


107 


105 


f   125  I  2850  _^ 

L        ^^\'\     Ifflll.    "rrrtTlffflf 
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Industrial  production  index  (1987::100)  I  New  housing  starts  (thousands)  privately  owned.  Personal  income  >> 

seasonally  adjusted  (Federal  Resen/e)  |  unadjusted  (Dept  of  Commerce)  £  disbursements,  seasoiu.., .,,.;;..  ,.^,.; .:  ,..•.:..: .;: 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


550 


475 


400 


325 


New  unemployment  claims  average  lor  month 
(thousands),  seasonally  adjusted  (Dept  of  Labor)  ^ 

mmmmmmmmHmmmmmmimmmmmmmmmmmam 
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155 


I   740 


140 


730 


720 


710 


i 


M 


Retail  sales  (Ibillions), 

seasonally  ad)usted  (Dept  of  Commerce) 


Consumer  installment  crsdK  ($tHllioRs]  tool, 
seasonally  adjusled  iFea«<di  Resene) 
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franklin  Global  Opportunity  Income  Fund 


The  Franklin  Global  Opportunity  Income 
Fund  invests  in  high  yielding  corporate 
and  government  fixed-income  securities, 
issued  worldwide. 

The  primary  objectives:  High  current  income 
(paid  monthly)  and  capital  preservation. t 

There  are  strong  investment  opportunities 
beyond  the  U.S.  border.  This  fund  makes  it 
possible  for  you  to  capitalize  on  the  strength- 
ening economies,  strong  currencies,  and 
rapidly  changing,  higher  interest  rates  of 
other  nations. 


All  you  need  is  $100  to  open  your 
account. 


For  free  information,  call  your  investment 
representative  or  Franklin,  toll  free,  at 

1-800-342-FUND  Ext.  258 


Franklin  Distributors,  Inc. 
777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 


FOB92 
258 


YES!  I  would  like  a  free  prospectus  containing  more  complete 
information  on  the  Franklin  Global  Opportunity  Income  Fund, 
including  charges  and  expenses.  I  will  read  it  carefully  before 
I  invest  or  send  money. 

D  I  am  currently  a  Franklin  shareholder. 

Name 


Address . 


\    City /State/ Zip. 


*  Foreign  investing  is  subject  to  certain  risks,  which 
are  discussed  in  the  fund's  prospectus. 


Daytime  Phone 


F  R  A  N  K  L  Ij  NJ 

Member  $53  Billion  Franklin  Group  of  Funds® 


J 


i 


"Rfter  1945  U.S.  foreign  policy  focused  on  the  Cold  War. 
George  Bush's  Asia  trip  signals  a  reorientation 
of  that  foreign  policy. 

Dollar 
diploma^ 

By  Lawrence  Minard 

"Dismal,"  pontificates  the 
New  York  Times.  "A  deba- 
cle," chides  the  Wall  Street 
Journal.  But  these  two  au- 
gust sheets  may  have 
missed  something  quite 
important. 

On  a  symbolic  level,  at 
least,  George  Bush's  12- 
day  swing  through  Asia 
represented  a  victory  for 
American  business  people 
who  believe  that  U.S.  for- 
eign policy  has,  for  the  past 
40  years,  concentrated  too 
much  on  placating  our  al- 
lies and  potential  allies  and 
not  enough  on  promoting 
the  economic  interests  of  the  U.S.  Japan,  South  Korea,  Turkey,  Germa- 

The  history  books  will  thus  treat  ny,  China  and  other  geopolitically 
the  trip  more  kindly  than  the  news  important  Cold  War  allies  took  prece- 
media  have.  dence  over  looking  out  for  U.S.  com- 

At  every  stop  along  the  26,000-  mercial  interests.  If  U.S.  business 
mile  trail.  Bush  and  his  senior  advisers  people  protested  the  effect  of  foreign 
told  their  hosts  that  for  the  first  time      economic  policies  on  their  compa- 


I 


President  George  Bush  (center,  left)  in  Tokyo  talks 

In  the  aftermath  of  the  Cold  War,  a  new  commitment 

to  promote  U.S.  commercial  interests  overseas. 


in  America's  diplomatic  history,  a  sit- 
ting President  had  included  business- 
men in  his  delegation,  and  was  deter- 
mined to  promote  U.S.  business  in- 
terests. Robert  Mosbacher,  who 
recently  quit  as  Commerce  Secretary 
to  run  Bush's  reelection  campaign, 
put  it  this  way  to  Japanese  business- 


nies,  the  State  Department's  typical 
response  was:  Let's  not  rock  the  boat. 
A  new  direction  was  signaled  in 
December  1989,  when  Deputy  Secre- 
tary of  State  Lawrence  Eagleburger, 
at  Mosbachcr's  urging,  ordered  all 
U.S.  ambassadors  to  actively  promote 
U.S.  economic  interests.  "Commer- 


men  in  Osaka:  "The  message  of  this  cial  diplomacy,"  as  Commerce  De- 
trip  is  that  this  government  and  this  partment  staffers  now  call  it,  has 
President,  with  the  U.S.  business  sec-  gained  momentum  as  Communist  re- 
tor,  together  sec  the  global  economy  gimcs  have  crumbled.  In  March,  for 
as  of  paramount  importance."  example,  the  U.S.  ambassadors  to 
Before  World  War  II  the  U.S.  Singapore,  the  Philippines,  Malaysia, 
Commerce  Department  was  one  of  Indonesia  and  Thailand  will  travel  to 


Washington's  strongest  agencies;  it 
served  as  Herbert  Hoover's  spring- 
board to  the  presidency.  But  after  the 
war,  forging  diplomatic  relations  with 


several  American  cities,  counseling 
business  people  on  commercial  op- 
portunities in  the  rapidly  growing  As- 
sociation of  South  East  Asian  Na- 


tions' markets. 

The  businessmen  who  accompa- 
nied Bush  on  this  Asian  trip  say  they 
feel  the  government  is  more  willing 
than  before  to  help  pry  open  closed 
foreign  markets.  Air  Products  &Ji 
Chemicals  Chairman  Dexter  Baker,  a 
member  of  Bush's  Asian  entourage 
says:  "Looking  ahead  to  the  next 
century,  we'll  have  economic,  not 
military,  competition." 

Doctrinaire  free  traders,  who  insist 
that  business  and  government  be  as 
divided  as  church  and  state,  have  been 
quick  to  label  Washington's  new 
commercial  diplomac)'  as  "managed 
trade,"  bordering  on  pro 
tectionism.  This  is  not  nee-  ' 
essarily  so.  Promoting  fair 
trade  does  not  mean  curb- 
ing free  trade. 

Maurice  (Hank)  Green- 
berg,  chairman  of  Ameri-  / 
can  International  Group,  : 
the  global  insurance  outfit, 
traveled  with  Bush  to  Asia  ) 
and  has  this  to  say  to  fi-ee-  I 
trade  purists:  "Half  of  our 
[aig's]  billion -dollar  pretax 
profit  this  year  will  come 
from  overseas,  so  why  in 
hell  would  I  support 
protectionism.'" 

Greenberg  would,  how- 
ever, like  to  see  the  Japa- 
nese trade  more  fairly.  He  points  out 
that  AiG  has  been  in  Japan  since  1946 
and  has  built  up  an  impressive  busi- 
ness with  indix'iduals  and  small  busi- 
nesses. Yet  AIG  writes  almost  no  in- 
dustrial risk  insurance  in  the  world's 
second-largest  industrial  nation.  Why 
not?  Because  most  such  insurance  in 
Japan  is  written  by  Japanese  under- 
writers that  have  substantial  equit)' 
cross-ownership  relationships  with 
their  customers — a  nontrade  barrier 
that  effectively  freezes  out  efficient 
foreign  competitors  like  .\IG. 

Back  home  from  the  Asia  trip, 
Greenberg  says  he  thinks  Bush's  dol- 
lar diplomacy  will  \ield  some  tangible 
benefits.  Under  the  newly  inked  To- 
kyo Declaration,  a  bilateral  commit- 
tee w  ill  meei  to  discuss  cross-owner- 
ship and  other  staictural  impedi- 
ments to  trade.  "I  hope  and  expect," 
says  Greenberg,  "that  w  e'll  be  able  to 
write  industrial  risks  in  Japan  even  if 
we  don't  ha\ e  si/eable  securities ow n 
ership  in  our  customers."  ^ 


* 
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anks  like  to  blame  their  bad  loans 
n  the  economy,  but  how  do  you  explain 
Ihis  Chase  Manhattan  beauty? 

ECnowthy 
ollateral 


[By  Gretchen  Morgenson 

Remember  Anthony  Deangelis'  salad 
oil  caper  of  the  1960s,  when  phantom 
collateral  cost  American  Express  and 
other  Wall  Street  firms  hundreds  of 
millions  of  dollars?  Couldn't  happen 
again?  Well,  it  seems  to  have  hap- 
pened again,  only  with  crude  oil. 

Who  was  the  fall  guy  this  time? 
Chase  Manhattan  Bank.  Chase,  with 
four  other  banks  participating,  dis- 
bursed around  $230  million  to  one 
Arochem  International,  a  privately 
held  oil  refining,  trading  and  petro- 
chemical marketing  outfit  headquar- 
tered in  Stamford,  Conn. 

Here's  the  story  as  we  piece  it 
together: 

William    R.    Harris,   president   of 
'Arochem,   started   the   company   in 
1987  and  acquired  an  80,000-barrel- 
a-day    refinery    in    Ponce, 
Puerto  Rico.  Harris  is  no 
operations     man,     having 
learned    the    oil    business 
trading  crude  contracts  at 
the  Wall  Street  commod- 
ities    powerhouse     Philip 
Brothers. 

By  appearances,  Aro- 
chem was  a  substantial 
company,  with  $700  mil- 
lion revenues  in  1990,  ac- 
cording to  documents  filed 
by  its  chief  financial  officer, 
V.J.  Dispenza.  The  big  ac- 
counting firm  Ernst  & 
Young  pronounced  Aro- 
chem financiallv  sound  as  of 
May  31,  1991'.  The  state- 
ment was  predicated  on 
Arochem 's  ownership  of 
about  12  million  barrels  of 
oil,  most  of  it  said  to  be  at 
sea  in  tankers. 


All  this  must  have  been  reassuring 
to  the  folks  at  Chase  and  the  other 
lending  banks.  But  they  should  have 
delved  deeper. 

It  turns  out  that  Arochem  was  a  big 
player  in  the  volatile  oil-flitures  mar- 
ket, trading  with  outfits  like  Bear, 
Stearns,  Morgan  Stanley  and  the 
commodities  subsidiary  of  Goldman, 
Sachs.  As  of  October  1991  industry 
gossip  was  that  Arochem  was  losing 
heavily  in  a  short  position  in  Novem- 
ber crude  contracts.  And  then,  some- 
time in  late  December,  Arochem 's 
board  suspended  Harris  and  Dis- 
penza, and  for  a  few  days  even  had  off"- 
duty  Stamford  police  officers  guard- 
ing the  office  to  prevent  the  two  men 
from  returning. 

A  spokesman  for  the  Federal  Bu- 


V 


reau  of  Investigation  in  New  Haven 
says  that  both  the  FBI  and  the  Internal 
Revenue  Service  are  conducting  a 
criminal  probe  into  Arochem  involv- 
ing tax  evasion  and  wire  fraud  with 
"international  dimensions."  The  FBI 
in  New  York  City  is  doing  a  third 
investigation  into  possible  bank  fraud 
at  Arochem. 

Here's  what  seems  to  have  hap- 
pened, according  to  sources  close  to 
the  events:  Early  on  in  Arochem's 
existence,  William  Harris  owned  a 
majority  of  the  firm.  But  in  search  of 
fiinds  he  took  on  as  partner  an  invest- 
ment group  led  by  Edwin  Wells,  a 
former  Allen  &  Co.  investment  bank- 
er. When  he  made  the  investment  in 
Arochem,  Wells  apparently  wrote  a 
shrewd  contract,  in  which  his  group 
would  gain  an  increasingly 
greater  equity  stake  in  the 
company  if  Arochem  expe- 
rienced cost  overruns  in  the 
refinery. 

After  several  years  of  op- 
erations, Harris  and  Wells 
were  in  dispute  over  who 
controlled  Arochem.  What 
did  Harris  do?  He  contin- 
ued to  run  Arochem,  but 
also  set  up — on  his  own — a 
parallel  company,  Arochem 
International  Ltd.,  domi- 
ciled in  Grand  Cayman. 
Harris  traded  aggressively 
for  both  Arochem  Interna- 
tional's and  the  newly 
formed  Arochem  Interna- 
tional Ltd.'s  accounts. 

In  December  1991  Har- 
ris' Grand  Cayman  compa- 
ny borrowed  money  from 
Banque  Paribas,  pledging 
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Chase  Manhattan 

as  collateral  inventory,  receivables  and 
more  than  $500,000  in  profits  fi-om 
crude -oil  trades.  Fine  for  Paribas.  Un- 
fortunately for  Chase  and  fellow  lend- 
ers, that  left;  the  U.S.  company  short. 

The  raw  material  inventory  of  the 
U.S. -domiciled  Arochem,  mean- 
while, shrank  dramatically.  Storage 
tanks  at  the  refinery  held  5.5  million 
barrels  of  oil  about  two  years  ago,  and 
just  600,000  barrels  in  January. 
Where  did  the  missing  oil  go.>  Harris 
may  have  had  to  liquidate  it  to  cover 
trading  losses.  A  group  of  supertank- 
ers supposedly  held  as  many  as  10 
million  barrels  as  of  last  May,  but  the 
tankers  never  existed.  Apparendy  nei- 
ther Chase  nor  Ernst  &  Young  asked 
for  proof  of  the  tankers'  existence. 
Seventy  of  the  refinery's  workers  were 
sent  home  in  mid- January,  as  were  12 
at  headquarters. 

Chase  and  Bank  Brussels  Lambert 
each  have  about  $80  million  at  risk, 
and  three  other  lenders  another  $70 
million  among  them:  Credit  Suisse, 
Banque  Indosuez  and  Finland's 
Skopbank. 

Right  now  all  the  principals  are 
maintaining  a  tight  silence.  A  spokes- 
man for  Chase  acknowledges  that 
Arochem  is  a  client  and  there  is  a 
problem  with  the  loan,  but  will  not 
discuss  the  matter  fiirther.  Harris,  of 
late  living  in  the  lavish  Tudor- style 
home  in  Greenwich,  Conn,  he 
bought  last  June,  does  not  return 
calls.  Neither  does  Dispenza.  Ac- 
counting firm  Arthur  Andersen,  cur- 
rentiy  scrutinizing  Arochem's  books, 
has  reportedly  determined  the  loss  at 
the  company  to  be  no  less  than  $180 
million.  Arochem  spokesman  and 
lawyer  Gregory  Classon  confirms  that 
the  company  had  a  visit  from  the  U.S. 
Attorney's  office  but  said  litde  more. 
Arthur  Andersen  declines  to  com- 
ment, but  an  Ernst  &  Young  spokes- 
man allows  that  "there  may  have  been 
a  concerted  effort  by  former  members 
of  senior  management  to  mislead  us 
in  our  audit  work."  In  other  words, 
don't  blame  us. 

The  fijtures  traders  that  the  two 
Arochems  traded  with  aren't  going  to 
lose  much  money.  Brokerage  firms 
mark  their  customers'  positions  to 
market  each  evening  and  sell  a  cus- 
tomer out  if  his  equity  goes  too  low. 
Banks  are  less  adept  at  protecting 
themselves.  ^M 
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Grab  'em  before  it's  too  late:  The  Treasury  has 
neglected  to  cut  rates  on  6%  savings  bonds. 

A  deal  you  can't 
refiose^ 


ip 


By  William  Baldwin 

Buy  U.S.  savings  bonds. 

The  foregoing  announcement  is 
not  presented  as  a  public  service. 
Quite  the  contrary;  the  idea  here  is  for 
you  to  enrich  yourself  slightiy  at  the 
expense  of  the  public. 

An  unnoticed  side  effect  of  the 
collapse  in  interest  rates  is  that  it  has 
turned  the  Series  EE  savings  bond 
into  a  bargain.  At  any  time,  the  U.S. 
Treasury  could  correct  the  anomaly 
by  cutting  the  minimum  interest  rate 
on  the  bond.  Buy  now  before  the  6% 
window  slams  shut. 

The  Series  EE  carries  a  variable 
interest  rate,  reset  twice  a  year  at  0.85 
times  the  rate  on  marketable  five-year 
Treasury  notes.  No  bargain  there.  But 
the  EE  also  has  a  minimum  rate  of  6% 
if  you  hold  it  for  at  least  five  years.  Like 
the  notes,  the  savings  bond  com- 
pounds semiannually  and  is  exempt 
from  state  and  local  income  tax. 

Five-year  Treasury  notes,  as  it  hap- 
pens, are  now  trading  to  yield  exactly 
6%.  Two  features  make  the  EE  a 
better  buy.  One  is  that  you  report  EE 
interest  on  your  federal  tax  return  not 
when  you  earn  it  but  when  you  feel 
like  reporting  it.  The  other  is  that 


the  maturit}^  of  the  EE  is  subject  to 
your  whim. 

How  much  are  those  features 
worth?  It  depends  on  future  tax  rates 
and  fijture  interest  rates.  But  this  will 
give  you  some  idea.  Assuming  your 
federal  tax  bracket  is  now  34%  and 
doesn't  change,  then  the  right  to 
defer  reporting  the  interest  until  you 
cash  the  bond  in  adds  about  0.2  per- 
centage points  to  your  afiiertax  annual 
yield,  if  you  hold  for  five  years.  The 
deferral  is  worth  0.9  percentage 
points  of  aft:ertax  yield  if  you  hold  for 
the  maximum  30  years. 

The  variable  maturity'  feature  is  po- 
tentially much  more  important.  Con- 
sider what  happened  to  last-minute 
buyers  in  an  earlier  savings  bond 
stampede,  which  took  place  in  the  fall 
of  1986.  At  the  time,  the  guaranteed 
minimum  return  on  the  EE  hovered 
at  an  appealing  7.5%  even  as  market 
interest  rates  sank.  People  who  put 
their  money  down  before  the  mini- 
mum was  slashed  are  sitting  pretty- 
now.  Since  they  can  cash  in  their 
bonds  at  any  time,  they  have,  in  efi^ect, 
a  zero-risk  money  market  account, 
except  that  it  pays  3  points  more  than 
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irdinary  money  markets. 

If  you  were  going  to  invest  in  medi- 

m-term  Treasurys  anyhow,  buy  EEs 
instead.  Hold  for  five  years.  If,  by  that 

me,  market  interest  rates  have  fallen 

irther,  hang  on  to  your  EEs.  If  rates 
Ihave  climbed,  cash  the  bonds  in  and 
buy  marketable  Treasury  notes. 
j  Note  that  the  variable  rate  fall -back 
doesn't  do  you  much  good.  Why  not? 
Because  this  part  of  the  formula  is 
slanted  in  the  Treasury's  favor.  You 
don't  get,  for  each  six-month  reset 
period,  the  greater  of  6%  a  year  or 
0.85  times  the  rate  on  notes.  Rather, 
you  get  either  0.85  times  average 
market  rates  over  the  whole  time 
you've  held  the  EE,  or,  if  it's  greater, 
6%  over  the  whole  time. 

What  if  tax  rates  go  up?  You're  well 
protected.  Start  out  by  declaring  that 
you  intend  to  defer  reporting  interest 
until  redemption.  If  and  when  a  tax 
hike  is  enacted,  switch  to  current  re- 
porting of  your  interest.  You  will  de- 
clare the  interest  accumulated  to  that 
point  on  your  next  tax  return,  paying 
at  your  old  tax  rate.  It  is  highly  unlike- 
ly that  a  rate  hike  would  be  made 
retroactive. 

What  if  you  need  to  cash  in  before 
five  years?  Rates  scale  up,  starting  at 
4.2%  for  a  six-month  holding  period. 
That's  more  than  you  can  earn  on  a 
,  six-month  Treasury  bill.  It's  hard  to 
lose  with  these  EEs. 

If  you  buy  joindy  with  your  spouse, 
the  maximum  amount  you  can  put 
into  EEs  is  $30,000  a  year.  This  quan- 
tity will  have  a  face  value  of  $60,000, 
but  the  face  value  of  these  bonds  is  an 
irrelevant  concept.  (At  6%,  your 
$30,000  investment  would  turn  into 
$60,000  in  a  litde  less  than  12  years, 
but  you  may  or  may  not  hold  that 
long.)  The  tax  deferral  survives  the 
death  of  the  first  spouse.  Sole  owners 
are  hmited  to  a  $15,000  investment 
per  year. 

An  additional  feature  of  EEs  is  that 
they  become  completely  tax-exempt 
if  proceeds  are  used  for  a  dependent's 
college  tuition  and  the  owner's  in- 
come is  low  in  the  year  of  redemption. 
The  tax  exemption  begins  to  phase 
out  at  $62,900  of  adjusted  gross  in- 
come on  a  joint  return. 

A  hard-to-beat  investment  in  this 
environment.  Easiest  place  to  buy  the 
bonds:  whichever  bank  has  your 
checking  account.  Hi 


Once  a  gold  mine,  television  network 
affiliates  are  losing  ground  as 
more  viewers  turn  to  cable  and  the 
networks  cut  back  their  support. 

Endangered 
species 


By  Kathryn  Harris 

Because  of  a  drastically  trimmed 
budget,  WVUE,  the  abc  television  affil- 
iate in  New  Orleans,  sometimes  can 
send  only  a  cameraman  to  a  news 
scene — reporters  have  to  get  the  facts 
later  by  phone.  In  Buffalo,  N.Y.,  CBS 
affiliate  WIVB-TV  didn't  have  enough 
cash  flow  to  cover  $11  million  in 
interest  payments  last  year.  NBC  affili- 
ate WOWT  in  Omaha  has  reduced  its 
work  force  by  24%  in  18  months  and 
ehminated  overnight  news  coverage 
and  two  of  its  weekend  newscasts. 

It's  not  a  pretty  picture  these  days 
for  many  of  the  nation's  600  network 
affiliates,  which  in  years  past  were 
virtual  money  machines.  And  why 
not?  Programming  was  mosdy  free, 
local  advertising  provided  healthy 
profits,  and  stations  received  lucrative 
annual  "compensation"  payments 
from  the  networks,  eager  to  keep  their 
local  franchises  loyal. 

As  the  networks  have  lost  ground, 
so  have  their  affiliates.  Independent 
television  and  cable  aie  making  huge 
inroads  in  network  affiliate  viewer- 
ship,  which  sank  to  52%  of  all  TV 
households  in  the  1989-90  season, 
down  from  63%  five  years  earlier. 
Cable  penetration  is  expected  to  in- 
crease to  67%  by  the  end  of  the  de- 
cade, up  from  60%  at  present.  And 
other  alternative  delivery  systems, 
such  as  direct  broadcast  satellite,  are 
on  the  horizon. 

Moreover,  the  networks  are  lobby- 
ing the  Federal  Communications 
Commission  for  permission  to  buy 
cable  systems.  As  an  FCC  report  re- 
cendy  noted,  the  networks  may  find  it 
more  profitable  to  supply  program- 


ming direcdy  to  cable. 

Meanwhile,  beset  by  spiraling  pro- 
gramming costs  and  eroding  viewer- 
ship,  the  networks  have  reduced  their 
programming  schedules  in  non- 
prime-time  periods.  NBC,  for  exam- 
ple, last  fall  reduced  its  daytime  pro- 
gramming by  1  hour  to  4V2  hours. 
And  the  three  networks  have  slashed 
the  compensation  they  pay  affiliates 
by  nearly  18%  over  the  last  six  years, 
from  $425  million  in  1987  to  an 
estimated  $350  million  this  year. 
Compensation  is  the  sweetener  paid 
to  stations  for  carrying  network-sold 
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Network  affiliates 

commercials  and  programming — 
even  when  the  affiliate  might  profit 
more  by  substituting  a  show  fi-om  a 
different  supplier. 

The  operating  cash  flow  margin  at 
four  network  affiliates  owned  by 
Times  Mirror  Co.  has  tumbled  50%  in 
the  last  five  years,  to  an  estimated  28% 
last  year.  At  the  Washington  Post  Co., 
the  broadcast  group's  operating  cash 
flow  margin  declined  to  about  35% 
over  the  same  period. 

Those  are  still  pretty  good  margins. 
But  the  payment  cutbacks  can  be 
particularly  painftil  for  the  stations 
that  borrowed  heavily  in  the  1980s — 
like  Buffalo's  wivb-tv — and  those  in 
the  smallest  markets  (ranked  176  and 
below),  where  network  compensa- 
tion accounted  for  76%  of  average 
pretax  profits  in  1990. 

To  the  beleaguered  networks, 
these  affiliates  in  smaller  markets  may 
look  increasingly  expendable.  Why? 
Markets  below  100  represent  only 
15%  of  the  nation's  TV  households. 
Indeed,  the  recent  FCC  staff  report 
suggests  that  some  network  affiliates 
in  smaller  markets  are  bound  to  go 
out  of  business  as  they  struggle  to 
compete. 

Littie  wonder,  then,  that  running 
an  affiliate  has  "gone  from  a  business 
that  was  a  no-brainer  to  one  that  is 
management  intensive,"  says  Peter 
Desnoes,  a  former  ABC  executive 
whose  company  owns  five  network 
affiliates,  including  the  budget- 
pinched  WVUE  in  New  Orleans.  Des- 
noes' company,  Burnham  Broadcast- 
ing Co.,  was  blocked  by  senior  credi- 
tors from  making  a  $2  miUion  interest 
payment  to  bondholders  last  Septem- 
ber; it  is  now  trying  to  refinance  its 
$180  million  debt  package. 

For  the  ftiture,  many  of  the  affiUates 
may  face  the  loss  of  some  of  their  best 
programming.  Former  NBC  chairman 
Grant  Tinker  predicts  that  expensive - 
to-make  series  like  L.A.  Law  will  mi- 
grate to  pay  television  over  the  next 
10  to  15  years,  because  it  will  take  the 
combined  revenue  of  advertising  and 
subscriptions  to  finance  their  produc- 
tion. "People,  ironically,  will  end  up 
paying  for  what  they've  had  for  free," 
Tinker  says. 

Remember  when  owning  a  net- 
work affiliate  was  like  having  a  license 
to  print  money?  There  just  ain't  no 
such  thing  as  a  sure  thing.  ^M 


Does  insurance  mean  what  it  says? 
Depends  on  whom  you  ask. 

Policy  puzzle 
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By  James  Lyons 

Call  IT  the  case  of  the  duelmg  dictio- 
naries. Because  of  a  titanic  battie  be- 
tween insurers  and  their  customers, 
state  and  federal  courts  in  California 
are  pondering  the  meaning  of  terms 
such  as  "unfair  competition,"  "ad- 
vertising activities"  and  "damages." 
Poring  over  their  copies  of  Merriam- 
Webster's  dictionaries,  judges  are  tak- 
ing on  the  role  of  linguists. 

But  pore  they  must,  because  the 
stakes  are  high.  Construed  one  way, 
the  terms  in  question  could  force 
insurance  companies  to  pay  hundreds 
of  millions  of  dollars  in  suits  ranging 
from  securities  fraud  to  patent  in- 
fringement. Read  another  way,  the 
terms  can  allow  insurance  companies 
to  weasel  out  of  their  contractual 
obligations,  say  their  customers. 

At  the  center  of  the  fierce  debate  is 
what's  known  as  a  comprehensive 
general  liability  policy.  Virtually  all 
businesses  carry  one.  They  protect 
against  liability  for  property  damage 
and  bodily  injury. 

A  commonly  added  provision  pro- 
vides coverage  for  Ubel,  slander,  copy- 
right infringement  and  unfair  compe- 
tition "occurring  in  the  course  of 
advertising  activities." 

Back  in  1986  a  California  bank  now 
known  as  Bank  of  the  West  was  hit 
with  a  customers'  class-action  suit 
alleging  the  bank  had  charged  exces- 
sive interest.  The  bank  settied  the  case 
for  $750,000.  When  the  bank  looked 
to  its  general  liability  insurer  for  cov- 
erage, the  carrier  balked. 

The  insurer,  Industrial  Indemnity 
Co.,  won  the  first  round.  A  California 
trial  court  accepted  Industrial  Indem- 
nity's argument  that  the  definition  of 
unfair  competition  is  a  narrow  one 
and  applies  only  to  suits  brought  by 
competitors — not  customers. 

But  the  bank  fought  back,  winning 
before  the  California  Court  of  Ap- 
peal. Holders  of  general  liabilit>'  poli- 
cies can  find  much  to  cheer  about  in 


the  panel's  sweeping  ruling. 

In  the  absence  of  an  explicit  defini- 
tion of  unfair  competition  in  the  poli- 
cy, the  court  fijrnished  an  expansive 
one.  To  the  appellate  panel,  unfair 
competition  "encompasses  any  un- 
lawfijl,  unfair  or  deceptive  act  com- 
mitted against  both  a  business  com- 
petitor or  the  public." 

If  that's  not  what  the  insurers  in- 
tended, tough  luck.  Under  California 
law,  the  court  found,  linguistic  ambi- 
guities are  construed  against  insurers, 
since  they're  the  ones  who  draft  the 
policies.  Using  the  same  analysis,  the 
court  held  that  advertising  includes 
"any  activities  designed  to  bring  a 
seller's  goods  or  services  to  the  atten- 
tion of  potential  buyers." 

The  court  painted  with  equally 
broad  strokes  the  definition  of  dam- 
ages. The  Bank  of  the  West  polic)'  did 
not  define  damages.  Therefore,  the 
court  found,  such  a  lack  of  clarity- 
should  "dictate"  a  finding  against  the 
insurer. 

Trounced  by  the  court.  Industrial 
Indemnit)^  asked  the  California  Su- 
preme Court  for  re\iew.  Meanwhile, 
federal  judges  in  California  were  also 
scurrying  to  their  dictionaries. 

The  U.S.  Court  of  Appeals  for  the 
Ninth  Circuit  heard  oral  arguments 
on  the  same  issues  in  December.  But 
that  panel  ducked,  saying  they  would 
wait  to  decide  until  the  California 
Supreme  Court  rules. 

It's  a  classic  example  of  meaning 
being  in  the  eye  of  the  beholder.  The 
reasonable  meanings  of  the  words  in 
the  policies  are  crystal  clear  to  each 
side  in  the  dispute.  Yet  definitions 
var\'  depending  on  which  source  is 
consulted — dictionaries,  court  opin- 
ions or  statutes. 

Insurers  would  do  a  ser\ice  to 
themselves — and  their  customers — if 
they  defined  precisely  what  they're 
insuring  instead  of  lca\ing  it  to  a 
bunch  of  judges.  ^ 
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;atherine  the  Great  invited  the  Germans  to  Russia, 
loris  Yeltsin  intends  to  keep  them  there. 

ome  sweet 


olga 


By  Richard  C.  Morals  and  Andreas  Wildhagen 


On  the  Ulrich-von-Hassel  Strasse  in 
Bonn,  Germany's  Interior  Ministry  is 
setting  up  a  new  department.  It  is 
called  Volga  Republic  Development. 

You  probably  have  never  heard  of 
the  Volga  Republic.  Neither  had  we 
until  recently.  It  doesn't  exist  yet  but 
soon  will,  on  some  1 ,860  square  miles 
of  land  straddling  the  poetic  Russian 
river  (see  map)  just  north  of  Volgo- 
grad, formerly  known  as  Stalingrad. 

What's  it  got  to  do  with  Germany? 
Just  this:  The  republic  will  be  inhabit- 
ed mosdy  by  ethnic  Germans  and  will 
get  a  heavy  subsidy  from  Bonn.  On 
Nov.  21  Russian  President  Boris  Yel- 
tsin signed  an  agreement  with  Ger- 
man Chancellor  Helmut  Kohl.  Litde- 
,  known  Item  12  committed  Russia  to 
"recreating  a  Republic  of  Germans  in 
the  traditional  setdements  of  their 
ancestors."  Kohl  has  earmarked  $66 
million  a  year  for  development  of  the 
Volga  Republic,  with  an  equal  sum 
targeted  at  other  German  descen- 
dants in  eastern  Europe. 

Stalin  must  be  turning  over  in  his 
grave.  His  remote  successor  President 
Boris  Yeltsin  wants  to  assure  some  2 
million  descendants  of  German  set- 
ders  spread  across  the  former  Soviet 
Union  that  their  culture  will  be  pre- 
served and  their  autonomy  will  be 
recognized. 

Why  is  Yeltsin  catering  to  German 
sensibilities?  Easy  question.  He  needs 
German  financial  support. 

Germany's  motives  are  equally  sim- 
ple and  direct.  Germany  has  perhaps 
the  most  liberal  immigration  laws  in 
Europe:  Any  immigrant  who  can 
claim  even  the  slightest  German 
blood  has  the  right  of  citizenship  and 
financial  support.  In  the  last  two  years 
alone,      Germany      has      absorbed 


-\f 


X 


I? 


RUSSIA 


OBiMANY 


Ukraine 


Moscow 

Former        ^ 
Volga  Republic 

Saratov 


Volgograd\  Kazakhstan 


The  Volga  Republic 

borders  in  1941 

An  autonomous  German  state 

deep  in  Russia. 


619,000  immigrants  of  German  de- 
scent from  Eastern  Europe.  Wieder- 
geburt  (Rebirth),  a  militant  cabal  of 
Soviet  Germans,  has  threatened  Kohl 
with  immigrating  en  masse  if  its  needs 
are  not  met.  Kohl  would  as  soon  they 
stayed  home. 

Kohl  hopes  to  pump  enough  mon- 
ey and  incentives  into  the  Volga  Re- 
public to  keep  these  Soviet  Germans 
in  Russia.  The  German  Volga  Repub- 
lic government  will  be  autonomous. 
It  will  have  its  own  German-language 
newspaper,  TV  and  radio  stations.  Its 
building  of  a  modern  infrastructure 
and  trade  schools  will  be  aided  by 
Bonn,  as  will  housing  for  the  300,000 
Russian  Germans  expected  to  move 
to  the  Volga  Republic  from  elsewhere 


in  the  old  Soviet  Union.  Russian  offi- 
cials have  informed  the  Bonn  ministry 
they  are  prepared  to  launch  a  Soviet- 
wide  advertising  campaign  inviting 
German  descendants  to  immigrate  to 
the  new  Volga  state.  German  compa- 
nies— from  grocery  store  chains  to 
construction  companies — will  be  in- 
vited to  do  the  rest,  with  or  without 
Bonn  aid. 

All  this  is  something  of  a  gamble  for 
Yeltsin.  While  a  Volga  Republic  is 
strong  bait  for  German  knowhow  and 
capital,  it  could  also  produce  danger- 
ous nationalistic  unrest  and  envy  all 
over  Russia.  Already  there  have  been 
demonstrations  in  Moscow  and  Sara- 
tov, with  fist-shaking  at  what  some  are 
calUng  "The  Fourth  Reich."  Yeltsin 
has  not  yet  signed  the  decree  that  will 
formally  bring  the  republic  into  be- 
ing. But  that  isn't  stopping  Bonn 
from  roaring  ahead  with  its  develop- 
ment plans. 

How  did  so  many  Germans  end  up 
deep  in  Russia?  Blame  Catherine  the 
Great.  Anxious  to  create  a  European 
buffer  in  southern  Russia,  and  intent 
upon  stimulating  the  economies  of 
rural  regions,  Catherine  formed  the 
Chancery  of  Guardianship  for  For- 
eigners in  1763,  promising  religious 
tolerance  and  state  land  to  immigrant 
farmers  and  artisans.  By  1775  some 
30,000  foreigners,  mosdy  German, 
had  setded  along  the  Volga. 

In  1924,  under  Vladimir  Ilyich  Le- 
nin, the  Soviet  Union  established  the 
autonomous  Volga  Republic.  Joseph 
Stalin  crushed  the  state  in  1941 ,  as  the 
Nazis  attacked,  dispersing  the  local 
Germans  to  the  farthest  and  coldest 
reaches  of  the  communist  empire. 
Now  many  of  the  descendants  of  this 
diaspora  are  returning  to  their  ances- 
tral home  along  the  Volga.  "German 
[Russians]  are  striving  toward  this 
center  on  the  Volga,"  says  Parliamen- 
tary Secretary  Horst  Waffenschmidt, 
pointing  at  a  reprint  of  a  Third  Reich 
map  of  the  autonomous  Volga  state. 
"They  are  saying,  'This  is  the  land  of 
our  forefathers  that  Stalin  stole.'  " 

German  business  people  are  smack- 
ing their  lips  at  the  prospect.  They  will 
soon  have  a  handy  base  for  entering 
the  Russian  market:  Deep  in  the  na- 
tion's heardand  will  be  a  German- 
trained  and  German-educated  labor 
force,  backed  by  German-built  infra- 
structure. The  ideal  launch  pad.     Hi 
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NICHES 


UP  a  COMERS 


Rising  health  care  costs  are  a  national  problem. 
Ernest  Ludy  turned  it  into  a  profitable  little  business. 

Ahealth 
opportunitY 


By  Ignatius  Chitiielen 

Tell  a  company  with  a  self-funded 
healdi  plan  you  can  save  it  millions  of 
dollars  in  claim  costs,  and  chances  are 
you'll  get  in  the  door  these  days. 

Ernest  Ludy  has  been  doing  a  lot  of 
that  lately.  Ludy,  46,  is  chairman  and 
founder  of  Medstat  Systems,  Inc.,  a 
10 -year- old  Ann  Arbor,  Mich,  firm 
that  provides  computerized  analyses 
of  health  insurance  claims  to  75  big 
companies  like  Chevron,  Ford,  B.F. 
Goodrich  and  Federal  Express. 

Ludy  knew  the  health  care  business 
going  in.  He  had  done  a  2y2-year  stint 
in  the  Seventies  as  associate  director 
of  research  at  Blue  Cross/Blue  Shield 
of  Western  Pennsylvania,  followed  by 
nearly  three  years  of  independent 
health  care  consulting.  He  knew  there 
were  lots  of  businesses  out  there  that 
were  scared  by  soaring  health  costs. 
But  they  didn't  know  whether  costs 
were  rising  because  of  increasing  ill- 
ness, higher  doctors'  fees,  medicine 
costs,  abuse  or  even  fraud. 

Ludy  also  knew  there  was  a  trove  of 
untapped  data  in  medical  claim  files: 
the  length  of  hospital  stay  for  various 
treatments,  the  kind  of  lab  tests  done, 
fees  charged,  fees  paid  and  the  reasons 
for  any  nonreimbursement. 

He  decided  there  was  money  to  be 
made  analyzing  the  data  for  business- 
es trying  to  control  health  insurance 
costs.  "There  was  no  incentive  for  the 
insurance  companies  to  look  into 
such  data,"  Ludy  says,  "since  they 
could  pass  on  the  higher  costs  to  their 
client  companies."  Nor  did  the  em- 
ployers have  access  to  the  data. 

Thus,  out  of  bureaucratic  inertia 
was  Medstat  born:  Employers  look- 
ing to  save  money  would  simply  tell 
insurers  administering  their  plans  to 
turn  over  all  claims  records  to  Med- 
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Stat,  which  would  massage  them  into 
highly  focused  databases. 

With  a  detailed  breakdown  of  med- 
ical costs  in  hand,  employers  would 
then  be  in  a  position  to  negotiate 
discounts  from  high-volume  health 
care  suppliers.  X^ey  could  also  rede- 
sign their  benefit  plans  to  provide 
employees  with  incentives  to  use 
cheaper  doctors  and  hospitals  while 
maintaining  quality. 

It  was  a  risky  proposition  for  Ludy, 
who  has  degrees  in  philosophy  and 
sociology  from  the  University  of  De- 
troit. He  was  accustomed  to  regular 
paychecks,  and  fledgling,  undercapi- 
talized entrepreneurs  don't  often  get 
paychecks.  His  wife.  Carmen,  did 
earn  about  $20,000  as  a  research  asso- 
ciate at  the  University  of  Pittsburgh, 
but  she  was  seven  months  pregnant 
with  their  first  child.  Ludy  decided  to 
take  the  plunge  anyhow.  He  was  just 
33.  His  consulting  business  didn't 
have  much  future.  "Probably  my  ig- 
norance of  what  it  takes  to  set  up  a 
good  business  gave  me  a  lot  of  confi- 
dence," says  Ludy. 

His  ignorance  didn't  prevent  him 
from  raising  $330,000  from  27  pro- 
fessional contacts.  "Being  in  the 
health  care  field,  like  me,"  Ludy  says, 
"they  knew  that  companies  would 
pay  for  information  that  helps  cut 
their  medical  care  costs." 

He  also  got  a  hand  from  Hewlett- 
Packard.  HP  was  offering  free  use  of 
minicomputers  to  startup  firms  as  part 
of  its  marketing  strategy,  and  Ludy 
took  advantage  of  the  offer  to  develop 
a  prototype  for  his  database. 

After  raising  the  initial  $130,000  of 
seed  money,  Ludy  landed  his  first  cus- 
tomer. Chevron  Corp.  Che\Ton  agreed 
to  pay  him  about  $100,000  annually 


Medstat  Systems 
Chairman 
Ernest  Ludy 
Out  of  bureau- 
cratic inertia  was 
a  profitable 
company  bom. 


for  analysis  of  its  medical  costs. 

For  a  man  without  business  train- 
ing, Ludy  proved  remarkably  skillfiil. 
In  1983,  when  the  market  for  small 
technology'  firms  was  hot,  Ludy  took 
Medstat  public,  selling  22%  of  the 
company  at  $7  a  share.  Revenues  at 
the  time  were  about  $100,000  a  year. 
Taking  the  $3.6  million  net  proceeds, 
Ludv  bought  n\o  Hewlett-Packard 
minicomputers,  hired  staft  to  refine 
the  database  and  stepped  up  Mcd- 
stat's  marketing  eftbrts.  Other  big 
clients  soon  followed. 

Today  Medstat \s  database  contains 
information  on  252  million  claims 
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from  6  million  claimants.  Its  clients' 
claims  payments  total  $8  billion  an- 
nually— 6%  of  private  health  care  ex- 
penses. For  the  fiscal  year  ended  Sept. 
30,  Medstat  earned  $1.9  million,  or 
66  cents  a  share,  on  revenues  of  $18 
million. 

Medstat's  stock  recendy  traded  at 
45V2 — making  it  one  of  the  few  1983 
high-tech  offerings  that  actually  paid 
off"  for  investors.  Ludy's  26%  stake  in 
the  company  is  worth  $33  million  on 
paper.  Several  early  investors  have  be- 
come millionaires,  too. 

Not  surprisingly,  Ludy  is  optimis- 
tic. He  cites  some  figures:  Between 


1986  and  1990  national  medical  costs 
annually  rose  by  an  estimated  14.8%. 
Over  the  same  period,  Ludy  says, 
Medstat's  clients'  costs  went  up  at 
only  a  12%  rate.  Take  Chevron.  In 
1988  Chevron  used  Medstat's  data  to 
identify  over  120  hospitals  nation- 
wide that  showed  a  high  volume  of 
usage  by  Chevron's  37,000  U.S.  em- 
ployees. Medstat  broke  out  the  claims 
information  on  a  hospital -by- hospital 
basis.  With  that  information  in  hand. 
Chevron  negotiated  discounts  fi-om 
the  targeted  hospitals.  In  1989  and 
1990  hospital  discounts  alone  saved 
Chevron  a  total  of  $7.4  million. 


Ludy  says  Medstat  has  retained 
more  than  90%  of  its  clients  and  is 
adding  new  ones  steadily.  Last  year 
five  insurance  companies,  including 
Prudential  Insurance  and  Cigna,  be- 
gan using  Medstat's  software  to  help 
improve  their  data  collection  and  rate 
hospital  and  physician  quality  for 
managed  health  care  systems. 

It's  a  cliche  that  problems  breed 
opportunity,  but  true  all  the  same. 
Ernest  Ludy  looked  at  the  problem  of 
health  care  costs  and  saw  a  great 
opportunity.  That's  what  entrepre- 
neurs do:  study  change  and  figure  out 
how  to  profit  from  it.  Hi 
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HOWTOTELLTHEDIFFEREN 
^5^LL-DESIGNED  AND  ONE 


WEEN  AN  INTERIOR  THAT'S 
'S  MERELY  WELL- DECORATED. 


We  don't  think  a  car's  cabin  should  be  judged 
by  the  amount  of  ornamentation  put  into  it,  but  by 
the  amount  of  thought.  And,  in  terms  of  improving 
your  driving  experience,  the  Acura  Legend  interior 
incorporates  a  great  deal  of  thinking.  From  a  driver's 
seat  that's  remarkably  comfortable  and  supportive  to 


optimally  placed  controls  to  driver's  side  and  avail- 
able passenger's  side  air  bags.\Miich  is  not  to  say  the 
Legend  doesn't  offer  luxuries  like  soft  leather  and  fine 
wood.  Just  that  it  offers  a  great  deal  more.  Call 
1-800-TO-ACURAfor 
more  information. 


®  ACURA 
PREaSION  CRAFTED  PERFORMANCE 


IDEAS 


UP  &  COMERS 


Though  the  educational  bureaucracies  hate  the  idea, 
a  number  of  private  companies  are  getting  into 
the  public  school  business. 

Foot  in  the  door 


By  William  Tucker 

Last  year  hyperactive  9-year-old  Ja- 
vier, as  we'll  call  him,  seemed  unable 
to  concentrate  on  anything  long 
enough  to  complete  simple  assign- 
ments in  school.  This  year  Beth  Ro- 
senthal, the  boy's  new  third-grade 
teacher,  tried  a  different  tack.  She  told 
the  boy  he  could  work  through  the 
math  book  on  his  own,  as  fast  as  he 
wanted.  Javier  revealed  a  hidden  tal- 
ent for  arithmetic  and  is  now  far  ahead 
of  the  rest  of  the  class. 

Javier  is  participating  in  a  "Tesser- 
act"  school.  The  program  was  intro- 
duced into  South  Miami  Beach's 
South  Pointe  Elementary  School  last 
year  by  Education  Alternatives,  Inc.,  a 
publicly  owned  company  whose  as- 
sets Chairman  John  Golle  acquired 
from  Control  Data  Corp.  in  1986. 
Under  a  $1.2  million  contract  it  won 
in   1990,  EAI  designed  and  imple- 


mented the  curriculum  for  South 
Pointe's  700  mosdy  poor  and  His- 
panic elementary  school  pupils  for  the 
next  five  years. 

With  revenues  last  year  of  just  $2.3 
million  and  a  loss  of  $1.5  million, 
Nasdaq-listed  Education  Alternatives 
has  grand  ambitions.  It  is  talking  with 
the  Florida  Department  of  Education 
about  taking  over  the  management  of 
an  entire  school  district  later  this  year, 
in  partnership  with  KPMG  Peat  Mar- 
wick  and  Johnson  Controls  World 
Services,  Inc.  If  the  group  wins  the 
contract.  Peat  Marwick  will  redesign 
the  district's  entire  administration. 
Johnson  Controls — which  manages  a 
portion  of  the  Kennedy  Space  Center 
at  Cape  Canaveral — will  handle  the 
district's  day-to-day  operations,  eai 
will  redesign  the  curriculum. 

"We  figure  we  can  reduce  operat- 


ing and  administrative  spending  by 
25%  and  put  20%  back  into  the  class- 
room," says  EAi's  Golle.  "The  other; 
5%  will  be  our  profit."  Golle  adds: 
"There  is  so  much  fat  in  the  schools 
that  even  a  blind  man  without  his  cane 
could  find  the  way." 

The  numbers  bear  him  out.  Studies 
in  New  York  and  Milwaukee  have 
found  that  over  60%  of  school  bud- 
gets feeds  the  administrative  bureau- 
cracy. Four  years  of  running  a  private 
Tesseract  school  in  Eagan,  Minn,  has 
given  EAI  confidence  it  can  educate 
kids  without  layers  of  bureaucraq'. 

Using  recent  educational  research, 
the  company  divides  children  into 
"visual,"  "audio"  and  "kinesthetic," 
or  action-oriented,  learners.  It  then 
trains  teachers  to  identify  indi\idual 
learning  styles.  Once  diagnosed,  each 
child  is  fitted  with  a  "personal  educa- 
tion plan."  Young  Javier  was  classified 
as  a  kinesthetic  learner — one  who 
learns  best  by  manipulating  objects. 
So  teacher  Rosenthal  set  him  to  work 
with  a  set  of  Lego-like  blocks  that  join 
and  separate  to  represent  arithmetic 
equations.  The  boy  suddenly  discov- 
ered he  enjoyed  mathematics. 

EAI  is  not  the  only  company  seeking 
to  profit  by  minimizing  waste  and 
inefficiency  in  the  public  schools. 
Ombudsman  Educational  Serxices,  a 
privately  owned  firm  in  Libert\'\ille, 


LEFT: 

Tesseract  at 
work  in  South 
Miami  Beach 
Tailoring  the 
curriculum  to 
each  child's 
learning  style. 


RIGHT: 

President 
David  Bennett 
and  Chairman 
John  Golle 
of  EAI 

"We  don't  Just 
want  to  compete 
with  the  public 
schools.  We  want 
to  become  the 
public  schools." 
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■  111.,  has  contracts  with  23  school  dis 
itricts  in  Illinois,  Minnesota  and  Ari- 
Izona  to  educate  problem  students 
I  who  are  on  the  verge  of  leaving — or 
being    kicked    out    of — the    public 
schools.  Ombudsman  charges  the  dis- 
I  tricts    about    $3,500    per    pupil — 
$2,000  below  the  average  cost  of 
providing  public  education  in  Chica- 
go (and  half  New  York's  $7,000-per- 
student  average  cost). 

"We've  reduced  the  six-hour 
school  day  to  three  hours  of  intensive 
learning,"  says  James  Boyle,  a  former 
assistant  school  superintendent  in  the 
Chicago  area  who  founded  the  com- 
pany in  1975.  "We've  eliminated 
study  halls,  lunchtime  and  all  the  oth- 
er extras."  The  goal  is  to  pare  nonin- 
structional  time  to  a  minimum.  With  a 
shorter  school  day,  says  Boyle,  "Most 
of  our  older  kids  are  holding  down 
jobs,"  an  important  consideration  in 
poor  areas. 

The  short  school  day  allows  Boyle's 
teachers  to  handle  nearly  three  shifts, 
keeping  student- teacher  ratios  low. 

Such  reforms  sound  obvious,  but 
getting  them  done  in  a  public  school 
bureaucracy  is  almost  impossible.  "I 
tried  implementing  some  of  these 
ideas  as  an  assistant  superintendent," 
says  Boyle,  "but  changing  things  in 
the  public  schools  is  like  changing 
things  in  the  Vatican." 

Instead  of  seeking  to  reform  public 
schools,  Christopher  Whittle's  Whit- 
tle Communications,  of  Knoxville, 
Tenn.,  is  going  into  direct  competi- 
tion with  them.  Whitde  has  just  an- 
nounced its  "Edison  Project,"  a  plan 
to  build  200  nursery-to-12th-grade 
education  complexes  by  1996;  each 
complex  would  enroll  2,000  pupils  at 
a  time.  Projected  tuition:  $5,300. 

Although  he  says  he  isn't  counting 
on  it.  Whittle  would  be  perfecdy  posi- 
tioned if  states  began  adopting  private 
school  choice — a  system  that  would 
allow  tax  dollars  to  flow  to  private 
schools.  School  districts  like  Detroit's 
are  talking  about  "chartering"  private 
schools — simply  inviting  them  to  join 
the  public  school  system.  Parents 
would  be  able  to  enroll  their  children 
in  these  schools  at  public  expense.  It 
won't  happen  overnight,  but  the 
swing  toward  private -sector  educa- 
tion is  under  way.  The  teaching  bu- 
reaucracy can  slow  the  movement  but 
won't  be  able  to  stop  it.  WM 
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FIDELITY  ANSWERS  YOUR  QUESTIONS 


"How  Can  I  Get 

The  Most  For  My 

Retirement  Savin©?" 


For  many  retirement  investors,  it's  a  classic  dilemma:  whether  to  limit 
retirement  money  to  conservative  investments,  or  accept  some  added  risk  by 
including  more  aggressive  choices  with  greater  growth  potential. 

look  For  Long-Term  Results. . . 

Thousands  of  investors,  who  are  willing  to  accept  stock  market  volatility, 
have  chosen  Fidelity  Magellan  Fund®  for  their  retirement  portfolio.  They're 
looking  for  the  kind  of  perfor- 


Magellan  has  Consistently 
Outperformed  the  S&P  500^ 


39.12% 


Average  Annual  Returns 


1Year 


5  Year 


10  Year 


Magellan         {       |   S&P500 


mance  potential  that  historically 
has  helped  stocks  outperform  not 
only  other  types  of  investments, 
but  inflation  as  well. 

...With  Magellan's 
Common  Sense 
Approach 

How  has  Magellan  outper- 
formed all  other  mutual  funds  in 
America  for  the  15, 20  and  25- 
year  periods  ended  9/30/91?^  Maybe  it's  Magellan's  investment  strategy. 
M^ellan  searches  out  the  best  companies  available,  both  at  home  and 
abroad,  day  by  day  one  stock  at  a  time.  Of  course,  past  performance  is  no 
guarantee  of  hiture  results. 

Free  Retirement  Planning  Guide 

Call  today  for  your  free  IRA  fact  kit,  and  be  sure  to  ask  for  your  free  copy 
of  Fidelity's  "Common  Sense  Guide  To  Planning  For  Retirement."  It's  designed 
to  walk  you  through  the  basic  steps  of  putting  together  a  retirement  plan. 

Visit  A  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


FideUly  ^^  investnwnts 


® 


Common  sense.  Uncommon  results. 


For  more  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  for  a  free  prospectus.  Read 
it  carefully  before  you  invest  or  send  money.  'S&P  500*  is  an  unmanaged  index  of  common  stock  prices.  Returns  for 
the  S&  P  500  reflect  reinvestment  of  dividends.  Magellan's  returns  include  reinvestment  of  dividends  and  capital  gains, 
changes  in  share  price  and  the  effects  of  the  fund's  3%  sales  charge.  (Portfolio  manager  changed  6/1/90)  All  perfor- 
mance is  historical.  The  Fund's  share  price  and  return  will  vary  and  you  may  have  a  gain  or  loss  when  you  sell  your 
shares,  -.toording  to  Lipper.\nalv1ical  Services,  Inc.,  Magellan  ranked  #1  out  of  175,  #1  out  of  309,  #1  out  of  362, 
#3  out  of  453,  #59  out  of  979,  and  #205  out  of  1,7%  funds  for  the  25, 20, 15, 10, 5  and  1  vear  periods  ended 
9/.W/91  Fidelitv  Distributors  Corporation.  CODE:  FORB/fVIAGI/020392 
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Italian  Diiiinj^.  The  Quality  of  Life. 


From  Italy  with  Taste. 
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The  elegant  red  wine  with  the  osso  buco  and  saffron  rice  is  a  Chianti  Classico  from  Tuscany  We  could  as 
easily  have  chosen  a  Torgiano  from  Umbria  or  a  Donnas  from  Valle  d'Aosta.  After  all,  the  20  regions  of 
Italy  produce  more  varieties  of  fine  wine  than  any  other  country  And  they  go  with  any  foods  in  America. 

VINO 


o 


It alian  Wines.  The  Quality  of  Life. 

©  1992        /!•   ITALIAN  INSTITUTE  FOR  FOREIGN  TRADE/ ICE.  ITAUAN  TRADE  COMMISSION,  WINE  CENTER  499  PARK  AVENUE,  NEW  YORK,  NY  10022 


It's  not  the  business  you're  in,  it's  how  you  run  it  that 
counts.  Defying  the  cycles  that  afflict  its  industry, 
Smithfield  Foods  makes  good  money  in  pork  products. 

$  Oink,  $  Oink 


By  Rita  Koselka 

By  Commonwealth  of  Virginia 
law,  a  "genuine  Smithfield"  ham 
must  come  from  a  pig  that  has  been 
cured  six  months  within  the  bound- 
aries of  the  town  of  Smithfield,  an 
hour's  drive  west  of  Norfolk,  Va. 


Only  since  1966  have  the  pigs  been 
allowed  to  eat  anything  but  peanuts. 
Most  genuine  Smithfield  hams  are 
produced  by  Smithfield  Foods,  Inc., 
but  the  salty  delicacy  is  probably  the 
most    traditional    thing    about   this 


Smithfield  Foods'  chief  executive,  Joseph  Luter 

Finding  it  easier  to  maite  money  in  pigs  tiian  in  real  estate. 


highly  efficient  company.  With  profits 
last  year  of  nearly  $29  million  on 
revenues  of  $1.1  billion,  Smithfield  is 
a  standout  in  the  meat  business — 
especially  in  pork,  where  rivals  like 
ConAgra  are  losing  money. 

Smithfield  sells  all  kinds  of  pork 
products — ham,  bacon  and  sausage, 
pork  chops,  loins — under  a  variety  of 
brand  names — Gwaltney,  Hamil- 
ton's, Esskey  and  Luter  as  well  as 
Smithfield.  As  General  Motors  does 
in  motor  vehicles,  so  Smithfield  does 
in  pork,  offering  a  full  line  of  products 
under  different  brand  names.  But  the 
concept  has  worked  a  lot  better  for 
Smithfield  lately  than  for  GM. 

Smithfield's  Chief  Executive  and 
very  much  its  boss  is  Joseph  Luter  III. 
A  burly,  sometimes  arrogant,  man, 
Luter,  52,  is  the  third  generation  of 
his  family  to  head  Smithfield.  His 
father  and  grandfather  started  Smith - 
field  Packing  Co.  in  1936  afiier  leaving 
another  family- owned  pork  packer 
where  they  saw  no  ftiture  for  them- 
selves. They  raised  $10,000  in  capital 
from  local  investors  and  opened  a 
packing  plant  across  the  street  fi-om 
their  former  employers.  Smithfield 
now  owns  that  company,  too. 

Young  Luter  had  no  intention  of 
following  in  the  paternal  footsteps. 
"My  father  was  a  'my  way  or  the 
highway'  type  of  guy,"  says  Luter, 
who  decided  to  go  to  law  school.  But 
in  his  senior  year  at  Wake  Forest 
University  his  father  died  of  a  heart 
attack,  and  the  day  afi:er  graduation, 
in  1962,  Joe  Luter  put  away  his  law 
school  plans  and  started  running  the 
family's  slaughterhouse.  Four  years 
later  a  Washington,  D.C. -based  con- 
glomerate offered  $20  million  for  the 
business.  Luter  pocketed  his  share  of 
the  money  but  stayed  on  as  a  manag- 
er. He  was  fired  six  months  later. 

Young  and  rich,  Luter  went  oft'  to 
live  high  off" the  hog.  He  split  his  time 
between  New  York  and  developing 
Br}'ce  Mountain,  a  Virginia  ski  resort. 
No  more  slaughterhouses  for  him. 
But  in  late  1974  he  heard  the  former 
family  business  was  in  deep  trouble, 
losing  $1  million  a  year,  with  debts  of 
$17  million.  "For  a  company  like  this 
to  lose  money  in  December,  it's  like 
Budweiser  losing  money  in  July," 
guffaws  Luter.  He  saw  a  chance  to  get 
his  company  back  for  a  pittance.  The 
temptation  was  too  strong  to  resist. 
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Smithfield  Foods 


Good-bye,  ski  business. 

The  creditors  hired  Luter  as  head  of 
die  company  at  a  salary  of  $50,000, 
with  options  to  purchase  10%  of  the 
stock  for  $1  a  share.  It  was  then 
trading  at  50  cents. 

Luter  reduced  the  debt  by  selling 
the  nonpork  operations,  such  as  a 
chain  of  seafood  restaurants.  In  1975 
he  had  Smithfield  back  in  the  black 
widi  profits  of  $393,000. 

No  more  conglomeration.  Smith- 
field  was  going  to  be  a  pork  company. 
Luter  bought  troubled  processors 
with  good  brand  names  and  applied 
cost-cutting  techniques.  In  1981  he 
bought  his  father's  former  employer, 
Gwaltney  of  Smithfield,  from  itt  for 
$34  million.  "That  was  sort  of  excit- 
ing," he  says  in  a  gruff  drawl. 

But  he  wanted  Gwaltney  for  more 
than  sentimental  reasons.  Like  Smith- 
field  itself,  Gwaltney  had  a  built-in 
cost  advantage  over  competitors  in  its 
location.  Both  companies  are  much 
nearer  East  Coast  and  southern  mar- 
kets than  midwestern  competitors; 
over  50%  of  the  U.S.  population  is 
within  one  day's  delivery. 

Smithfield's  plants  are  also  close  to 
North  Carolina,  where  hog  farming  is 
booming.  Many  midwestern  states — 
including  Iowa,  where  25%  of  the 
nation's  hogs  are  grown — have 
passed  anticorporate  farming  laws. 
Intended  to  protect  family  farms, 
these  laws,  in  fact,  block  the  adoption 
of  efficient  large-scale  hog-raising  op- 
erations. North  Carolina  does  not 
discourage  these  operations,  which 
require  substantial  amounts  of  capital 
and  management  knowhow. 

As  recentiy  as  1987  Smithfield 
freighted  in  35%  of  its  hogs  from  the 
Midwest,  paying  a  premium  of  $4  to 
$5  per  head.  It  has  been  scaling  back 
these  imports.  It  now  gets  50%  of  its 
hogs  through  arrangements  with  Car- 
roll's Foods  of  Warsaw,  N.C.  and 
Murphy  Farms  of  Rose  Hill,  N.C,  the 
largest  hog  farmer  in  the  U.S. 

While  not  exactly  high  tech,  hog 
farming  is  a  far  cry  from  the  image  of 
dirty,  slop-filled  pens.  On  a  recent 
visit  to  Smithfield-Carroll  farm  num- 
ber 2,  this  pristine  reporter  was  re- 
quired to  shower  and  put  on  fresh 
white  coveralls  and  rubber  boots  be- 
fore entering  the  "barns"  for  fear  she 
might  infect  the  pigs. 

Twenty  thousand  pigs  arc  raised  on 


the  number  2  farm  each  year  (versus 
about  1,500  for  a  typical  Iowa  farm). 
The  pigs  grow  to  240  pounds  in  six 
months  before  being  trucked  off  to 
Smithfield's  slaughterhouses. 

To  take  advantage  of  this  steady 
supply,  Smithfield  is  expanding  ca- 
pacity 50%  this  year  by  building  a  $60 
million  plant  in  Bladen  County,  N.C. 
"If  we  bleed,  our  competitors  will 
hemorrhage,"  boasts  Luter. 

For  the  future,  Luter  is  looking  to 
improve  the  pig.  Last  year  a  joint  hog- 
production  arrangement  with  Car- 
roll's Foods  bought  the  exclusive 
U.S.  rights  to  a  genetically  new  British 
pig.  Typical  of  Luter's  style,  it  took 
him  less  than  a  half- hour  to  decide  to 
buy  the  rights.  The  English  pig,  Luter 
claims,  is  significantiy  leaner  than 
most  pigs  raised  in  the  U.S.  While 
most  U.S.  pigs  are  about  30%  fat,  with 
a  iy4-inch  layer  of  backfat,  the  new 
English  pig  is  12%  fat,  with  less  than  a 
half-inch  of  backfat.  That  makes  trim- 
ming and  processing  cheaper  and 
yields  more  meat  per  pig.  Luter  says 
this  aristocrat  of  pigs  will  increase 
pork-processing  profits  by  $7.50  to 
$10  per  head  in  the  next  few  years, 
more  than  doubling  Smithfield's 
present  take  of  $6  per  pig. 

All  of  which  shows  that  there  are 
profit  opportunities  in  even  the  least 
promising  of  industries.  A  conven- 
tionally minded  stock  analyst,  howev- 
er, might  not  find  Smithfield  all  that 
appealing.  Its  earnings  fell  from  al- 
most $17  million  in  1988  to  $11 
million  in  1989,  and  slumped  to  $7 
million  in  1990,  before  jumping  to 


Pig  pile 

There's  a  cost  advantage  to 

growing  up  on  the  East  Coast. 


199 1's  $29  million. 

Luter  explains  these  earnings 
swings  in  terms  of  the  four-year  aver- 
age length  of  the  hog  cycle.  When  the 
price  of  hogs  is  high  and/or  corn  is 
cheap,  farmers  raise  more  pigs;  the 
resulting  oversupply  causes  prices  to 
fall.  Farmers  cut  back  until  prices 
begin  to  rise  again.  If,  with  ever)'  four- 
year  c\'cle,  Smithfield's  average  reve- 
nues and  earnings  are  up  a  substantial 
amount  over  the  prior  cycle's  average, 
Luter  is  pleased.  And  that  has  hap- 
pened with  the  sharp  1991  recovery. 
He  hopes  to  lessen  earnings  c\'clicality 
by  owning  an  interest  in  the  pigs  and 
profiting  when  prices  are  high. 

This  cyclicality  of  earnings  partiy 
explains  why  the  stock  sells  at  just  nine 
times  1991  earnings  in  spite  of  the 
high  average  rate  of  profitabilit)'  and 
the  probability  that  earnings  will  rise 
again  this  year. 

But  Luter  says  he  would  rather  not 
spend  his  time  romancing  stock  ana- 
lysts about  his  company's  virtues 
when  he  can  just  use  price  dips  to  buy 
back  Smithfield  stock  and  increase  his 
own  stake.  That,  in  fact,  is  what  he  has 
been  doing  on  behalf  of  the  company. 
Smithfield  has  bought  back  about 
50%  of  its  own  shares  in  the  past  16 
years,  concentrating  its  buying  at  the 
low  point  in  the  c\xles,  when  earnings 
are  weak.  With  these  buybacks  and 
market  purchases,  Luter  has  increased 
his  stake  to  about  20%  of  the  compa- 
ny. Thus,  for  an  investment  of  $1.8 
million,  he  now  holds  shares  worth 
$47  million  and  has  options  on  an- 
other half- million  shares. 

Pork  demand,  which  rose  4%  last 
year,  is  expected  to  be  up  3%  this  year, 
and  1992  should  be  another  good 
year  for  Smithfield.  The  price  of  pigs 
has  declined  by  20%  over  the  last  year, 
so  raw  material  costs  will  drop. 

With  the  new  plant  starting  up  this 
year  and  the  prospects  for  the  new  pig, 
J.C.  Bradford  analyst  Patrick  Snell 
expects  Smithfield's  earnings  to  dou- 
ble over  the  next  four  years,  although 
not  in  a  straight  line. 

And  so  the  once  reluctant  pork 
processor  is  nov\-  as  happ\  as  the  pro- 
verbial pig  in  slop.  "It's  a  lot  easier  to 
make  monc\'  in  this  business  than  real 
estate  dcNclopment,"  Luter  says,  sit- 
ting in  his  spartan  office  in  the  middle 
of  his  packing  plant.  Well,  maybe  not 
easier,  but  it  can  be  done.  IB 
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Simuliied  test. 


The  1997  side-impact 

standard  could 
save  hundreds  of  lives 

every  year. 
Which  is  why  these 
cars  meet  it  in  1992. 


Side-impact  crashes  are  esti- 
mated to  cause  24,000  serious 
injuries  and  almost  30  percent 


of  all  American  automotive 


fatalities  every  year. 

According  to  the  U.S. 
Department  of  Transporta- 
tion, more  stringent  side- 
impact  measures  applied  to 


all  new  cars  could  reduce 


that  toll  —  by  hundreds  of 
lives  annually. 


Which  is  why  the  federal 
government's  new  dynamic 
side-impact  standard  will 
require  all  new  cars  to  meet 
just  such  a  standard  by  1997 


at  the  latest. 


Based  on  preliminary 
Mercedes-Benz  tests,  the  cars 
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For  more  information  on 
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Mercedes-Benz  safety,  call 

1-800-243-9292  anytime. 

Feeding  the  health  care  monster  has  wiped  out  all  real 
gains  in  income  and  made  us  less  competitive  abroad. 
Is  more  money  the  only  answer?  . 

Health  junkies 


By  Richard  Phalon 

IT'S  HARD  to  tune  into  a  TV  talk  show 
these  days  without  hearing  some 
blow-dried  pundit  dilate  on  how 
health  care  has  become  the  great 
"middle -class"  issue  of  this  presiden- 
tial election  year. 

What  you  hardly  ever  hear  is  that 
Americans  are  already  pumping  an 
estimated  $738  billion  into  a  system 
many  thoughtful  professionals  think 
is  running  out  of  control.  While  some 
people  may  lack  for  adequate  care,  as  a 
group  we  have  become  a  nation  of 
health  junkies. 

"It's  totally  perverse,"  says  Dr. 
Daniel  Johnson  Jr.,  a  radiologist  and 
speaker  of  the  American  Medical  As- 
sociation's House  of  Delegates.  "We 
don't  have  a  true  market  system. 
You've  got  medical  insurance  driving 
demand,  and  patients  either  unwilling 
or  unable  to  learn  the  true  price  of  the 
services  they're  buying."  Another  X 
ray?  Yet  another  test.^  Why  not?  The 
insurance  company  will  pay.  "We're 
like  the  Defense  Department,"  John- 
son continues.  "We've  got  a  lot  of 
$600  toilet  seats." 

Surely  something  is  wrong  with  a 
system  that  has  been  pushing  up 
health  costs  at  an  average  of  more 
than  8%  a  year  for  the  last  decade — 
nearly  twice  the  rate  of  inflation.  Life- 
saving  or  life-enhancing  procedures 
like  kidney  dialysis  or  coronary  artery 
bypasses  are  one  thing,  says  Dr.  Ar- 
thur Caplan,  director  of  the  Universi- 
ty of  Minnesota's  Center  for  Biomed- 
ical Ethics;  liposuction  for  the  over- 
weight and  sports  medicine  for 
weekend  warriors  quite  another. 

The  system  keeps  chewing  up  even 
larger  chunks  of  the  nation's  re- 
sources— about  12.2%  of  gnp  last 
year,  compared  with  7.3%  two  de- 
cades ago.  Medical  insurance  premi- 
ums, mainly  employer  financed,  have 
risen  to  the  point  where  there  is  now 


more  medical  cost  than  steel  in  an 
American-made  car. 

Are  middle-class  Americans  feeling 
financially  pressed?  No  wonder.  Ris- 
ing health  costs  virtually  wiped  out  all 
of  the  real  gain  in  household  income 
between  1980  and  1987.  They  are 
hurting  the  U.S.  competitive  position 
abroad,  too.  The  U.S.  spends  almost 
twice  the  6.5%  of  gnp  Japan  earmarks 
for  health  care.  This  means  the  Japa- 
nese have  that  much  more  margin  to 
put  into  capital  formation,  "product 
development  and  other  productivity- 
enhancing  investments  than  we  do," 
says  Princeton  University  economist 
Uwe  Reinhardt. 

Has  all  this  created  a  nation  burst- 
ing with  health?  No.  By  such  gross 
measurements  as  longevity  and  infant 
mortality,  the  U.S.  runs  well  behind 
Japan  and  about  the  same  as  or  not 
much  better  than  Britain,  France  and 
Germany — all  of  which  spend  pro- 
portionately far  less  on  health  care 
than  the  U.S. 

"It's  not  just  the  high  cost,"  Dr. 
Caplan  told  a  3M  Corp.  health  forum 
recentiy.  It's  the  gold  plating.  "We've 
got  health  plans  in  the  workplace 
covering  everything  from  Shiatsu 
massage  to  herbal  remedies,"  he  says. 
"If  anybody's  looked  at  mental  health 
coverage  and  the  explosion  that's 
gone  on  there,"  he  continues,  "it's 
clear  that  there  is  indulgence  all  over 
the  place." 

■  Some  indulgence  has  come  from 
the  doctors  themselves,  whose  rising 
fees  reflect  in  good  part  a  growing 
shift  from  general  practice  to  more 
rewarding  specialties.  The  median  net 
income  before  taxes  for  such  top-paid 
specialists  as  surgeons,  radiologists 
and  anesthesiologists  grew  to  around 
$180,000  in  1989,  up  25%  since 
1981,  according  to  an  ama  survey. 

■  Hospital  per  diem  costs  have  risen 


steadily,  despite  deep  cuts  in  admis- 
sions and  the  length  of  patient  stays. 
Though  vacancy  rates  run  around 
40%  on  any  given  day,  total  hospital 
employment  has  been  rising.  Oddly 
enough,  in  yet  another  example  of  the 
economics  at  work  in  medicine,  hos- 
pital in-patient  revenues  have  been 
rising  despite  the  drop  in  demand. 

■  There  is  the  proliferation  of  new 
diagnostic  tools,  such  as  computer- 
ized tornography  and  magnetic  reso- 
nance imaging  installations  at  up  to 
$2  million  a  pop.  Or  surgical  proce- 
dures like  coronary  arter\'  grafts  and 
liver  transplants  at  roughly  $35,000 
and  $220,000  per  operation. 

■  Defensive  medicine,  particularly  in 
the  form  of  redundant  testing,  is 
aimed  at  warding  off  prospective  mal- 
practice suits. 
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Specialist  Dr.  Ronald  Pellegrini 
Ten  percont  of  doctors' 
•xpeiMos  go  toward 
malpractico  protection. 
"The  bitter  you  are,  the 
bitf  or  the  target  you  become.' 


■  A  growing  number  of  aged  in  the 
population  live  longer  because  of 
medical  care,  and  need  more  medical 
care  the  longer  they  live. 

All  this  change  would  be  difficult 
enough  to  deal  with,  but  it  is  taking 
place  in  a  marketplace  where  there  is 
almost  no  effective  competition. 
Most  professionals  compete  on  price. 
Doctors,  some  600,000  of  them,  who 
are  both  healers  and  businessmen, 
rarely  do.  In  the  absence  of  effective 
economic  controls,  the  medical  mar- 
ketplace is  full  of  anomalies. 


Detroit's  rate  of  cesarean  births, 
about  five  times  more  expensive  than 
normal  vaginal  delivery,  is  double  that 
of  Minneapolis.  For  the  U.S.  as  a 
whole,  the  number  of  C-sections 
scheduled  has  increased  500%  in  the 
last  two  decades.  One  journal's  find- 
ing: If  C-sections  were  done  only 
when  medically  necessary  (rather  than 
for  the  convenience  of  patient  or  doc- 
tor), "the  national  rate  would  drop  by 
50%."  Potential  saving:  around  $3 
billion  a  year. 

The  frequency  with  which  Medi- 
care patients  use  some  specialized  ser- 
vices (CT  scans,  coronary  angio- 
graphics, surgical  removal  of  benign 
facial  lesions)  appears  to  be  a  function 
of  the  number  of  radiologists,  cardiol- 
ogists and  dermatologists  practicing 
in  an  area.  The  thicker  they  are  on  the 
ground,  the  greater  the  number  of 
procedures.  This  phenomenon,  con- 
cludes one  report,  "could  be  inter- 
preted as  greater  access  [for  patients], 
or  induced  demand,  depending  on 
one's  point  of  view." 

A  Blue  Cross  &  Blue  Shield  Associ- 
ation study  of  more  than  9,000  opera- 
tions found  that  more  than  20%  of  the 
tonsillectomies  and  hysterectomies 
reviewed — two  of  the  U.S.'  most  fre- 
quendy  booked  procedures — were 
not  medically  necessary. 

Before  the  U.S.  rushes  into  some 
form  of  taxpayer- supported  medical 
insurance,  it  would  be  wise  to  consid- 
er whether  structural  reforms  might 
not  be  needed  first.  Otherwise,  we 
may  find  ourselvies  in  the  same  situa- 
tion we  are  in  with  public  education: 
throwing  ever  greater  amounts  of 
money  into  a  system  that  delivers 
deteriorating  results. 

Are  Detroit's  C-section  rates  high- 
er than  Minneapolis'  because  C-sec- 
tions pay  better  on  Medicaid  fee 
schedules  than  normal  deliveries  do.^ 
Or  are  they  higher  because  the  preg- 
nancies of  Detroit's  urban  poor  pre- 
sent problems  found  less  fi^equentiy  in 
more  affluent  Minneapolis.^ 

One  way  to  resolve  those  questions 
would  be  to  standardize  the  product. 
So  some  of  medicine's  best  brains  are 
trying  to  put  together  practice  guide- 
lines that  will  give  employers,  insurers 
and  health  management  associations 
a  more  effective  way  of  monitoring 
the  cost,  quality  and  effectiveness  of 
the  health  care  they  are  paying  for. 


Guidelines  are  needed.  The  De- 
partment of  Health  &  Human  Ser- 
vices has  already  developed  practice 
parameters  on  hospitals  that  are  sus- 
ceptible to  massage  by  software. 
These  benchmarks  enable  intermedi- 
aries like  MediQual,  Inc.  (Forbes, 
Dec.  23,  1991)  to  purvey  comparative 
performance  numbers  on  institu- 
tions. There  are  no  such  comprehen- 
sive indices  on  doctors  yet,  and  they'll 
probably  be  a  good  while  in  coming. 
Health  management  organizations  of 
one  kind  or  other  do  a  lot  of  talking 
about  the  practice  profiles  they  put 
together,  but  they  have  not  been 
nearly  as  successful  in  containing  out- 
patient costs  as  they  have  been  in 
limiting  hospital  admissions  and 
length  of  stay.  And — an  acid  test — 
their  premiums,  too,  have  been  going 
through  the  roof. 

Meaningful  tort  reform,  such  as 
that  advocated  by  the  Administration 
and  bitterly  opposed  by  negligence 
lawyers,  would  certainly  be  a  step  in 
the  right  direction  toward  controlling 
medical  costs.  Some  of  what  seems  to 
be  unnecessary  medicine  is  in  fact 
defensive  medicine  practiced  by  doc- 
tors to  protect  themselves  from  pred- 
atory lawyers.  The  threat  of  malprac- 
tice litigation  is  never  very  far  from 
consciousness,  and  is  as  palpable  a 
menace  for  pediatricians  like  Lizbeth 
Didriksen  as  for  Ronald  Pellegrini  and 
his  high-risk  specialty  of  thoracic  and 
cardiovascular  surgery. 

"The  bigger  you  are,  the  bigger  the 
target  you  become,"  asserts  Pelle- 
grini, 55,  director  of  Pittsburgh's 
Three  Rivers  Cardiac  Institute.  "De- 
fensive medicine,  including  malprac- 
tice insurance  premiums,  probably  ac- 
counts for  30%  of  our  patients'  costs," 
he  says.  Direct  malpractice  costs, 
chiefly  insurance,  make  up  10%  of 
doctors'  expenses  and  account  in  part 
for  rising  medical  fees;  doctors,  like 
other  business  people,  pass  on  costs 
whenever  they  can.  Altogether,  mal- 
practice litigation  and  defenses 
against  it  cost  the  nation  well  over  $1 
billion  a  year.  That  seems  a  very  high 
price  to  f)ay  to  police  the  medical 
profession  for  crooks  and  bunglers. 

"Back  in  the  Sixties,  when  I  start- 
ed," says  Pellegrini,  "all  you  had  to 
worry  about  was  trying  to  make  a 
patient  better.  Today  you  worry  some 
attorney  is  going  to  come  and  go  over 
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Pediatrician  Lizbeth  Didriksen 

The  threat  of  malpractice  litigation  is 

never  far  from  consciousness. 


a  chart.  They  don't  understand  medi- 
cine. They  just  look  for  numbers. 
They'll  look  for  an  abnormal  lab  test. 
So,  in  a  defense,  what  you  have  to  do 
is  to  exhaust  all  the  tests  to  explain  the 
abnormality." 

The  number  of  malpractice  suits 
filed  could  be  cut  substantially  if  law- 
yer-dominated legislatures  would 
clamp  a  lid  on  liability  lawyers'  contin- 
gency fees  and  push  for  some  form  of 
no-fault  malpractice  insurance. 

It  is  true,  of  course,  that  one  reason 
for  rising  medical  costs  is  the  advances 
science  has  made  with  dozens  of  new 
procedures  that  are  dazzling  in  their 
virtuosity.  Among  them:  heart,  liver 
and  bone  transplants;  hip  and  knee 
replacements;  laparoscopic  gall  blad- 
der surgery. 

Tufts  Medical  School  Professor 
William  Schwartz,  in  fact,  thinks  tech- 
nology is  the  single  biggest  factor 
behind  the  U.S.'  rising  costs — "at 
least  half,"  he  says.  It's  not  just  capital 
costs  but  ancillary  items  such  as  main- 
tenance contracts  (about  $22,000  a 
month  on  a  CT  and  mri  scanner,  for 
example)  and  technical  staff. 

As  these  procedures  become  more 
common,  they  usually — but  not  al- 
ways— come  down  in  price.  But  this 
stimulates  more  use.  Look  at  balloon 
angioplasty,  which  at  one  point  was 
thought  of  as  a  possible  substitute  for 
the  older  technique  of  bypassing 
plugged  coronary  arteries  with  grafts. 
In  1981,  when  angioplasty  was  just 


coming  on  the  scene,  only  some 
6,000  of  the  procedures  were  logged, 
as  against  159,000  bypasses.  By  1988, 
according  to  Dr.  Paul  M.  Ellwood  Jr., 
one  of  the  U.S.'  most  outspoken  pro- 
ponents of  cost-effective  care,  medi- 
cal teams  did  235,000  angioplasties 
and  235,000  bypasses,  known  as 
CABGs  or  "cabbages"  in  the  trade. 
Thus  the  new  technique  was  "addi- 
tive"— an  often  useful  tool  that  creat- 
ed yet  another  eddy  in  the  spending 
stream,  without  supplanting  the  old 
technology. 

More  high-cost  stuff  is  in  the  hop- 
per. Look  at  Centoxin,  a  monoclonal 
marvel  that  promises  life  for  the 
100,000  people  a  year  killed  by  septic 
shock.  The  problem  is  that  the  drug 
works  only  on  gram -negative  sepsis. 
Some  400,000  people  are  seized  by 
septic  shock,  but  at  the  moment  there 
is  no  timely  way  of  telling  whether  an 
attack  is  gram -negative  or  not.  Pro- 
duced by  Centor  Corp.  Centoxin 
costs  some  $3,000  to  $4,000  a  dose. 
Question:  Do  you  treat  all  400,000 
patients  at  a  minimum  total  cost  of 
$1.2  billion,  knowing  right  up  front 
that  the  exercise  is  going  to  be  a  shot 
in  the  dark? 

Some  commentators  contend  that 
rationing  is  the  only  way  to  hold 
technology  costs  in  check,  arguing 
that  the  very  old,  for  example,  ought 
not  be  extended  "unlimited  care." 
Oregon  is  beginning  to  follow  that 
line  of  economic  triage  witli  a  Medic- 


aid package  that  offers  limited  care  to 
all  below  the  poverty  line.  For  exam- 
ple, the  program  doesn't  pay  for  last- 
ditch  neonatal  care  for  infants  bom 
before  23  weeks  in  the  womb  and 
weighing  less  than  1.1  pounds.  One 
child  might  qualify  for  a  liver  trans- 
plant, while  another  might  fail  to 
meet  the  hurdles  for  a  bone  marrow 
transplant. 

Programs  like  Oregon's  raise  moral 
issues  that  are  painfiil  but  cannot  be 
avoided  if  we  are  to  control  medical 
costs.  Short  of  dealing  with  these 
dilemmas,  however,  there  is  plent)'  of 
room  to  curb  costs.  Look  at  the  less 
than  rational  diffusion  of  technology 
among  hospitals.  The  competition  is 
on  for  prestigious  procedures,  in  the 
hope  of  filling  empt\'  beds.  Many 
community  hospitals,  for  example,  ar- 
gues cardiologist  Pellegrini,  have  in- 
vested heavily  in  coronary  surger\'  but 
do  barely  enough  work  to  maintain 
minimal  efficiency  in  the  practice. 

"Gall  bladder  patients  get  out  of 
the  hospital  in  three  to  five  days  now, 
instead  of  in  a  week,  so  administrators 
walk  the  floor  nights  trying  to  figure 
out  how  to  pull  in  enough  new  busi- 
ness to  cover  their  bond  debt,"  says 
Pellegrini. 

There  are  already  enough  rules  on 
the  books  to  permit  both  the  Depart- 
ment of  Health  &  Human  Serxices 
and  local  professional  councils  to  cen- 
tralize the  big  ticket  stuff  in  a  few 
hospitals  and  thus  raise  efficiencies. 
No  one  seems  to  be  paying  much 
attention  to  enforcing  these  rules. 
Marginal  hospitals  should  be  closed, 
not  subsidized.  Employers  have  got 
to  ride  real  hard  on  proxiders,  reward- 
ing the  efficient  with  volume,  blank- 
ing out  the  inefficient.  Hypochondri- 
acs force  all  of  us,  through  cost  shift- 
ing, to  share  the  tab  for  all  those 
pampered  head  colds,  upset  stom- 
achs, aching  lower  backs  and  com- 
plaints like  attention  deficit  h\perac- 
tivitv'  disorder  now  much  treated  by 
psychiatrists.  Why  should  the  already 
burdened  taxpayer  subsidize  h\po- 
chondriacs  and  needy  psychiatrists? 

Congress  and  the  taxpayer  should 
consider  some  of  these  questions  be- 
fore rushing  into  ever  more  costly 
government  programs.  But  they 
probably  won't.  It's  always  easier  to 
throw  money  at  a  problem  than  to 
think  the  problem  dirough.  WM 
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$Trillions 


Checking, 
savings 
and  CDs 


Money  market  aq  <- 
mutual  funds    '*'•*' 


When  will  the  supply  of  and  demand 
ijfor  equities  come  back  into  balance? 

boiiE 

Tidal  waves 


By  Robert  Lenzner 

Just  WHEN  the  individual  investor  had 
been  about  written  off,  he  and  she 
came  out  of  hiding  in  December  and 
January  to  propel  the  Dow  industrials 
decisively  past  the  3000  mark.  What 
drove  them  out  was  the  unpalatable 
prospect  of  setding  for  4%  returns  on 
CDS  and  money  market  funds.  After 
taxes  and  inflation,  4%  translates  into 
a  negative  return  for  most  investors. 

The  arithmetic  of  the  liquidity- 
driven  market  is  compelling.  Ameri- 
cans own  around  $3.5  trillion  in  an 
assortment  of  cash-equivalent  instru- 
ments— as  much  as  the  value  of  all 
listed  and  over-the-counter  shares 
added  together.  This  $3.5  trillion 
nest  egg  includes  money  market  mu- 
tual funds  ($470  billion),  bank  certifi- 
cates of  deposit,  plain  vanilla  savings 
accounts  and  checking  accounts. 

It  doesn't  take  much  of  this  money 
switching  to  stocks  to  propel  the  mar- 
ket like  a  rocket.  Remember,  a  day's 
trading  on  the  New  York  Stock  Ex- 
change involves  $6  billion,  an  amount 
dwarfed  by  the  trillions  in  the  nest  egg 
accounts.  A  measly  0.5%  increase  in 
equities  owned  by  American  house- 
holds—a rise  fi-om  18.5%  to  19%  of  all 
individual  assets — means  an  accumu- 
lation of  common  stocks  to  the  tune 
of  $55  billion.  "To  place  this  in  per- 
spective, there  is  no  year  when  all 
institutions  combined  have  even  pur- 
chased $55  billion  of  common 
stock,"  conclude  Steven  G.  Einhorn 
and  Abby  J.  Cohen,  Goldman,  Sachs 
market  strategists. 

This  is  one  major  reason  some  mar- 
ket strategists  are  predicting  that  the 
Dow  Jones  industrial  average  will  rise 
to  at  least  3400  and  possibly  4000  by 
the  close  of  1992.  This  shift  from  cash 
to  equities  is  an  important  indicator  of 
the  nation's  economic  future,  after 
all,  since  rising  equity  prices  are  a 
heavily  weighted  part  of  the  nation's 
leading  economic  indicators. 

Good  news,  that,  for  the  Bush  Ad- 


$3.0 


Individual 
investors  keep 
more  in  cash 
equivalents  than 
in  equities.  As 
yields  on  those 
accounts  drop, 
cash  will  likely 
pour  into  equities, 
the  supply  of 
which  will 
increase. 


ministration,  which  has  its  collective 
fingers  crossed  that  an  economic  pick- 
up will  be  well  under  way  before 
November. 

What  could  go  wrong  with  this 
bullish  scenario.^  For  one  thing,  every 
corporate  financial  officer  worth  his 
stock  options  is  rushing  to  sell  equity 
to  strengthen  his  company's  balance 
sheet.  So  there  will  be  a  plentiful 
supply  of  stock,  not  to  speak  of  debt, 
to  absorb  this  flow  of  funds.  Debt- 
laden  companies  like  AMR  Corp.,  Col- 
tec  Industries,  Hospital  Corp.  of 
America,  International  Paper  and  usx 
Marathon  Group  are  lining  up  at  the 
gates  to  grab  the  proceeds  of  the  cos 
that  are  running  off. 

Second,  the  "billion-dollar  explo- 
sion may  not  happen  at  all,"  says 
Howard  Stein,  chairman  of  Dreyfus 
Corp.,  a  major  mutual  fund  group. 
Stein  believes  that  money  market 
fijnds  are  not  considered  a  pool  of 
investments  but  a  pool  of  savings, 
which  will  be  kept  in  this  liquid  form. 
As  proof  he  points  to  Dreyfiis  money 
market  assets,  which  dropped  sud- 
denly in  late  December,  when  banks 
and  corporations  switched  momen- 
tarily into  Treasurys.  Then,  in  early 
January,  Stein  asserts,  the  banks 
moved  the  money  right  back  into 


Dreyfiis  money  market  funds. 

Third,  more  bad  earnings  state- 
ments could  have  a  seriously  dampen- 
ing effect.  Four  percent  yields  or  no, 
few  investors  want  to  be  in  a  stock 
market  booby-trapped  with  bad  earn- 
ings surprises. 

Fourth,  the  Bush  Administration 
could  announce  tax  cuts  in  the  State 
of  the  Union  address,  which  might 
raise  inflationary  expectations  and  put 
upward  pressure  on  short-term  and 
long-term  interest  rates.  This  could 
put  at  least  a  temporary  crimp  in  rising 
stock  prices. 

"The  bond  market  would  react  vio- 
lendy,  and  this  will  stop  the  flow  of 
funds  into  equities,"  says  Gail  Du- 
dack,  market  strategist  at  S.G.  War- 
burg Securities. 

For  now,  however,  the  line  of  least 
resistance  seems  to  be  on  the  upside 
for  the  stock  market,  at  least  until  the 
flood  of  new  offerings  swamps  de- 
mand. Dudack  scrutinizes  the  Federal 
Reserve  flow  of  fijnds  for  S.G.  War- 
burg and  has  been  positively  correct 
on  the  market's  upward  direction. 
Dudack  figures  the  potential  demand 
for  equities — if  investors  hold  a  his- 
toric average  of  their  assets  in  the 
stock  market — runs  somewhere  be- 
tween $827  billion  and  $1,076  tril- 
lion. That  much  money  should  keep 
upward  pressure  on  stocks,  not  to  say 
feed  a  few  stockbrokers. 

Interestingly,  something  similar  is 
happening  in  Japan  right  now,  but 
with  less  bullish  results.  Just  like  the 
Fed  here,  the  Bank  of  Japan  has  radi- 
cally lowered  interest  rates  several 
times  in  the  recent  past,  and  reduced 
the  yield  available  from  short-term 
investments. 

"As  the  overnight  call  rates  come 
down,  individuals  are  taking  their 
money  out  of  Japanese  bank  deposits 
and  putting  it  into  stocks,"  says 
Christopher  Mitchinson,  a  former 
Salomon  Brothers'  Asian-market 
strategist.  Mitchinson,  who  has  called 
the  turns  in  the  Tokyo  stock  market 
several  times,  believes  money  will  be- 
gin to  trickle  from  postal  savings  units 
into  the  equity  market.  It  hasn't  done 
Japanese  stocks  much  good  yet:  Since 
the  end  of  October  1991  the  Tokyo 
market  has  lost  ground  on  low  trading 
volume,  to  21000.  But  Mitchinson  is 
convinced  that  the  Tokyo  market  is 
due  for  a  bounce.  Hi 
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A  big  project  to  build  county  jails  in  Texas  is  about  to 
cost  some  smart  out-of-state  investors  a  lot  of  money. 

"I  guess  we 
look  stupid" 


By  William  P.  Barrett 

Frank  Baker  of  very  rural  Pecos 
County,  Tex.  (pop.  14,700)  heads 
one  of  six  county- government-creat- 
ed agencies  across  Texas  that  issued 
$74  million  in  bonds  to  build  six 
identical  500-bed  prisons.  The  idea: 
Other,  more  prosperous  jurisdictions 
in  Texas  and  elsewhere  would  pay  to 
house  their  prisoners  in  the  new  facili- 
ties, creating  jobs.  But  Baker's  outfit 
is  on  the  verge  of  default. 

Default?  At  a  time  when  crime  is 
hot  and  prisoner  populations  are  in- 
creasing? Fact  is  that  five  of  the  new 
prisons,  including  Pecos',  have  no 


ham  Lambert's  last  deals  before  It 
went  bankrupt  in  early  1990.  Franklin 
alone  has  $28  million  in  its  High  Yield 
Tax-Free  Income  Fund. 

The  moving  force  behind  the  deal 
was  N- Group  Securities  Inc.,  a  small 
Houston  outfit  run  by  smooth-talk- 
ing brothers  Michael  and  Patrick  Gra- 
ham. Long  before  the  bonds  were 
floated,  Michael  Graham  had  a  string 
of  civil  court  judgments  against  him  in 
Houston.  One  was  for  more  than 
$500,000  from  a  lawsuit  clairhing 
that  he  misused  the  money  of  inves- 
tors. Another  lawsuit  accused  both 


The  new,  500-bed  Pecos  County  Jail,  Fort  Stockton,  Tex. 
Empty. 


prisoners  and  few  prospects.  "I  guess 
we  look  stupid,"  Baker  sighs. 

So  goes  what  is  believed  to  be  the 
U.S.'  largest  single  effort  at  jail  priva- 
tization, the  notion  that  the  private 
sector  can  develop  and  operate  jails 
better  than  government.  Among  the 
bondholders  are  some  prominent 
mutual  fiind  operators,  including 
Franklin  Distributors,  MFS,  T.  Rowe 
Price,  Allstate,  Merrill  Lynch  and 
Shearson  Lehman.  In  October  1989 
they  snapped  up  almost  all  the  tax-free 
9%%  bonds  in  one  of  Drexel  Burn- 


Grahams  of  stealing  investment  op- 
portunities. This  and  other  easily  as- 
certainable warning  flags  were  un- 
known to  counties  and  investors. 

If  nothing  else,  the  Grahams  sure 
knew  how  to  do  business  in  Texas. 
The  law  firm  of  an  ex-governor  was 
hired  for  the  prison  deal.  A  former 
Texas  House  speaker  later  signed  on 
as  a  lobbyist,  and  the  husband  of  the 
fiiture  state  treasurer  as  bond  counsel. 

The  hurting  Texas  counties  in- 
volved— Swisher,  Falls,  San  Saba,  An- 
gelina, LaSallc  and  Pecos — were  easy 


pickings.  The  Grahams  promised 
these  thinly  populated  counties  that 
they  would  net  as  much  as  $  1 75 ,000  a 
year  plus  property  taxes.  Nor  would 
the  counties  be  held  responsible  for 
the  jails,  which  were  to  be  run  by 
publicly  traded  Pricor,  of  Murfi-ees- 
boro,  Tenn. 

The  brothers  appeared  at  local 
meetings,  extolling  the  economic 
benefits  of  new  jails  and  the  vast  mar- 
ket for  prison  cells.  They  waved  an 
optimistic  feasibility  study — written 
by  a  firm  that  had  never  before  done 
such  a  jail  financing  study.  The  jail 
juggernaut  paid  several  county  attor- 
neys and  financial  advisers  more  than 
$10,000  each  to  "review"  the  deals. 
Surprise:  They  approved.  The  pack- 
aged-deal nature  made  it  hard  for 
individual  counties  to  object.  Many 
politicos  were  wined  and  dined  at  a 
fancy  Dallas  hotel  in  1989.  Accord- 
ing to  officials,  N-Group  got  more 
than  $2.2  million  in  bond  proceeds. 

But  as  it  turned  out,  the  Grahams 
had  no  firm  commitments  for  any 
prisoners  fi-om  an^^where.  The  pris- 
ons, completed  last  year,  cost  far  more 
per  bed  than  publicly  built  Texas  state 
prisons.  Only  Angelina,  the  closest  to 
prisoner- overcrowded  Houston,  got 
any  inmates  at  all. 

In  a  bid  to  get  some  of  their  money 
back,  the  bondholders  have  gotten 
their  own  fancy  lawyers  and  lobbyists 
to  try  to  convince  the  state  prison 
system  to  bail  them  out  before  the 
bonds  default  this  summer.  Canny 
state  officials  have  reportedly  signaled 
they  might — if  bondholders  take 
something  like  a  60%  haircut.  Pricor 
(fiscal  1991  revenues,  $26  million) 
has  already  written  off  $118,000  in 
capitalized  costs. 

Meanwhile,  N-Group  and  the  Gra- 
hams are  under  indictment  in  Pecos 
County  on  charges  of  circumventing 
state  competitive  bidding  laws  on  the 
project,  which  the  prosecutor  said 
included  a  $6,000  flagpole.  Beset  by 
creditors,  Michael  Graham  filed  for 
personal  Chapter  1 1  bankruptcy,  bi- 
zarrely  claiming  ifi  sworn  testimony 
he  wasii't  even  sure  that  he  had  e\cr 
been  an  N-Group  Securities  officer  or 
had  owned  any  of  its  stock. 

The  moral  of  the  talc:  If  not  the 
dubious-deal  capital  of  the  L^.S.,  Tex- 
as remains  a  lively  contender  Hbr  the 
doubtful  honor.  ■■ 
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1  Just  Want  To  Build  Houses 
The  Way  They  Used  To." 

"I'm  a  lot  better  at  building  than 
bookkeeping.  So  I  got  the  Corporate  Card 
for  all  my  business  expenses.  And  let 
American  Express  keep  them  organized." 

The  Corporate  Card  is  the  best  way  for  any 
business  to  get  a  handle  on  costs,  with 
quarterly  reports,  corporate  discounts, 
even  accident  disability  insurance. 
Call  1-800-SUCCESS. 

Keep  on  doing  what  you  do  best  and  let 
the  Corporate  Card  do  the  rest. 

To  Your  Success 
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Defy 
the  Joneses. 


You  aren't  your  neighbor.  And  you 
don't  want  to  be.  So  before  you  get  on 
the  road  ahead  of  you,  consider  this. 

The  Infiniti  Q45  performance  lux- 
ury sedan.  A  unique  combination  of 
elegance.  Attitude.  And  power.  With  a 
278  hp,  32-valve,  V8,  it  goes  from  0-60 
in  6.7*  seconds.  And  it  has  an  anti-lock 
braking  system  that  stops  you  just  as 
impressively. 

Just  in  case  you're  looking  forward 
to  the  curves  life's  bound  to  throw 
you,  the  Q45a"'  now  has  the  world's 
only  available  Full-Active  Suspension? 
Revolutionary  technology  that  lets 
your  car  react  to  the  road  instead  of 
isolating  you  from  it. 

The  Infiniti  Q45.  It's  not  the  most 
common  choice.  But  then,  how  com- 
mon were  you  trying  to  be? 


INFINITI 


For  Guest  Drive'  information,  call  I-800-826-6S00.  "Car  &  Driver,  6/90 
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Malcolm  Forbes  Learned 
To  Ride  AMoTORCYaE  At  5a 


What  Have  You  Learned  Lately? 

To  succeed  in  a  world  of  high-speed  change,  executives  need  to  keep  learning.  Business  people 
recognize  the  value  of  executive  education,  but  only  if  it  addresses  timely  issues  in  challenging  ways. 
Programs  must  be  focused,  concise,  relevant  and  deal  with  the  whole  individual  because  every  day 
away  from  the  office  is  precious. 

Wharton  has  been  paying  attention.  The  five-week  Advanced  Management  Program  (AMP)  prepares 
senior  executives  to  deal  with  strategic,  competitive  and  global  challenges.  Years  of  real  world  and 
business  school  insights  have  been  built  into  an  intense,  yet  manageable,  learning  experience.  Wharton 
also  offers  a  stimulating  two-week  Executive  Development  Program  (EDP)  to  help  functional  managers 
make  the  transition  to  general  management. 

Thousands  of  executives  from  organizations  around  the  world  have  already  participated  in 
Wharton's  programs  -  benefiting  from  the  expertise  of  an  internationally-renowned  faculty  and  the 
opportunity  to  exchange  ideas  with  business  peers. 

Malcolm  Forbes  knew  that  learning  never  stops. 

Call  one  of  our  directors  to  discuss  your  own  executive  education  needs,  or  ask  for  a  complete 
catalog  listing  of  over  twenty  courses  offered  fifty  times  per  year:  1-800-255-EXEC,  Ext.  931. 


Wharton  Advanced  Mztnagement  Program 

This  five-week  course,  for  senior  executives  in 

or  supporting  the  office  of  the  CEO,  will  enhance 

your  global  perspective  and  strategic  vision 

and  broaden  your  understanding  of  complex 

societal  trends. 

March  29  -  May  1,  1992  •  May  31  -  July  3,  1992 
September  13  -  October  16,  1992 


Wharton  Executive  Development  Program: 

The  Transition  from  Functional  to  General  Management 

This  two-week  course  develops  the  personal,  professional  and  political  skills 

needed  to  lead  and  succeed  through  others  in  a  cross-functional  leadership  role. 

and  addresses  the  issues  of  managers  with  responsibility  for  the  results  in  today's 

team-oriented  organizations. 

June  14-26,  1992  •  November  8  -  20.  1992 


WJiarton 


The  Wharton  School 
of  the  University  of  Pennsylvania 


WHARTON  EXECUTIVE  EDUCATION 

THE  LEARNING  EXPERIENCE  OF  A  LIFETIME. 

255  South  38th  Street  •  Philadelphia.  PA  19104-6359 
1-800-255-EXEC  Ext.  931  •  (215)  898-1776  Ext.  931   •  FAX  (215)  386-4304 


The  long-standing  success  of  the  Wall  Street  Journal 
has  put  a  veneer  of  prestige  on  one  of  the  least 
venturesome  of  corporate  managements. 
By  trying  to  avoid  risks,  Dow  Jones  has 
endangered  its  own  powerful  franchise. 

Dow  Jones: 

a  belt,  suspenders 

and  elastic  waistband 


By  Subrata  N.  Chakravarty  and  Dana  Wechsler  Linden 

WITH  ASTONISHING  frankness,  Peter  Kann  says: 
"We're  afraid  to  fail."  Since  January  1991  the  49- 
year-old  Kann,  a  former  foreign  correspondent,  has  been 
chief  executive  of  Dow  Jones  &  Co.  Kann  succeeded 
another  former  reporter,  Warren  Phillips,  and  was  Phillips' 
protege  and  chosen  successor. 

Kann's  confession  may  come  as  a  surprise  to  readers  of 
the  Wall  Street  Journal.  With  its  lively  writing  and  careful 
editing,  the  Journal  may  well  be  the  best  newspaper  in  the 
U.S.  For  decades  it  has  been  the  five-times-a-week  sheet 
that  policymakers  in  both  the  public  and  private  sectors 
turn  to  for  information  about  what  is  going  on  in  business 
and  finance.  Until  USA  Today  came  along  in  1982,  the 
Journalw3iS  America's  only  major  national  newspaper,  and 
even  today  it  is  the  one  most  likely  to  be  found  on  the  desks 
of  decision  makers  from  coast  to  coast. 

But  here's  the  paradox:  The  company  that  produces  this 
excellent  newspaper  has  been  beset  by  what  its  chief 
executive  calls  fear  of  failure. 

The  stock  market's  judgment  is  reflected  in  the  price  of 
Dow  Jones  shares.  At  a  recent  price  of  25%,  Dow  Jones  is 
selling  at  less  than  half  its  1987  high.  According  to  Morgan 
Stanley  analyst  Lanny  Baker,  its  ^.3  multiple  of  this  year's 
estimated  cash  flow  is  considerably  lower  than  Knight- 
Ridder's  9.8,  Gannett's  11.6,  Times  Mirror's  8.8  and  the 
industry  average  of  10.0. 

Nothing  better  illustrates  Dow  Jones'  management 
style  than  the  way  it  handled  the  acquisition  of  Telerate, 
Inc.,  one  of  the  leading  global  purveyors  of  electronic 
information.  In  an  era  of  computers  and  modern  commu- 
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nication,  business  people  can  no  longer  wait  until  tomor- 
row morning  to  find  out  what  happened  today.  So 
Telerate  was  a  logical  fit  with  the  highly  profitable  Infor- 
mation Services  Group,  which  grew  out  of  Dow  Jones' 
computer-based  news  retrieval  service  begun  in  1974. 

As  Kann  puts  it:  "We  view  publishing  these  days  as  far 
more  than  running  newspapers  off"  the  printing  press.  It's 
all  the  multiple  forms  of  distribution  of  information.  The 
strategy  that  has  existed  here  for  some  years  is  to  provide 
business  and  financial  news  and  information  however, 
wherever  and  whenever  customers  want  to  receive  it." 

A  sound  enough  strategy,  but  clumsily  applied.  Starting 
with  a  $285  million  investment  in  1985  for  32%  of 
Telerate,  Dow  Jones  gradually  increased  its  stake  but  did 
not  complete  the  purchase  until  January  1990,  bringing 
the  total  price  to  $1.6  billion.  The  amortization  of 
goodwill  alone  reduces  earnings  by  some  $40  million  a 
year.  Throw  in  debt  service,  and  the  profitable  Telerate  has 
actually  dragged  down  Dow  Jones'  earnings  for  the  past 
two  years. 

William  Dunn,  56,  was  executive  vice  president  of  Dow 
Jones,  and  head  of  its  Information  Services  Group  until 
1989,  when  he  quit  after  being  passed  over  for  the  chief 
executive's  spot  in  favor  of  Kann.  Under  Dunn,  Informa- 
tion Services  grew  dramatically.  It  has  contributed  more 
than  half  of  earnings  since  1988.  Its  operating  margins 
have  far  outperformed  Dow  Jones'  newspaper  businesses 
since  1986.  Dunn  may  have  reason  to  be  somewhat  biased, 
but  he  speaks  with  considerable  authority  about  events 
leading  up  to  the  purchase  of  Telerate.  Now  living  in  Santa 
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Fe,  N.M.,  Dunn  says  that  in  1985  a  group  he  led  did  an 
analysis  of  Telerate  and  recommended  buying  all  of  it  at 
once — at  a  price,  then,  of  nearly  $900  million.  Top 
management  balked.  Too  much  debt,  Dunn  was  told. 

Dow  Jones  President  Kenneth  Burenga  rationalizes  the 
decision:  "Dow  Jones  is  a  company  that  for  many  years  has 
had  a  philosophy  of  being  debt-adverse.  The  way  we 
accomplished  the  purchase  of  Telerate  not  only  let  us  get 
to  know  that  business,  but  also  saved  us  having  to  go  out 

and    raise    $900    million, 
""  I  which  would  have  been  way 
I  out  of  proportion  to  what 
f  we  would  have  considered 
t  debt- wise." 

o 

"  Any  business  person  will 
recognize  the  weakness  of 
that  alibi.  Says  Dunn,  "I've 
always  had  the  opinion  that 
the  purpose  of  a  corpora- 
tion is  to  reinvest  its  money 
and  be  willing  to  take  risks. 
Otherwise,  get  out  of  the 
goddamn  business  and 
move  to  Santa  Fe."  By  de- 
laying buying  the  full  100% 
for  five  years,  Dow  Jones 
found  itself  out  of  pocket 
by  an  additional  $700  mil- 
lion— an  amount  equal  to 
half  its  equity  capital. 

Yet  Peter  Kann  will  ad- 
mit to  no  regrets.  "We  are 
in  no  way  unhappy  with  the 
price  we  paid  for  it  [Tele- 
rate]. We  are  in  no  way 
unhappy  with  the  results, 
and  I  think  we  bought  it  at 
strategically  the  right  time." 

If  Kann  isn't  unhappy,  he  should  be.  Why?  Dunn  says, 
and  Neil  S.  Hirsch,  Telerate's  founder  (who  remained 
with  Telerate  until  1990),  confirms,  that  Dow  Jones  could 
have  bought  Telerate  in  1981  for  a  mere  $80  million — 
one-twentieth  of  what  it  finally  paid. 

Asked  about  the  opportunity  to  buy  Telerate  earUer, 
Burenga  equivocates.  "That  was  basically  back  in  the  very 
early  days,  when  Neil  Hirsch  had  a  vision  and  was  looking 
for  venture  capitalists,"  he  says. 

That's  a  damaging  admission  that  Dow  Jones  was 
unwilling  to  take  a  chance  on  a  promising  company  with  a 
promising  technology;  it  wanted  a  sure  thing.  One  pays 
through  the  nose  for  sure  things — and  doesn't  always  get 
what  one  bargains  for. 

At  any  rate,  Burenga's  memory  was  faulty.  Telerate  in 
1981  was  hardly  a  speculative  venture.  It  was  already  a 
dozen  years  old,  was  profitable  and  was  growing  very 
rapidly.  In  the  three  years  between  1978  and  1981, 
revenues  had  almost  quadrupled,  reaching  $27.6  million, 
while  aft:ertax  earnings  had  grown  from  under  $  1  million 
to  $6.6  million.  Its  aftertax  margins  in  1981  were  an 
extraordinary  24%.  Telerate  had  exclusive  rights  to  the 
only  available  quoting  system  for  retail  sales  of  U.S. 


Dow  Jones 
Chief  Executive 
Peter  Kann 
An  abundance  of 
charm;  but  can 
he  bring  back  the 
swashbuckling 
days  of  Barney 
Kilgore? 


government  securities,  still  its  strength  today.  Dow  Jones 
should  have  known  all  that  because  a  Dow  Jones  joint 
venture,  ap-Dow  Jones,  was  Telerate's  exclusive  sales 
agent  outside  the  U.S.  A  little  over  a  year  afiier  Dow  Jones 
turned  down  the  chance  to  buy  the  whole  company  for 
$80  million,  Telerate  went  pubhc  with  a  market  capitaliza- 
tion of  almost  $900  million. 

Hirsch  says  he  was  told  that  Dow  Jones  decided  against 
buying  Telerate  in  1981  because  it  wished  to  invest  in 
cable  TV.  Fair  enough;  cable  was  a  more  established 
business  and  proved  to  be  an  excellent  investment.  Yet 
today  Dow  Jones  is  nowhere  in  cable. 

Instead  of  buying  Telerate  in  1981,  Dow  Jones  pur- 
chased a  25%  stake  in  Continental  Cablevision,  Inc.  for 
$79  million  and  sold  it  for  $400  million  by  1989.  A  very 
handsome  profit,  but  nothing  like  the  $1.5  bilfion  gap 
between  the  price  it  paid  for  Telerate  and  the  price  it  could 
have  had  it  for.  The  profit  in  Continental  Cablevision  was 
paid  for  by  an  opportunity  cost  many  times  greater. 

But  perhaps  Dow  Jones'  diffidence  about  buying  Tele- 
rate goes  deeper.  By  staying  out  in  the  early  stages  and  then 
taking  only  a  piece  of  it  in  1985,  Phillips  and  his  fellow 
managers  avoided  the  need  to  take  responsibility  for 
running  Telerate  in  its  difficult  early  days.  If  it  succeeded 
they  would  have  a  good  investment;  if  it  failed  the  damage 
to  Dow  Jones'  reputation  would  be  less.  By  contrast,  the 
Information  Services  Group  was  built  without  any  part- 
ners. Kann  admits,  however,  that  in  that  instance  the 
company  had  confidence  it  would  not  fail. 

As  it  happened,  Telerate  got  into  the  kind  of  trouble 
that  afflicts  most  rapidly  growing  companies.  Its  growth 
outran  its  management.  Its  management  systems — bill- 
ing, accounting  and  legal  services — couldn't  keep  up, 
service  support  was  neglected,  and  the  company  grew  less 
responsive  to  customer  needs.  Had  Dow  Jones  involved 
itself  more  intimately  with  Telerate,  some  of  these  prob- 
lems might  have  been  avoided.  Competitors — notably 
Bloomberg  Financial  Markets  (Forbes,  Nov.  25,  1991)— 
entered  market  niches  that  Telerate  neglected  to  fill. 

"Others  got  a  jump  start  on  Telerate,"  says  Dunn.  "It 
put  Telerate  into  a  position  of  having  to  respond  to  the 
competition  instead  of  addressing  customer  wants. 
They're  playing  catch-up  ball.  They're  doing  it  well,  but  it 
didn't  have  to  happen  if  Telerate  had  been  more  respon- 
sive" when  Dow  Jones  was  a  partner. 

There  are  currently  half  a  dozen  big  players  in  an 
electronic  marketplace  that  can  support  perhaps 
three.  Each  has  special  strengths  in  a  single  area — Telerate 
in  U.S.  government  bonds,  Reuters  in  foreign  exchange, 
Bloomberg  in  analytic  tools,  for  example.  But  all  arc 
converging  by  adding  serxaccs  to  ofi^cr  customers  one -stop 
shopping.  The  winners  in  the  battle  won't  be  determined 
for  years.  Telerate  may  well  be  one  of  the  surN-ivors,  but  it 
has  lost  precious  time  and  is  now  one  of  several  instead  of  a 
clear  leader.  To  have  paid  $1 .6  billion  merely  to  be  one  of 
the  pack  is,  to  say  the  least,  inept.  The  chances  are  small 
now  that  Dow  Jones  will  ever  be  the  clear  leader  in 
electronic  financial  information  that  it  is  in  print. 

Were  Telerate  an  isolated  incident,  it  could  be  put  dow  n 
to  fear  of  technology.  But  there  is  a  pattern  at  Dow  Jones 
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of  tentativeness,  followed  by  half  moves  and,  all  too  often, 
failure. 

It  wasn't  always  so.  In  its  early  years,  Dow  Jones  took 
huge  risks  to  establish  itself  (see  box,  p.  73).  The  Wall  Street 
Journalwas  a  fairly  obscure  publication  before  the  Second 
World  War,  reduced  by  the  Great  Depression  to  a  shadow 
of  its  size  before  the  1929  stock  market  crash.  Along  came 
a  midwestern  reporter,  the  legendary  Bernard  (Barney) 
Kiigore,  the  Wall  Street  Journal's  managing  editor  and 
later  Dow  Jones'  president  and  chairman.  He  persuaded 
the  controlling  Bancroft  family  of  Boston  to  expand  the 
Journal  to  become  the  nation's  first  national  newspaper. 
Brilliandy  edited  by  Kiigore,  a  sleeves-roUed-up  newsman, 
the  Journal  marched  on  to  glory.  Kiigore  was  an  innova- 
tor. It  was  the  accepted  wisdom  at  the  time  that  the  U.S. 
would  not  support  a  national  newspaper  because  the 
country  was  too  big  and  too  varied.  Nonsense,  said 
Kiigore.  Business  is  a  community,  giving  people  from 
Pordand,  Me.  to  Portland,  Ore.  common  interests.  He 
proved  it. 

W'  ith  the  Journal  enormously  profitable  and  growing 
rapidly,  Kiigore  conceived  the  National  Observer.  It 
was  designed  as  a  general-interest  newspaper  without 
reporters,  just  a  rewrite  staff".  Its  mission  was  to  explain  the 
news,  not  report  it.  Just  as  the  weekly  Barron's  kept  its 
costs  down  by  using  the  Journals  idle  presses  on  Friday 
nights  for  delivery  on  Saturday,  the  National  Observer 
would  use  the  idle  presses  on  Saturday  nights.  Never  mind 
that  it  could  not  be  delivered  on  Sunday,  when  people  had 
time  to  read.  The  important  thing  was  that  it  was  Barney 
Kilgore's  pet  project  and  his  last  hurrah  as  chief  executive 
of  Dow  Jones. 

The  National  Observer  began  pubhcation  in  1962.  It 
,  found  loyal  readers,  but  it  could  not  define  its  audience 
and  therefore  could  not  attract  advertising.  Still,  Kiigore 
stayed  committed  to  the  paper,  despite  its  losses.  Warren 
Phillips  recalls:  "Bill  Kerby,  my  predecessor  [and  Kilgore's 
successor  as  chief  executive],  has  written  that  one  of  the 
last  things  Kiigore  said  to  him  when  he  was  dying  [in 
1967]  was,  'Is  my  baby  going  to  make  it,  Bill?'  "  Perhaps 
out  of  loyalty  to  Kiigore,  Kerby  kept  the  Observer  going 
through  his  tenure  as  chief  executive.  It  was  left  to  Phillips 
to  shut  the  paper  in  1977. 

The  National  Observer's  losses  (totaling  $16  million) 
weren't  large,  especially  in  the  context  of  the  profits 
pouring  in  from  the  Wall  Street  Journal  Sind  Barron%  but 
its  failure  was  traumatic.  Not  only  was  it  Dow  Jones'  first 
failure,  but  it  was  also  the  failure  of  Barney  Kiigore,  Dow 
Jones'  guiding  genius.  "Having  run  aground  for  the  first 
time  in  memory,  the  company  would  retreat  to  the  kind  of 
cautious  conservatism  with  which  it  had  survived  the 
Depression,"  writes  Edward  E.  Scharff"in  his  book  Worldly 
Power:  The.  Making  of  the  Wall  Street  Journal. 

Call  it  a  failure  of  nerve,  perhaps  the  genesis  of  that  fear 
of  failure  that  Kann  talks  about.  As  a  prime  example,  take 
the  convoluted  story  of  Dow  Jones'  efforts  to  launch  a 
glossy  magazine.  As  far  back  as  the  early  1970s,  consider- 
ation was  given  to  turning  Barron's,  Dow  Jones'  weekly 
newspaper  for  investors,  into  a  magazine  and  likely  ex- 
panding its  coverage  to  the  broader  world  of  business.  A 


dummy  issue  was  planned  with  Western  Publishing,  but 
executives  turned  pale  at  the  cost  estimates. 

A  magazine  printed  on  glossy  paper  and  using  illustra- 
tions lavishly  couldn't  be  printed  on  theJournaPs  newspa- 
per presses,  so  Barron's  costs  would  rise  dramatically.  It 
could  not  be  delivered  hot  off  the  press  in  just  one  day  as 
Barron's  was  and  still  is.  And  there  was  no  knowing  when  a 
glossy  Barron's  might  attract  enough  advertising  and  new 
readers  to  make  up  the  difference  in  costs.  After  all, 
Barron's  W2is  a  great  source  of  cash  for  the  company,  the 
argument  went,  so  why  mess  with  it.> 

Barron's  remains  today  what  it  was  then:  a  narrowly 
focused  stock  sheet  with  a  few  additional  features  and  an 
intensely  cyclical  readership  dependent  on  the  market's 
vagaries.  Its  circulation  today  is  not  much  higher  than  it 
was  in  1970. 

It  was  a  classic  management  mistake:  a  refusal  to 
modernize  an  aging  product  because  of  the  short-term 
costs  involved.  For  Dow  Jones  management,  the  things 
that  could  go  wrong  consistendy  loomed  larger  than  the 
opportunities. 

But  management  did  not  give  up  on  the  dream  of 
owning  a  successfiil  business  magazine.  The  dummy  of  a 
personal  finance  and  lifestyle  magazine  was  produced  and 
then  shown  to  advertising  agencies  and  focus  groups  in 
1981.  No  go.  Neither  the 

agencies  nor  the  focus  "^^~^^""~^^^^^^^^ 
groups  were  turned  on.  Yet 
much  publishing  experi- 
ence shows  that  success 
stems  not  from  asking  the 
reader  what  he  wants  but 
from  producing  a  product 
that  the  reader  wants  but 
didn't  know  he  wanted. 
Dow  Jones  thereby  missed 
cashing  in  on  the  greatest 
consumer  spending  boom 
in  history. 

Two  later  magazine  ideas 
were  scutded  in  1987.  One 
never  got  past  the  concept 
stage.  On  the  other,  Bur- 
enga  says,  the  company 
wasn't  satisfied  with  the 
product  and  the  investment 
was  too  risky.  Meanwhile, 
precious  years  were  lost.  In- 
stead of  bringing  out  a 
business  pubhcation,  War- 
ren   Phillips    bought    out 

Dow  Jones'  partners  in  Book  Digest  in  1978  for  $10 
million,  only  to  shut  it  down  in  1982.  "It  was  just  a 
fundamentally  flawed  concept,"  smiles  Kann  rueftilly. 
"People  who  want  to  read  books  don't  like  reading 
condensations." 

This  March,  Dow  Jones  plans  to  test  its  latest  magazine 
idea,  SmartMoney,  a  personal  finance  magazine  aimed  at  a 
higher  income  level  than  is  Time  Warner's  Money.  This 
time,  management  has  provided  itself  not  only  with  a  belt 
and  suspenders  but  with  an  elastic  waistband  as  well.  It 


Retired  Chairman 
Warren  Phillips 
A  former  report- 
or,  he  presided 
over  the  best  of 
times— and  over 
the  company's 
descent  into 
seifdoubt. 


Forbes  ■  February  3,  1992 


71 


Dow  Jones 


lined  up  a  partner — to  share  the  profits  if  any  and  the  onus 
of  failure  if  any.  SmartMoney  is  a  joint  venture  with  Hearst 
Corp.,  with  Dow  Jones  responsible  for  editorial  content 
and  Hearst  for  production  and  distribution.  Why  share  the 
potential  profits  of  a  successfijl  magazine  instead  of  con- 
tracting for  production  and  distribution,  as  others  have 
done?  Essentially,  says  Kann,  because  Hearst  has  a  proven 
record  in  magazine  publishing.  Says  he:  "Maybe  we're 
overly  imbued  with  this  idea  of  the  Journals  reputation, 
but  we've  always  kind  of  worried  about  doing  anything 
that  would  look  stupid,  being  totally  unsuccessful  in  the 
marketplace  and  tarnishing  the  reputation  of  existing 
publications." 

That's  far  fi-om  the  attitude  that  Barney  Kilgore  had  in 
1945.  Otherwise,  he  would  never  have  taken  a  chance  at 
failing  when  he  expanded  the  Wall  Street  Journal  fi"om  a 
financial -district  sheet  into  a  national  business  newspa- 
per— no  partners,  no  hedging,  just  intelligent  risk-taking. 
Fidelity  Investments  is  also  launching  a  personal  finance 
magazine.  Worth,  this  month,  but  Fidelity  feels  the  need 
neither  for  a  partner  nor  for  the  out  Dow  Jones  has 
permitted  itself.  Fidelity  is  committed  to  Worth  as  a  long- 
range  investment,  but  Dow  Jones  is  not  yet  committed  to 
keeping  SmartMoney  going.  It  is  merely  dipping  a  toe  in 
the  water.  "We're  testing  our  magazine  concept,"  says 
Burenga.  "We're  not  committed  to  a  monthly  magazine. 
We're  committed  to  one  issue  in  March.  We  could  go  with 
a  second  issue  as  early  as  the  fall  if  the  formula  looks  like  it's 
clicking.  If  there's  no  market  acceptance,  then  it's  unlikely 
you'll  get  a  second  issue." 

While  it  gingerly  tests  the  waters  of  magazine  publish- 
ing, Dow  Jones  faces  new  challenges  to  its  flagship 
product.  The  Journal  is  under  challenge  in  a  marketplace 

where  the  role  of  newspa- 
.  pers  in  the  distribution  of 

financial  information  is  un- 
dergoing drastic  change. 
One  important  trend  has 
been  the  massive  restruc- 
turing of  corporate  Ameri- 
ca in  the  latter  half  of  the 
1980s.  Layers  of  middle 
managers,  for  whom  Wall 
Street  Journal  subscriptions 
were  routinely  purchased 
by  employers,  were  wiped 
out.  Simultaneously,  there 
was  a  massive  number  of 
business  failures,  particu- 
larly among  banks,  airlines, 
retailers  and  savings  and 
loans.  These  represented 
not  just  readers  but  signifi- 
cant advertisers  as  well. 

Journal  subscribers  and 
newsstand  buyers  were 
down  to  just  under  1 .8  mil- 
lion in  the  Sept.  30  report- 
ing period  last  year,  com- 
pared with  a  peak  of  more 
than  2  million  for  the  same 


Wall  Street  Journal 
Managing  Editor 
Paul  Steiger 
"Seven  years 
ago  we  were  doing 
one  personal 
finance  story  a 
week.  We  are  now 
doing  at  least 
one  a  day." 
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period  in  1983.  The  Jour- 
nal has  been  losing  adver- 
tising linage  since  1984,  in- 
cluding a  drop  of  10.3%  in 
1991.  Barron's hsLS  suffered 
similar  circulation  declines. 

Operating  income  fi-om 
Dow  Jones'  business  publi- 
cation segment  plunged 
fi-om  over  $200  million  in 
1983  to  an  estimated  $72 
million  last  year,  according 
to  Morgan  Stanley's  Bak- 
er— a  decline  far  greater 
than  can  be  explained  by 
the  recession. 

Increases  in  subscription 
prices,  newsstand  prices 
and  advertising  rates 
masked  the  decline  until 
the  1987  stock  market 
crash.  Even  while  circula- 
tion was  falling,  the  Jour- 
naPs  national  advertising 
rates  rose  fi-om  $63,000  a 
page  in  1983  to  more  than 
$110,000  a  page  in  1992. 
The  Journal  may  well  be 
pricing  itself  beyond  many 
advertisers'  budgets  in  thesp  cost-conscious  days. 

Kann  acknowledges  that  fiindamental  changes  have 
taken  place  in  the  Journal's  marketplace  but  believes  that 
changes  of  such  magnitude  will  not  recur.  Meanwhile,  an 
end  to  the  recession  will  certainly  bring  back  some  of  the 
lost  advertising.  Kann  says  that  because  of  recent  cost- 
cutting,  even  small  increases  in  advertising  will  have  a  big 
impact  on  the  bottom  line.  But  it  is  unlikely  that  operating 
margins  for  the  business  publication  segment  will  ever 
return  to  anything  like  the  30%-plus  of  the  early  1980s. 

For  xhc  Journal,  competition  has  reared  its  lively  head. 
It  is  certainly  predictable  in  a  competitive  societN'  that 
others  should  go  aft:er  the  JoumaPs  audience.  There  are 
now  three  new  national  newspapers:  the  New  Tork  Times' 
r\2Xion^  t<X\non,  Investor's  Business  Daily  znd  USA  Today. 
Collectively,  these  approach  2  million  weekday  subscrib- 
ers. Only  a  small  fi-action  of  these  2  million  were  weaned 
fi-om  the  Journal,  but  enough  were  to  have  made  a 
meaningftil  dent  in  the  JoumaPs  audience.  At  the  same 
time,  there  has  been  greatly  increased  business  coverage  by 
regional  magazines  and  local  newspapers,  making  the 
Journal  less  required  reading. 

Wall  Street  Journal  Managing  Editor  Paul  Steiger 
recalls  that  when  he  became  business  editor  of  the  Las 
Anjfeles  Times  in  1978  he  had  a  staff  of  22  and  a  separate 
section  only  on  Sunday.  By  the  time  he  left,  five  years  later, 
the  Los  Anjfeles  Times  had  55  business  writers  and  a 
separate  business  section  each  day.  Meanwhile,  business 
TV  shows  and  coverage  have  been  stepped  up — by  no 
means  obsoleting  the  Journal  but  certainly  competing  for 
the  time  of  busy  business  people. 
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Peter  Kann  argues  that  the  Journal  has  broadened  its 
coverage  in  order  to  attract  new  readers  to  replace  those 
lost  as  corporations  restructured.  Management  has  added 
new  sections  covering  more  nuts-and-bolts  topics — mar- 
keting, small  business,  personal  finance,  technology.  But 
other  newspapers,  magazines  and  even  TV  now  cover  these 
topics,  too. 

Finally,  there  is  growing  evidence  that  in  an  era  when 
business  is  becoming  international,  the  Journal  does  not 
export  very  well.  After  15  years  the  Asian  Wall  Street 
Journal  has  a  circulation  of  37,000,  while  the  9-year-old 
Wall  Street  Journal  Europe  has  a  circulation  of  52,000. 
With  both  foreign  editions  losing  money,  Dow  Jones  has 
pulled  their  copy  desks  back  to  New  York.  Burenga  claims 
that  the  advertising  sold  overseas  for  the  domestic  edition 
more  than  makes  up  for  the  losses. 

Meanwhile,  the  home  market  has  become  vulnerable,  at 
least  from  a  long-range  point  of  view,  to  invasion  by 
Britain's  Financial  Times.  That  paper's  pink  pages  are  seen 
these  days  chiefly  in  the  oflfices  of  foreign  companies'  U.S. 
offices  and  U.S.  companies  with  significant  overseas  busi- 
ness; at  $420  a  year  the  Financial  Times  is  not  for 
everyone.  Nevertheless  it  has  built  a  U.S.  circulation  of 
25,000.  When  that  number  reaches  50,000,  Financial 
Tiw^j  executives  say  they  will  have  begun  to  cut  into  the 
Journals  core  readership  in  the  U.S. 

Like  the  major  television  networks,  Dow  Jones'  fran- 
chise is  being  threatened,  not  by  one  major  competitor, 


but  by  a  growing  number  of  challengers.  It's  a  litde  like 
being  nibbled  by  ducks. 

Thus,  despite  Kann's  and  Burenga's  attitude  that  there 
is  litde  wrong  here  that  an  economic  pickup  won't  cure, 
there  are  plenty  of  signs  that  Dow  Jones  has  serious  long- 
term  problems.  Yet  Kann  has  already  blown  his  first  chance 
to  put  some  steel  into  Dow  Jones'  decision  making 
process.  Last  May  Dow  Jones  lost  the  bidding  war  for  the 
Financial  News  Network  to  General  Electric's  Consumer 
News  and  Business  Channel.  Even  in  that  deal  Dow  Jones 
wasn't  going  it  alone.  It  had  taken  as  a  partner  Westing- 
house  Broadcasting  Co.  For  Westinghouse's  broadcasting 
experience.  Of  course. 

It  was  yet  another  failure  of  nerve,  Dow  Jones  losing  out 
by  just  $5  million  in  a  $170  million  sale.  Peter  Skinner, 
Dow  Jones'  general  counsel  and  the  company's  point  man 
in  the  bidding,  says  that  if  Dow  Jones  had  won  fnn,  it 
would  have  faced  a  continuing  competition  with  cnbc.  By 
winning,  CNBC  now  has  a  monopoly.  Since  a  monopoly  is 
always  worth  more  than  a  competitive  situation,  the 
monopolist  will  always  be  willing  to  pay  more.  Skinner 
argues. 

Without  quite  knowing  it.  Skinner  is  making  an  as- 
tounding confession:  that  despite  Dow  Jones'  enormous 
resources  for  business  news  gathering,  it  was  afi'aid  to  take 
on  a  relative  neophyte  to  the  business  just  because  the 
neophyte  had  financial  clout. 


The  risks  they  took 

The  1929  stock  market 
,  crash  and  the  Depression 
almost  did  in  the  Wall 
Street  Journal.  Clarence 
Barron,  who  had  pur- 
chased die  company  fi-om 
Charles  Dow  in  1902 
with  his  wife's  money,  died 
in  1928,  leaving  the  com- 
pany in  poor  financial  con- 
dition. Then  his  son-in- 
law  and  successor,  Hugh 
Bancroft,  committed  sui- 
cide in  1933. 

It  was  generally  as- 
sumed that  the  money- 
losing  Wall  Street  Journal 
would  be  closed.  Who 
wanted  to  read  financial 
news  when  the  Dow  Jones 
industrial  average  barely 
inched  above  100?  The 
Journal  was  saved,  ac- 
cording to  Edward  E. 
Scharff",  in  his  fascinating 
history  Worldly  Power:  The 


Makin£f  of  the  Wall  Street 
Journal,  when  Barron's 
adopted  daughter,  Jane 
Bancroft,  decided  to  forgo 
dividends  for  several  years 
at  the  height  of  the  Depres- 
sion in  order  to  keep  the 
paper  alive. 

Nevertheless,  the  Jour- 
nal was  hardly  a  financial 
powerhouse  when  World 
War  II  began.  When  news- 
print rationing  went  into 
effect,  many  papers  cut 
back  on  news  coverage  in 
order  to  carry  more  adver- 
tising. The  financially 
strapped  7o«r»fl[/ was  one  of 
the  handftil  of  newspa- 
pers that  turned  away  lucra- 
tive advertising  in  order 
to  carry  more  news. 
Though  an  enormous 
risk,  it  earned  the  paper  a 
reputation  for  integrity 
that  paid  off"  handsomely  in 
prestige,  reader  loyalty 
and  advertising  after  the 
war.  Thereafter,  Scharff" 


notes,  the  profits  came  roll- 
ing in. 

Perhaps  the  greatest 
risk  of  all  came  after  the 
war,  when  the  Wall  Street 
Journal  moved  to  become 
the  first  national  newspa- 
per. That  was  the  result  of 
the  extraordinary  vision 
of  its  managing  editor,  Ber- 
nard (Barney)  Kilgore, 
the  man  who  had  persuad- 
ed management  to  reftise 
advertising  in  favor  of  more 
news  during  the  war.  Af- 
ter the  war,  Kilgore  talked 
the  owners  into  yet  an- 
other bold  gamble.  At  a 
time  when  most  news — 
and  especially  financial 
news — ^was  thought  to  be 
local  or,  at  most,  regional, 
Kilgore  urged  taking  the 
newspaper  national.  A  jour- . 
nalistic  innovator,  as  well 
as  a  risk-taker,  he  took  the 
view  that  the  news  wasn't 
just  what  happened  yester- 
day; it  was  about  trends, 


too.  The  Journal  began 
taking  a  longer  view  of 
what  is  news — a  view  wide- 
ly accepted  in  the  press 
today. 

Under  Kilgore  the 
Journal  W2is  the  first  news- 
paper to  successfiiUy  take 
on  the  mighty  Internation- 
al Typographers  Union 
and  its  Luddite  featherbed- 
ding.  And,  long  before 
the  advent  of  USA  Today, 
the  Journal  used  satellite 
transmission  to  print  news- 
papers at  multiple  sites  si- 
multaneously. As  a  result, 
virtually  every  reader  now 
gets  the  paper  on  the  same 
day. 

As  if  to  atone  for  the 
master's  risk-taking,  his 
successors  became  almost 
paralyzingly  cautious.  Dow 
Jones  shareholders  have 
now  learned  that  avoiding 
risks  can  be  the  riskiest 
course  of  all. 

-S.N.C.  and  D.W.L.  tm 


Forbes  ■  February  3, 1992 


73 


Dow  Jones 


Nor,  it  appears,  did  Dow  Jones  understand  the  nature  of 
the  cable  business  as  well  as  its  rival  did.  cnbc  wanted  fnn 
not  because  it  wanted  to  create  a  monopoly  but  because 
FNN  already  had  cable  oudets  tied  up  in  the  largest  cities 
with  the  most  affluent  customers,  cnbc,  because  it  started 
later,  was  shut  out  of  those  markets.  It  couldn't  even  get 
into  Manhattan.  CNBC  needed  fnn  because  fnn  already 
had  a  functional  monopoly  in  the  markets  that  business 
channels  must  reach.  Like  airlines  bidding  for  airport 
gates,  both  cnbc  and  Dow  Jones  were  really  bidding  for 
cable  system  clearance  rather  than  for  a  company.  But 
Dow  Jones  was  nervously  counting  its  pennies,  while  ge's 
cnbc  had  a  broad  strategic  vision. 

"I  thought  FNN  was  an  absolute  imperative  [for  Dow 
Jones],"  says  William  Dunn.  "People  kept  saying,  'We 
don't  know  anything  about  TV.'  My  retort  to  them  was, 
'You'd  better  goddamn  well  learn.  You'll  get  better  as  you 

go  along.  You  don't  have  to 
know;  you  can  learn.'  " 

What  made  fnn  so  im- 
portant for  Dow  Jones  was 
its  potential,  not  its  perfor- 
mance. Television  news 
cost  newspapers  readership 
in  tiie  1970s.and  1980s,  as 
more  Americans  turned  to 
TV  for  news.  Properly  pro- 
grammed, fnn  can  be  a  po- 
tent force  in  business 
news — one  that  might 
some  day  hurt  the  Journal 
as  a  competitor  but  could 
have  helped  it  as  a  partner, 
particularly  in  global  distri- 
bution of  information. 

It's  not  that  Peter  Kann 
doesn't    understand    this. 
"If  you  look  out  five  or  ten 
years,  we'll  see  [television] 
is  going  to  be  one  of  the 
number  of  significant  ways 
to  get  information  deliver- 
ed," he  says,  "fnn  was  the 
closest  thing  to  a  national 
franchise    and    potentially 
international  franchise  de- 
livering that  kind  of  information.  Television,  both  live  and 
retrieved,  probably  will  be  part  of  office  information 
systems."  But  he  let  the  chance  pass. 

"It's  a  goddamn  shame,"  says  Dunn  sadly.  "It  sets  in 
people's  minds  that  we  tried  to  get  into  cable  once  and 
couldn't.  That's  deadly  when  you  get  an  inkling  of  that  in  a 
culture.  It  doesn't  take  much  to  chill  a  culture." 

Can  Dow  Jones  mend  its  ways  and  compete  in  a  swiftly 
changing,  cutthroat  world?  In  a  way  management  is 
insulated  from  takeover  threats.  Through  a  myriad  of 
family  trusts  the  heirs  of  Clarence  Barron  control  a  voting 
majority  of  Dow  Jones'  stock.  Up  to  now  the  heirs  have 
been  highly  supportive  of  management.  But,  as  other 
dynastic  families  have  found,  interests  can  diverge  as 
families   grow   larger  and   further   removed   from   the 
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founder.  Family  support  cannot  be  counted  on  forever, 
but  for  now  an  outside  takeover  seems  all  but  impossible. 

It  is  Peter  Kann's  unenviable  job  to  change  Dow  Jones' 
risk-averse  corporate  culture.  In  his  somewhat  cerebral 
manner,  Kann  shows  he  realizes  this:  "What  one  tries  to  do 
is,  in  a  whole  variety  of  ways,  give  people  around  the 
company  the  self-confidence  to  take  more  risks,  recogniz- 
ing that  in  doing  that  some  of  the  risks  will  pay  off  and 
some  of  the  risks  will  not."  As  part  of  the  effort  to  increase 
innovation,  Kann  and  Burenga  recentiy  set  up  a  $5  million 
venture  fiind  to  support  ideas  to  improve  or  expand 
company  operations. 

Kann  has  formidable  assets  at  his  disposal.  Although 
reported  earnings  have  been  depressed  recentiy  by  prob- 
lems at  xhc  Journal  znd  by  the  heavy  amortization  charges 
of  Telerate,  cash  flow  remains  strong — about  $288  million 
in  I99I,  according  to  Baker.  With  that  kind  of  cash  flow 
and  with  just  $450  million  in  debt,  Dow  Jones  can  afford 
to  maintain  its  current  dividend  and  yet  take  risks. 

Kann  has  made  some  good  moves.  He  and  Phillips 
appointed  Carl  Valenti,  the  president  of  the  Information 
Services  Group,  to  head  Telerate.  "The  job  Carl  is  doing  is 
fantastic  and  underrated,"  says  Dunn,  who  still  believes 
that  Telerate  will  eventually  emerge  as  a  strong  alternative 
to  Reuters  on  a  global  basis.  Eventually  Dow  Jones  plans 
to  merge  the  Information  Services  Group  with  Telerate, 
making  its  electronic  information  services  truly  global. 

In  one  move,  an  uncharacteristically  bold  one  for  Dow 
Jones,  Valenti  has  scheduled  the  shutdown  of  Telera- 
te's  new  foreign-exchange  transaction  system,  known  as 
the  Trading  Service,  which  was  losing  at  least  $30  million  a 
year.  In  its  place  Telerate  will  invest  almost  $10  million  for 
some  8%  of  Minex,  a  consortium  that  includes  the  largest 
Japanese  banks  and  foreign-exchange  traders.  Minex  is 
developing  an  even  more  ambitious  foreign -exchange 
trading  system  and  Telerate  will  have  exclusive  distribu- 
tion rights  to  the  Minex  system  outside  Japan.  In  admit- 
ting defeat  with  its  own  trading  service,  Dow  Jones  did  at 
least  pave  the  way  for  a  decisive  move.  At  least  one  analyst 
believes  Telerate  now  has  an  edge  in  the  competition. 
"The  winners  in  the  long  run  will  be  those  companies  with 
fatter,  deeper,  broader  databases,"  says  Morgan  Stanley's 
Baker,  pointing  out  that  Dow  Jones  has  and  produces 
more  data  than  anyone. 

But  even  as  Telerate  puts  its  house  in  order,  its  competi- 
tors are  continuing  to  improve  and  broaden  their  senices. 
Reuters  is  adding  analytic  services.  To  counter  Dow  Jones' 
and  Reuters'  large  news  services,  Bloomberg  has  been 
building  its  own  innovative  reporting  staff. 

In  any  event,  Peter  Kann  faces  a  daunting  task.  A 
charming,  urbane  man  who  spent  most  of  his  reporting 
career  at  the  Journal  diS  a  foreign  correspondent,  he  is  verv' 
much  at  home  in  the  intellectual  atmosphere  of  Princeton, 
N.  J.,  where  he  lives  and  to  which  he  sometimes  helicopters 
from  the  JoumaPs  elaborate  headquarters  in  downtowii 
Manhattan.  But  it  will  take  more  than  charm  and  erudition 
to  keep  Dow  Jones'  ft-anchise  from  further  deteriorating. 
It  will  take  a  new  boldness  and  willingness  to  commit 
capital.  At  the  moment  there  arc  few  signs  of  that  at  200 
Liberty  Street.  ^ 
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aockte  Up  America! 
!(l4«2CMCarp  All  RIf  hit  Rfitrvcd 
■  SEVILLE.  STS 


'  '  The  Cadillac  Seville  STS  is  a  "...precision-handling 

performance-oriented  American  luxury/sports 

sedan  without  peer  in  the  United  States!' 

V  Motor  Trend 
)         The  Cadillac  Seville  STS  continues  its 

r^-.,    winning  ways  with  its  capture  of  the  coveted 

Motor  Trend  Car  of  the  Year,  making  this  new 

ieville  the  first-ever  automobile  to  win  every  major  automo- 

ive  magazine  award  in  the  same  year. 

One  spirited  drive  will  convince  you  that     ^-^^ 
he  Seville  STS  "...is  capable  of  competing        /J^^^^ 
successfully  against  the  world's  best:'  V 

Please  call  1-800-333-4CAD  for 
Droduct  literature  and  the  location  of  your      C  ^  ^  I  ,•-  L  ^  ^ 
learest  Cadillac  dealer. 

It  could  change  the  way  you  think  about  American  automobiles. 
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Trying  to  right  the  wrongs  of  the  past  has  become 
an  excuse  for  evading  personal  responsibility. 

Let  the  dead 
bury  their  dead 


BY  THOMAS  SOWELL 


ogizing  to  the  U.S.  but  decided  not 
to.  Meanwhile,  President  Bush  apol- 
ogized to  Japanese -Americans  for 
their  internment  during  World  War 
II.  In  1992  Spain  is  supposed  to 
apologize  to  the  Jews  who  were  ex- 
pelled en  masse  from  that  country 
500  years  ago. 

These  collective  apologies  for  his- 
torical actions  taken  by  others  may  be 
seen  as  grand  moral  gestures  by  some, 
but  in  fact  they  exacerbate  the  already 
dangerous  tendency  to  obliterate  the 
crucial  concept  of  personal  responsi- 
bility. What  possible  meaning  does  it 
At  the  time  of  the  50th  anniversary  have,  either  logically  or  morally,  for 
of  Japan's  attack  on  Pearl  Harbor,  the  someone  to  apologize  for  what  some- 
Japanese  parliament  considered  apol-      one  else  did  to  a  third  part\'.^ 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


Are  all  people  of  Slavic  ancestry  to 
apologize  to  all  Jews  for  the  centuries 
p(  brutal  anti-Semitism  in  Eastern 
Europe.'  And  are  all  Jews  to  apologize 
to  all  Slavs  for  those  Jewish  slave 
traders  who,  in  earlier  centuries,  sold 
Slavs  into  bondage  from  Spain  to  the 
Ottoman  Empire?  What  about  all  the 
atrocities  of  the  Christians  against 
the  Moslems,  or  the  Moslems  against 
the  Christians,  during  their  centuries 
of  warfare? 

The  list  could  go  on  and  on.  His- 
toric wrongs  can  be  found  all  over  the 
globe.  In  fact,  much  of  history^  con- 
sists of  those  wrongs.  If  all  of  us 
started  apologizing  to  each  other  for 
all  the  wrongs  of  history,  the  noise 
would  be  deafening. 

Many  of  those  who  emphasize  the 
wrongs  of  histoA'  have  a  highly  selec- 
tive list  of  those  wrongs,  geared  to- 
ward contemporary  ideological  poli- 
tics. Thus,  the  wrongs  of  European 
imperialists  against  various  Third 
World  nations  are  to  be  kept  alive  as 
enduring  grievances  and — more  to 
the  point — enduring  entidements  to 
largesse.  However,  the  wrongs  of  any 
of  these  nations  against  each  other,  or 
against  their  own  peoples,  are  passed 
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over  in  silence,  no  matter  how  much 
worse  they  might  have  been. 

Sometimes  the  argument  is  that  we 
need  to  correct  the  contemporary  ef- 
fects of  past  wrongs.  Seldom  is  any 
evidence  either  asked  for  or  given  to 
show  that  we  know  what  those  effects 
are.  It  is  certainly  not  easy  to  know. 

In  many  parts  of  the  world,  groups 
clearly  mistreated  historically  have 
emerged  better  off  educationally, 
economically  and  socially  than  those 
who  mistreated  them.  The  Chinese 
minorities  in  various  Southeast  Asian 
countries  have  seldom  had  equal 
rights,  but  they  have  typically  risen 
from  initial  poverty  to  a  position 
where  they  are  better  off  economical- 
ly than  the  majority  populations  of 
Malaysia,  Indonesia  or  other  coun- 
tries in  the  region. 

Much  the  same  story  could  be  told 
of  immigrants  from  the  Indian  sub- 
continent who  settled  in  East  Africa 
or  in  Fiji,  or  of  immigrants  from 
Lebanon  in  West  Africa,  Italians  in 
Argentina,  and  many  others  around 
the  world.  In  a  number  of  countries 
and  a  number  of  periods  of  history,  it 
has  been  common  for  particular 
groups  to  take  over  substandard  land 


left  idle  by  others  as  "wasteland" — 
and  to  become  more  successful  farm- 
ers than  others  around  them  who 
were  farming  more  fertile  land. 

We  have  barely  scratched  the  sur- 
face in  understanding  why  some 
groups  prosper,  even  under  bad  con- 
ditions, or  why  others  fail  to  utilize 
much  better  opportunities.  Indeed,  a 
whole  tendentious  vocabulary  has 
arisen  to  obscure  or  bury  such  ques- 
tions. Those  who  fail  are  said  to  have 
been  "excluded"  or  denied  "access." 
Those  who  succeed  are  said  to  have 
been  "privileged."  Again,  evidence  is 
neither  asked  nor  given.  This  formula 
leaves  out  achievement — or  even  luck. 

Would  anyone  (other  than  ideo- 
logues or  intellectuals)  say  that  Babe 
Ruth  had  more  "opportunity"  to  hit 
home  runs,  when  in  fact  he  was  the 
most  walked  batter  in  history.^ 

This  strange  way  of  talking  is  not 
confined  to  a  few  fringe  ideologues.  It 
has  caught  on  across  the  spectrum, 
and  is  now  part  of  the  mainstream 
mindset,  at  least  among  academics. 
Retired  Harvard  President  Derek 
Bok,  for  example,  said  that  to  apply  the 
same  admissions  standards  to  minor- 
ity students  as  to  others  would  be  to 


"exclude  them  from  the  university." 
This  was  said  more  than  a  century  after 
blacks  began  attending  Harvard,  en- 
tering and  graduating  without  double 
standards  during  most  of  that  time. 

Much  contemporary  discussion  of 
historic  guilt  is  more  than  moral 
mush-headedness.  Some  of  it  is  ex- 
ploited quite  skillfully  by  people 
whose  careers  depend  on  it.  A  whole 
class  of  "diversity  consultants"  or  race 
relations  specialists  has  come  into  ex- 
istence to  promote  guilt  among  stu- 
dents, faculty  and  administrators  at 
leading  colleges  and  universities 
across  the  country. 

At  the  University  of  Wisconsin,  for 
example,  an  itinerant  race  relations 
specialist  evoked  "the  repentant  sobs 
of  white  students"  at  one  of  his  work- 
shops, which  promoted  the  theme 
that  virtually  all  whites  were  racists. 
Similar  themes  and  similar  techniques 
have  been  widely  used,  from  large 
universities  like  Harvard  and  Tulane 
to  small  colleges  like  Oberlin  and 
Whitman. 

Achieving  justice  in  our  own  time  is 
a  task  that  taxes  the  resources  of  even 
the  best  societies.  We  should  leave  the 
past  in  the  past.  ^ 
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What  makes  the  luxury  of  our  hotels  a  real  value  is  the  bone-deep  comfort  that's  built 


into  every  gue 


of  goose  do 


right  down  to  the  pillows  on  the  bed.  These  perfect  concoctions 


athers  are  so  famouato|^ts  have  been  known  to  special-order 


them  for  use  in  their 


tions  at  a  Westin,  Caesar  Park  or 


Camino  Real,  call  your  travel  consultant  or  800-228-3000. 
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The  Eighties  were  not  kind  to  most  department  stores, 
but  May  was  an  exception.  Will  May's  Eighties  strategy, 
though,  work  in  the  Nineties? 

Business  as  usual 


By  Gretchen  Morgenson 

Throughout  the  Eighties  the  May 
retailing  chain  seemed  to  defy  gravit)'. 
Other  chains  were  being  destroyed  by 
oudet  malls,  discounters,  designer 
boutiques  and  mail  order  catalogs. 
But  May  Department  Stores  Co.  kept 
growing.  During  that  decade  its  earn- 
ings per  share  climbed  at  an  average 
11%  a  year.  The  May  chain  includes 
such  famous  names  as  G.  Fox,  Fi- 
lene's.   May   Co.,    Robinson's,   Fa- 


mous-Barr,  L.S.  Ayres  and  Lord  & 
Taylor.  Combined,  these  department 
stores  took  in  an  estimated  $9  billion 
in  sales  in  1991,  and  Payless,  a  dis- 
count shoe  chain,  brought  the  com- 
pany total  to  some  $10.5  billion. 

Now,  though,  it  appears  that  the 
grim  reality  of  classic  department 
store  retailing  has  belatedly  and  pow- 
erfully descended  upon  the  May 
chain.  Inasmuch  as  May  now  has  a 


ABOVE: 

A  May  Co.  store 
in  Cleveland 
Christmas  cheer? 
Not  here: 
December's 
same-store 
sales  fell  2%  from 
a  year  earlier. 


RIGHT: 

May's  David  Farrell 
Is  he  defying 
gravity  or  just 
adding  to  a  glut? 


recession,  as  well  as  the  discounters, 
to  contend  with,  the  company's  pre- 
liminary December  same-store  sales 
in  its  department  stores  were  down 
2%  from  1989.  Investors  don't  seem 
to  mind;  at  55^2,  May  is  trading  at  15 
times  trailing  earnings. 

What  May  is  finding:  Consumers 
may  browse  the  department  stores, 
but  they  spend  at  the  discounters. 
This  huge  shift  in  the  retailing  indus- 
try has  created  a  glut  of  selling  space — 
excess  capacity.  In  spite  of  such  well- 
publicized  department  store  closings 
as  B.  Altman  and  Bonwit  Teller  in 
New  York  and  Sakowitz  in  Houston, 
U.S.  retail  space  per  capita  has 
climbed  10%  over  the  past  four  years, 
to  18.2  square  feet. 

How  is  May  dealing  with  changing 
public  tastes  and  habits?  Defiantiy. 
Expanding  into  the  glut.  May  Chair- 
man David  Farrell  and  President 
Thomas  Hays  have  announced  that 
they  plan  to  spend  $1.3  billion  to 
open  85  new  department  stores  be- 
fore 1995,  bringing  May's  total  to 
418.  Don't  worry,  the  pair  told  retail 
analysts  in  New  York  in  October. 
Farrell  and  Hays  predict  that  same- 
store  sales  will  increase  between  4% 
and  6%  annually  over  the  next  five 
years.  Earnings,  they  say,  will  grow 
11%  to  13%  annually. 

Why  such  confidence  in  the  face  of 
the  slump  in  crucial  year-end  reve- 
nues? May's  management  is  betting 
that  what  has  worked  in  the  past  \\ill 
work  in  the  future.  Farrell  and  Hays 
have  their  own  distinctive  st)'le. 
Where  many  merchants  operate  on 
feel — this  item  is  hot,  this  one  is  not — 
they  tend  to  run  their  business  by  the 
numbers.  This  cold-blooded  ap- 
proach kept  May  from  going  berserk 
during  the  acquisition- mad  1980s. 
Two  years  ago  May  lost  Marshall 
Field  &  Co.  to  Dayton  Hudson,  be- 
cause May  wouldn't  beat  Da\ton 
Hudson's  price  of  one  times  sales  for 
the  chain,  or  $1.1  billion.  Instead, 
May  bought  26-store  Thalheimers  for 
$317  million,  a  price  that  was  just  70% 
of  sales. 

But  does  the  nation  really  need  85 
new  May  stores?  Carl  Steidtman, 
economist  at  Management  Horizons, 
a  retailing  consulting  firm  in  Colum- 
bus, Ohio,  says  there  are  no  gaping 
holes  in  May's  geography,  so  expan- 
sion will  have  to  come  with  a  certain 
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amount  of  cannibalizing. 

In  holding  the  line  on  prices  and 
expanding,  the  folks  at  May  are  clearly 
banking  on  consumers'  returning  to 
department  stores  in  droves  once  the 
recession  is  over.  Meanwhile,  May 
waits  in  the  trenches,  choosing  not  to 
skirmish  with  other  stores  for  market- 
share  gains.  During  the  Christmas 
season,  most  big  retailers  cut  prices 
way  back  to  draw  in  recalcitrant  shop- 
pers; May  steadfastly  avoided  heavy 
markdowns. 

The  high  prices  preserve  profit 
'  margins  but  cut  into  sales.  May 
turned  over  its  inventory  6.2  times  in 
1991.  In  itself,  that's  not  bad — it's 
better  than  the  turnover  at  Dillard 
Department  Stores  and  Mercantile 
Stores,  for  example — but  it  represents 
a  substantial  decline  from  the  7.2 
times  turnover  that  May's  stores  had 
in  1986. 

May's  margin  preservation  strate- 
gy, while  effective  in  years  past,  may 
be  out  of  tune  in  the  Nineties.  Says 
Bernard  Sosnick,  retailing  analyst  at 
Oppenheimer  &  Co.:  "May's  been 
controlling  their  way  to  a  profit,  but 
can  they  continue?  It's  been  at  a 
sacrifice  to  sales,  and  I  don't  think 
that's  the  way  to  do  business  now." 
Instead,  Sosnick  points  to  Dayton 
Hudson,  which  has  won  traffic  by 
discounting.  Maintaining  market 
share  while  times  are  tight  is  the  only 
way  a  retailer  can  hope  to  profit  when 
the  consumer  begins  to  spend  again, 
says  Sosnick. 

Why  are  department  stores  losing 
sales  while  retailers  like  Wal-Mart  and 
the  Gap  show  same -store  sales  gains 
of  5%  and  12%,  respectively.^  Eliza- 
beth Eagles,  a  retail  consultant  at 
Creative  Marketplace  in  Stamford, 
Conn.,  has  interviewed  hundreds  of 
consumers  and  come  to  this  conclu- 
sion: "Shoppers  believe  that  by  walk- 
ing into  a  department  store  they  are 
automatically  going  to  have  to  over- 
pay for  their  purchase." 

What  happens  when  the  recession  is 
over?  Scant  resumption  of  old  habits, 
says  Eagles.  "Once  you've  bought  at  a 
discount,  yoy  aren't  likely  to  go  back 
to  paying  ftiU  price  again." 

In  short,  what  worked  well  for  May 
in  the  Eighties  can't  be  counted  on  to 
work  now.  Where  department  stores 
are  concerned,  business  as  usual  isn't 
business  as  usual  anymore.  ^M 

Forbes  ■  February  3,  1992 


Consider  everything  this  symbol  represents. 
Now  apply  it  to  an  insurance  company. 


Strength.  Integrity. 
Commitment. 

These  qualities  have  dis- 
tinguished Merrill  Lynch  in 
the  world  of  finance.  The 
same  qualities  apply  to  our 
insurance  company.  They 
have  enabled  us  to  accumu- 
late over  $11  billion  in  assets. 

Our  philosophy  is  simple. 
Insurance  should  be  an 
integral  part  of  your  overall 
financial  portfolio. 

Our  products  are  innova- 
tive. They  seek  to  offer 
competitive  returns  and 
investment  flexibility,  in 
addition  to  offering  insur- 
ance protection. 


Our  general  account  invest- 
ment standards  are  sound. 

•  We  invest  primarily  in 
investment  grade  bonds. 

•  Our  liquidity  level  is  over 
75%,  significantly  higher 
than  the  industry  average. 

•  We  maintain  less  than  5% 
of  assets  in  commercial 
mortgages  and  real  estate. 

The  Merrill  Lynch  Life 
Insurance  Company.  It's 
worth  taking  a  closer  look. 


Contact  your 
Merrill  Lynch  Financial  Consultant 

or  call 
1-800-637-7455,  ext.  2740 


Merrill  Lynch 

A  tradition  of  trust. 


,  OFFICIAL  SPONSOR  OF  THE  1992  U.S.  OLYMPIC  TEAM 
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Charles  Schwab  is  the  highest  priced  among 
the  discount  brokers.  Its  boss  is  betting 
the  customers  want  a  lot  more  than  bare-bones 
service  for  their  commission  dollars. 

A  touch  of  class 


By  Jason  Zweig 

Along  with  the  rest  of  the  retail 
brokerage  business  these  days,  San 
Francisco -based  Charles  Schwab 
Corp.  is  booming.  Its  earnings  tre- 
bled last  year  to  an  estimated  $1 .95  a 
share  and  its  stock  has  done  even 
better,  rising  from  as  low  as  7  in  1989 
to  a  recent  33.  With  net  revenues  in 
1991  approaching  an  estimated  $570 
million,  Schwab  is  the  nation's  largest 
discount  broker. 

But  the  term  "discount  broker" 
needs  qualification.  Schwab  has  about 


45%  of  the  discount  market.  Boston's 
Fidelity  Brokerage  Services  Inc.  has 
about  29%.  Manhattan- based  Quick 
&  Reilly  Group,  Inc.  has  about  12%. 
Quick  &  Reilly  generally  has  the  low- 
est commissions;  Schwab's  and  Fide- 
lity's are  somewhat  higher.  While 
Quick  &  Reilly  charges  up  to  $49  to 
trade  100  shares,  Schwab's  fee  is  $55, 
a  lot  less  than  the  $85  and  up  at  a  fiiU- 
service  broker  like  Merrill  Lynch. 

Like  a  chain  store  that  offers  more 
service  than  Woolworth  but  lower 


prices  than  Nordstrom,  Schwab  has 
set  its  marketing  strategy  on  provid- 
ing service  that  is  better  than  bare- 
bones  but  somewhat  short  of  the 
hand-holding  a  full-price  broker  of- 
fers. Founder  and  Chairman  Charles 
Schwab  figures  some  people  will  al- 
ways go  to  Nordstrom  and  the  die- 
hard bargain-hunters  will  keep  trudg- 
ing to  Woolworth,  but  there  is  a  huge 
and  well-heeled  part  of  the  market  in 
the  middle. 

To  hold  his  prices  down  while  still 
offering  a  good  amount  of  service, 
Schwab  counts  heavily  on  technol- 
ogy. This  enables  the  firm,  for  exam- 
ple, to  offer  round-the-clock  service, 
not  just  9-to-5. 

Its  1,900  brokers — all  salaried, 
none  on  commission — take  calls  in 
three  shifts,  24  hours  a  day,  7  days  a 
week.  Owners  of  personal  computers 
can  trade  electronically;  in  December 
Schwab  did  6%  of  its  volume,  or  more 
than  900  trades  a  day,  entirely  by 
modem.  And  just  over  20%  of 
Schwab's  trades — more  than  3,300 
per  day — came  through  Telebroker, 


Discount  stockbroker  Ctiarles  Schwab 

His  stake  in  the  company  is  wortli  $400  million. 
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iNies  aren't  the  only  plants  that 
are  good  lor  the  atmosphere. 


Because  nuclear  plants  don't  bum 
anything  to  make  electricity,  nuclear 
plants  don't  pollute  the  air. 

In  fact,  America's  111  operating 
nuclear  electric  plants  displace  other 
power  sources  and  so  reduce  certain 


airborne  pollutants  in  the  U.S.  by 
more  than  19,000  tons  every  day. 
Just  as  important,  nuclear  plants 
produce  no  greenhouse  gases. 

But  more  plants  are  needed— to 
help  satisfy  the  nation's  growing 


need  for  electricity  without  sacrific- 
ing the  quality  of  our  environment. 
For  a  free  booklet  on  nuclear  energy, 
write  to  the  U.S.  Council  for  Energy 
Awareness,  P.O.  Box  66080,  Dept. 
HP09,  Washington,  D.C.  20035. 


Nuclear  energy  means  cleaner  air. 
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Charles  Schwab 


a  service  that  lets  investors  get  prices 
and  enter  trades  just  by  pressing  the 
keys  of  a  touch-tone  telephone.  Aver- 
age time  for  a  trade  on  Telebroker: 
about  2^2  minutes. 

While  the  two  other  big  discount 
houses  offer  similar  automated  ser- 
vices^ the  hill-service  brokers  won't 
touch  them.    . 

Why  not?  Wall  Street's  commis- 
sioned brokers,  who  often  earn  up  to 
$1  million  a  year  and  have  egos  to 
match,  fear  that  automated  retail 
trading  would  affect  them  the  way  the 
Sharps  .50  caliber  rifle  affected  the 
American  bison.  It  threatens  their 
role  as  high-priced  intermediaries  be- 
tween the  customer  and  the  market. 

With  Wall  Street  reluctant  to  mech- 
anize its  brokers,  Charles  Schwab  is 
spending  big  money  on  technology. 
The  $280  million  leveraged  buyout  of 
his  company  from  BankAmerica  in 
1987  generated  huge  depreciation 
and  amortization,  boosting  cash  flow 
by  a  total  of  nearly  $114  million  since 
then.  In  1991  alone  the  discount 
broker  spent  at  least  $20  million  on 
systems  development.  Schwab's  two 
giant  telephone  centers,  in  Denver 
and  Indianapolis,  can  handle  up  to 
9.5  million  calls  per  year,  while  the 
firm's  computers  can  execute  up  to 
70,000  transactions  a  day. 

The  danger,  of  course,  is  that  cli- 
ents will  view  Schwab  as  a  faceless 
machine.  "People  still  like  to  be  per- 
ceptively close  to  their  money,"  says 
Schwab.  So  he  has  opened  48  branch 
offices  since  1989,  giving  him  a  total 
of  158  nationwide,  many  in  small 
cities  like  Fargo,  N.D.;  Greenville, 
S.C.;  Provo,  Utah;  and  Burlington, 
Mass.  Each  branch's  switchboard 
takes  one  call  fewer  than  the  number 
of  brokers  in  the  branch,  so  at  least 
one  staffer  is  always  free  to  help  a 
walk-in  client. 

In  early  1990  Schwab  opened  an 
Asia  Pacific  Service  Center  in  San 
Francisco  whose  brokers  speak  five 
Oriental  languages;  its  revenues  al- 
ready exceed  $1  million.  This  year 
Schwab  will  open  a  second  ethnic 
office,  for  Hispanic  clients,  in  Miami. 

Charles  Schwab's  tireless  market- 
ing goes  well  beyond  print  and  televi- 
sion ads.  He  visits  30  branches  a  year, 
treating  up  to  200  of  the  best  local 
customers  to  lunch  or  dinner.  The 
elevators  in  Schwab's  headquarters  do 


A  branch  office 
in  New  York  City 
"People  still  like 
to  be  perceptively  close 
to  their  money." 


not  just  announce  the  stops;  they  give 
live,  electronic  readouts  of  stock 
quotes.  Many  branches  have  glass  ex- 
terior walls,  so  that  passersby  can  see 
inside,  where  a  digital  stock  ticker 
flickers  in  a  green  band  just  below  the 
ceiling. 

Schwab  is  on  the  same  "asset-gath- 
ering" kick  as  the  Wall  Street  firms. 
Schwab  trades  600  mutual  ftinds  and 
has  8  in-house  mutual  ftinds — an  eq- 
uity index,  a  California  bond  fund,  a 
Treasury  fund  and  5  money  market 
ftinds — with  a  global  index  ftind  com- 
ing this  year.  The  Schwab  fiands  man- 
age $8.3  billion. 

Schwab  even  benefits  from  other 
people's  asset-gathering.  Wall  Street 
is  herding  clients  into  "wrap  ac- 
counts." For  a  fee,  say  3%  a  year,  a 
money  manager  gives  the  account 
personal  attention  and  routes  all 
trades  through  the  customer's  bro- 
kerage firm.  To  grab  not  just  the 
trading  commissions  but  the  manage- 
ment fee,  too,  Wall  Street  firms  are 
cutting  out  independent  financial  ad- 
visers in  favor  of  in-house  money 
managers.  That  is  driving  the  inde- 
pendents into  the  arms  of  Schwab's 
Financial  Advisors  Service,  which 
holds  the  accounts,  executes  trades 


and  keeps  the  books.  Schwab  ended 
1991  with  $8  bilUon  from  3,000  fi- 
nancial advisers,  up  from  $4.2  billion 
and  1 ,900  managers  a  year  earlier. 

Because  wrap  accounts  are  so  ap- 
pealing to  busy  investors,  Schwab 
may  soon  begin  offering  its  own 
wraps,  but  at  discounted  fees  and 
without  recommending  specific 
managers. 

Schwab  pales  next  to  giant  Merrill 
Lynch,  which  has  7  million  customers 
and  $435  billion  in  managed  assets, 
but  the  discounter  feels  the  ftiture 
belongs  to  him. 

Back  when  Chuck  Schwab  was  12 
years  old,  he  bought  a  few  chickens 
with  money  he  had  scrounged  from 
selling  walnuts.  Within  a  year  he  was 
selling  eggs,  butchering  the  chickens 
and  even  selling  the  droppings  for 
fertilizer.  A  decade  later,  at  Stanford 
Business  School,  he  learned  that  his 
little  chicken  business  had  a  name:  a 
fijlly  integrated  operation. 

That's  one  reason  he  is  willing  to 
spend  so  heavily  to  get  an  integrated 
operation.  But  at  a  giddy  38  times 
trailing  12-month  earnings,  Schwab 
is  the  richest  stock  in  the  industry; 
Merrill  Lynch  stock  sells  at  13  times 
and  Quick  &  Reilly  at  16  times  earn- 
ings. And,  with  the  kind  of  service 
Schwab  tries  to  give,  together  with  its 
spending  on  integrating  and  upgrad- 
ing operations,  there  come  extremely 
high  fixed  costs — operating  expenses 
have  just  dipped  below  90%  of  net 
revenues  for  the  first  time  since  1987. 
Analyst  Larry  Eckenfelder  of  Pruden- 
tial Securities  figures  that  a  10%  dip  in 
net  revenue  would  hack  30%  off 
Schwab's  net  income.  Last  August 
Chairman  Schwab  sold  375,000  of 
his  12  million  shares. 

But  for  now,  who  worries?  Retail 
investors,  Schwab's  principal  market, 
accounted  for  an  estimated  37%  of 
New  York  Stock  Exchange  volume  in 
1991,  the  highest  level  in  three  years. 
Nov.  18,  the  Monday  after  the  Dow- 
Jones  industrial  average  dropped  120 
points,  was  one  of  Schwab's  busiest 
days  of  the  year,  with  40,000  trades — 
and  most  clients  were  buying.  Schwab 
notes  that  retail  options  volume,  a 
good  barometer  of  speculation,  is  \ir- 
tually  flat.  A  bet  on  Charles  Schwab  at 
this  juncture  is  a  bet  that  the  good 
times  will  roll  for  a  long  time  to 
come.  IB 
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WE'VE  BEEN  ON  THE  TIP  OF  YOUR  TONGUE 

X^  V/lV  /OX  IZ/liA^.    Not  to  put  words  in  your  mouth,  but  you  probably  already  know  us 
as  the  International  Nickel  Company  Today,  it's  simply  Inco.  And  while  our  name  isn't  on  all  that  we  make, 
it's  surprising  how  much  we're  in. 

Over  60  per  cent  of  total  nickel  production  goes  to  make  stainless  steel  stainless.  And  from 
its  initial  use  in  cudery  our  metallurgic  ingenuity  has  put  it  to  work. 

For  instance,  stainless  steel's  endless  applications  in  food  processing  equipment -up  to  and 
including  the  kitchen  sink.  Not  to  mention  its  widespread  use  in  architecture,  aerospace  and 
under-sea  technology. 

This  same  kind  of  innovative  thinking  has  made  us  the  non-communist  world's  largest  nickel  producer. 
Fact  is,  we  hold  34  per  cent  of  the  world  nickel  market.  And  with  ■  ^^  ^i  ^^ 

fixed-volume  arrangements  accounting  for  over  one-third  of  our  sales,  1 1  |  ^H  %^ 

we  can  effectively  plan  for  the  years  ahead.  You  have  our  word  on  it.        STRONGER  FOR  OUR  EXPERIENCE 

For  more  information,  write  N.K.  Barnes,  Direaor,  Investor  Relations,  Inco  Limited,  One  New  York  Plaza,  N.Y.,  10004. 


Why  does  billionaire  Phil  Anschutz  hang  on  to  the  ailing 
Southern  Pacific  railroad?  Is  it  stubbornness?  Or  guile? 

'^I  might  be  a 
seller,  I  might 
be  a  buyer" 


ern  Pacific's  300,000  acres  in  real 
estate.  Krebs  won't  comment,  except 
to  say,  "I've  talked  to  Phil  fi-om  time 
to  time;  I  don't  think  he  has  any 
interest  in  a  deal." 

True  enough,  Anschutz  will  have 
none  of  it.  Two  decades  ago,  Phil 
Anschutz  parlayed  his  father's  few  oil 


far  refijsed  to  give  up  on  it. 

This  is  very  frustrating  for  Robert 
Krebs,  49,  chairman  of  the  Santa  Fe 
Pacific  Corp.,  one  of  Southern  Pacif- 
ic's major  competitors.  In  the  mid- 
Eighties  the  Santa  Fe  bought  SP  and 


By  Phyllis  Berman  and  Roula  Khalaf 

Philip  Anschutz  made  his  fortune  in 
oil,  but  he  seems  obsessed  with  rail- 
roads. In  1984  he  bought  the  smallish 
Denver  &  Rio  Grande  Western  Rail- 
road. In  1988  he  bought  control  of 
the  far  larger  Southern  Pacific  Trans- 
portation Co.  The  Southern  Pacific  is 
sick — its  cash  flow  can't  begin  to  cov- 
er its  interest  payments  and  capital  rigs  into  a  large  oil  fortune.  Then  in 
expenditures — but  Anschutz  has  so     1984,  he  bought  the  Rio  Grande 

railroad  for  $500  million,  $90  million 
of  it  in  cash. 

As  owner  of  the  Rio  Grande,  An- 
schutz soon  found  himself  involved  in 
some  railroad  geopolitics.  The  Rio 
Grande  is  a  bridge,  carrier,  running 
tried  to  merge  it  with  its  own  line.  But  roughly  from  Pueblo,  Colo,  to  Og- 
the  merger  was  turned 
down  by  the  Interstate 
Commerce  Commission 
after  intense  opposition 
from  the  politically  influen- 
tial Anschutz  and  others. 

Krebs  still  yearns  to  get 
his  hands  on  parts  of  the 
rival  railroad.  Forbes  has 
learned  that  he  has  knocked 
on  the  doors  of  the  two 
other  western  rails.  Union 
Pacific  and  Burlington 
Northern,  to  discuss  a  split- 
up  of  Southern  Pacific.  The 
plan  would  give  Krebs  the 
old  St.  Louis  Southwestern 
Railway,  which  is  the  crown 
jewel  of  the  Southern  Pacif- 
ic system.  The  rest  of 
Southern  Pacific  would  be 
split  between  the  two  other 
western  lines.  It  would  also 
leave  Anschutz  with  South - 


SP's  owner,  Philip  Anschutz 
Pursuing  an  elusive  turnaround. 


den,  Utah.  At  Ogden,  Rio  Grande 
and  Southern  Pacific  exchanged  large 
amounts  of  ft-eight.  Had  Southern 
Pacific  merged  with  Santa  Fe,  the  Rio 
Grande  would  have  been  cut  out  of 
that  market.  With  the  merger 
blocked,  Krebs  had  to  divest  one  of 
his  two  lines.  Perceiving  the  SP  to  be 
the  weaker  of  the  two,  he  put  it  on  the 
block.  Anschutz  bought  the  SP  and 
combined  it  with  his  Rio  Grande  un- 
der his  Rio  Grande  Industries. 

Beyond  the  original  cash  stake  in 
the  Rio  Grande,  Anschutz  put  not  a 
penny  more  into  the  deal,  though  he 
now  controls  71%  of  the  parent  com- 
pany. As  a  minority  partner,  Morgan 
Stanley  raised  $111  million  through 
the  sale  of  common  stock — taking 
$88  million  for  its  ovv^n  Leveraged 
Equity  Fund  II — and  raised  another 
$75  million  in  a  private  placement  of 
preferred  shares.  Morgan's  fijnd  got 
20%  of  Rio  Grande  Industries,  re- 
duced to  19%  afi:er  Nippon  Yusen 
Kaisha,  lapan's  largest  shipping  line, 
acquired  5%  of  the  common. 

All  of  which  meant  that  the  Santa 
Fe  now  had  an  additional  competitor. 
Santa  Fe's  strength  is  that  it  has  the 
fastest  route  between  Chicago  and 
Los  Angeles.  Santa  Fe's  weakness  is 
that  it  relies  for  nearly  40%  of  its 
business  on  intermodal  traflfic,  that  is, 
carrying  trailers  and  containers  that 
move  part  of  the  way  by  other  modes 
of  transport.  This  kind  of  business 
carries  low  margins  and  can 
easily  be  snatched  by  other 
railroads.  Which  is  why 
Krebs  would  dearly  love  to 
have  SP's  St.  Louis  South- 
western, known  as  the  Cot- 
ton Belt.  It  would  give 
Krebs  a  shot  at  the  lucrative 
nonintermodal  chemical 
business  along  the  Gulf 
coast. 

If  he  were  dealing  with 
anyone  other  than  Phil 
Anschutz,  Krebs  might  be 
able  to  make  a  deal.  The  SP 
has  been  a  continuing 
headache  to  the  Denver  fi- 
nancier. The  sr  has  been 
generating  just  $200  mil- 
lion in  cash  flow  (before 
interest,  depreciation,  taxes 
and  capital  expenditures), 
far  from  enough  to  cover 
the   $300   million   a  year 
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linimum  needed  for  capital  expend! - 
res  and  the  over  $100  million  in 
(yearly  interest  payments. 

Moreover,  the  Southern  Pacific  has 
been  losing  business  for  two  decades. 
Its  traditional  traffic — auto  parts, 
lumber  and  food — has  declined.  Sta- 
ble shipments  like  grain  and  coal  are  a 
very  small  percentage  of  its  traffic  mix, 
making  the  Southern  Pacific  more 


the  buyout  and  has  replaced  it  with 
longer-term,  secured  debt  like  equip- 
ment mortgages. 

As  for  his  minority  partner,  Morgan 
had  thought  it  could  be  out  of  the  SP 
in  four  years  with  a  nice  gain.  Morgan 
does  have  an  agreement  allowing  it  to 
put  its  investors'  shares  back  to  the 
parent  company  in  October  of  this 
year.  But  a  clause  in  the  agreement 


cyclical  than  other  lines.  Add  to  that  gives  Anschutz  an  out  if  he  can  prove 
the  fact  that  30%  of  its  carloadings  are  that  the  company  is  financially  incapa- 
generated  fi-om  intermodal  traffic.  As     ble  of  making  the  payments.  Having 


I 


f  the  Southern  Pacific  didn't  have 
enough  problems,  two  chemical  spills 
from  its  trains  last  July  prompted  the 
California  legislature  to  pass  new  rail- 
safety  measures  allowing  the  state's 
Public  Utilities  Commission  to  step 
up  its  inspections  of  the  SP. 


convinced  the  U.S.  Congress  that  he 
was  in  a  bad  way,  Anschutz  should 
have  litde  trouble  arguing  that  he 
can't  afford  to  buy  Morgan  out. 

In  that  event,  Morgan  could  offer 
the  shares  to  Anschutz  himself.  If  he 
reftises  to  buy,  Morgan  could  sell  to  a 


With  all  these  problems,  Anschutz  third  party  or  force  a  registration  of 

maintained  last  year  that  he  could  not  the  shares  on  the  public  market.  Mor- 

affbrd  the  10%  wage  increases  recom-  gan  says  it's  working  with  Anschutz 

mended  by  a  presidential  emergency  on  various  publicly  undisclosed  fi- 

board  and  reaffirmed  by  Congress,  nancing  alternatives,  but  that  come 

though    the    rest    of  the    industry  October,  all  its  exit  options  are  open, 

deemed    the    deal    fair.    Anschutz  In  contrast,  Anschutz  says  he  expects 

sought  the  help  of  his  good  fi-iend  Morgan  to  be  a  long-term  investor  in 

Bob  Dole  and  convinced  Congress  to  the  SP. 


give  him  an  exemption  that  allowed 
him  to  negotiate  his  own  package. 
Anschutz  also  got  special  consider- 
ation on  crew  size  negotiations. 

Is  Phil  Anschutz  a  masochist?  Does 
he  enjoy  headaches.'*  He  could  cash 


Anschutz  is  claiming  that  he  in- 
tends to  fight  it  out  to  make  his 
railroad  profitable.  He  recendy  spoke 
at  a  conference  on  "quality  manage- 
ment," telling  executives  how  his  rail- 
road is  concentrating  on  servicing  its 


commission 
more  kindly 


but  by  splitting  up  the  SP.  If  Anschutz  shippers.  Never  mind  that  SP  is  still 
could  prove  to  the  ICC  that  his  railroad  way  behind  its  competitors,  he  says 
was  no  longer  viable,  the 
would  look 
this  time  at 
some  kind  of  combination. 
But  he's  a  stubborn  man 
with  a  huge  ego.  He 
doesn't  want  to  admit  de- 
feat. He  told  Forbes:  "I 
said  in  my  original  ICC  fil- 
ings that  we  would  turn  this 
railroad  around;  I'm  in  it 
for  the  long  haul." 

The  SP  has  so  far  sold 
$1.3  billion  in  real  estate  to 
cover  losses  at  the  railroad 
and  reduce  debt.  The  re- 
maining real  estate  is  esti- 
mated at  between  $600 
million  and  $1.3  billion. 
Anschutz  says  he  will  keep 
selling  off"  real  estate  to 
prop  up  the  line.  He  has 
already  paid  down  much  of 
the  bank  debt  incurred  in 


/ 

^^H^R^u^                           .^^^H^^^^^^^^^^^^^^^^^^^^M 

Sante  Fe  Chairman  Robert  Krebs 

He  yearns  to  add  pieces  of  the  SP  to  his  line. 


improvement  is  on  its  way. 

Kent  Sterett,  SP's  new  quality  ex- 
pert, who  came  fi-om  Union  Pacific, 
insists  that  the  SP  has  considerable 
strengths.  For  instance,  access  into 
Mexico,  whose  trade  with  the  U.S.  is 
booming.  While  rival  Union  Pacific 
has  only  three  accesses  into  Mexico, 
the  SP  has  seven  points,  thus  enabling 
it  to  carry  auto  parts,  for  example,  to 
be  assembled  in  Mexico  and  returned 
for  sale  in  the  U.S. 

Southern  Pacific's  locomotives  are 
run  down,  but  Anschutz  has  been 
careftil  to  invest  heavily  in  maintain- 
ing track.  Once  service  is  restored, 
Anschutz  argues,  the  strength  of  his 
route  structure  will  become  obvious: 
The  railroad  will  be  better  positioned 
than  most  to  capitalize  on  the  traffic 
flowing  west  to  east,  a  trend  he  thinks 
will  predominate  over  the  next  few 
decades.  He  admits  there  will  be  ftir- 
ther  consolidation  among  the  western 
rail  lines  in  the  Nineties,  but  insists 
that  he  will  be  one  of  the  winners. 

Anschutz's  strategy  is  a  huge  gam- 
ble. Southern  Pacific  competes  with 
railroads  that  are  more  efficient  and  far 
ahead  in  rail  technology  and  in  their 
ability  to  respond  quickly  to  customer 
needs.  Much  of  what  SP  carries  is  mer- 
chandise rather  than  commodities,  so 
the  SP  must  also  fiercely  badJe  truckers. 
Anschutz  could  sell  off"  all  of  sp's  real 
estate  without  turning  the  railroad 
around.  In  short,  Anschutz  faces  a 
near  impossible  task. 

Is  he  simply  being  stub- 
born? Maybe  he's  stubborn 
like  a  fox.  The  tougher  he 
talks,  the  higher  the  price  he 
could  get  for  the  SP  down 
the  road.  There  are  other 
potential  buyers  besides  the 
Santa  Fe.  csx,  Conrail  and 
Burlington  Northern 

might  be  interested  in  parts 
of  the  Cotton  Belt,  for  in- 
stance, and  they  have  much 
I  deeper  pockets  than  the 
'  Santa  Fe .  Another  possibili- 
ty: The  SP  could  merge  with 
a  railroad  like  the  Norfolk 
Southern  to  form  the  first 
coast-to-coast  line. 

"1  might  be  a  seller,  I 
might  be  a  buyer,"  An- 
schutz says.  "It  depends  on 
who  looks  like  a  good 
dance  partner."  Bi 


Forbes  ■  February  3,  1992 


87 


New  Audi  100  V6  Takes 
Aim  At  Lexus  And  AcuraI 


Audi  100  hits  mark  as  the  first  automobile  in  its  class 
offering  German  engineering  at  Japanese  prices. 

BY       KARL       TREUTLER 

Not  content  to  let  Lexus  and  Acura  comer  the  market,  Audi  is  determined 
to  offer  the  American  car  buyer  something  never  seen  before:  German  engi- 
neering coupled  with  Japanese  pricing. 

Aimed  directly  at  buyers  interested  in  the  Lexus  ES  300  and  the  Acura 
Legend,  the  all-new  Audi  100  V-6  comes  with  ABS  and  drivers  side  air  bag,  the 
handling  and  control  buyers  have  come  to  expect  from  Audi,  and  The  Audi 
Advantage:  A  comprehensive  owner  protection  plan  not  offered  by  Lexus 
and  Acura.  The  plan  includes  the  cost  of  aU  scheduled  maintenance,  even  oil 
changes,  for  three  years  or  50,000  miles* 

Here  in  the  States,  where  the  Japanese  have  made  inroads  into  this  auto- 
motive segment,  Audi  knew  it  would  have  to  hold  its  ground  against  the 
popular  Japanese  contingent.  And  in  a  comparison  test  conducted  by  Road  & 
Trax:k,  it  did  just  that.  As  they  put  it,  "...this  confident  'new'  Audi  has  a  distinct 
voice,  and  it  can  roar  with  the  best  of  the  lions  from  Japan... The  Audi  (is) 
rock-solid,  running  as  sound  as  a  Deutsche  mark... It's  more  affordable  than 
the  Legend... (and)... has  driving  personality  and  road-course  character  all 
over  the  Legend!' 

When  the  new  Audi  100  was  unveiled  in  Europe,  automotive  experts  there 
"did  a  180"— reversing  their  perception  of  Audi  vis-a-vis  the  competition.  Given 
the  opportunity  to  get  behind  the  wheel  of  a  new  Audi,  those  considering  a 
high-line  Japanese  car  may  soon  find  themselves  "doing  a  180 "  as  well. 

For  more  information  on  the  all-new  Audi  100  V-6,  call  1-800-FOR-AUDI. 


At  right,  the  new  Audi  lOOCS. 
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When  a  prescription  drug's  off  patent,  all  is  not  lost 
for  the  manufacturer.  The  drug  can  be  repackaged 
for  the  over-the-counter  market.    - 

Drug  wairs 

By  Reed  Abelson 

PoPUL.\R  PRESCRIPTION  drugs  like  like  a  headache.  But  the  fda  recendy 
Tagamet  (for  ulcers)  and  Seldane  (an  approved  Gyne-Lotrimin,  made  by 
antihistamine)  generate  huge  prof-  Schering-Plough,  and  Monistat  7, 
its — as  long  as  their  patents  last.  What  made  by  Johnson  &  Johnson's  Ortho 
happens  when  the  patents  expire,  Pharmaceuticals,  to  treat  vaginal  yeast 
typically  after  17  years?  Drug  compa-  infections — the  first  time  regulators 
nies  are  finding  ways  to  keep  the  were  willing  to  let  consumers  treat 
profits  flowing.  themselves  for  a  condition  they  origj- 

One  way  is  to  move  the  product  nally  couldn't  diagnose  themselves, 
over  the  counter,  switching  its  sta- 
tus or  creating  a  less  potent  ver- 
sion. Gyne-Lotrimin,  a  nonpre- 
scription version  of  clotrimazole, 
and  Monistat  7,  a  nonprescription 
version  of  miconazole  nitrate,  are 
recent  examples. 

We're  talking  big  business  here. 
Nearly  one -third  of  the  $9  billion 
(wholesale)  over-the-counter  drug 
market  consists  of  versions  of  one- 
time patented,  prescription  drugs. 
Examples:  American  Home  Prod- 
ucts' Advil,  Upjohn's  Motrin  IB 
and  Schering-Plough's  Drixoral. 

SmithKline  Beecham  and  Glaxo 
are  currentiy  preparing  over-the- 
counter  versions  of  their  billion- 
dollar  antiulcer  drugs,  Tagamet 
and  Zantac.  Marion  Merrell  Dow 
is  going  through  the  Food  &  Drug 
Administration  approval  process 
for  an  over-the-counter  version  of 
its  $700-million-plus  (worldwide 
sales)  Seldane.  If  Seldane  makes  it 
to  the  drugstore  shelf,  says  James 
Callandrillo,  an  industry  consul- 
tant for  Kline  &  Co.,  it  could  rack  up  Most  new  over-the-counter  drugs 
sales  of  $230  million  its  first  year  in  find  druggists'  shelves  already  crowd- 
the  U.S.  Eventually,  nonprescription     ed.  Schering-Plough,  which  has  mar- 
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See  procribing  infofmaOoa  on  lide  pand. 


Marion  Merrell  Dow's  Seldane 

Will  consumers  itch  to  buy  it  ove^ttle-coul1ter? 


Seldane  sales  in  the  U.S.  should 
match  the  prescription  version's  $500 
million  sales. 

Fortunately,  the  regulators  are  co- 
operating. In  the  past  a  prescription 


keted  eight  successful  switches,  stum- 
bled when  it  tried  to  sell  over-the- 
counter  OcuClear — an  eye  drop  used 
to  relieve  redness — which  is  made 
from  an  ingredient  previously  avail- 


drug  was  considered  eligible  for  over-  able  through  prescription.  OcuClear 

the-counter  sales  only  when  it  treated  ran  smack  into  Pfizer's  Visine,  which 

a  relatively  short-lived  condition,  like  did  the  same  thing,  used  the  same 

a  cold,  or  an  easily  recognized  one,  active  ingredient,  and  stopped  Ocu- 


Clear in  its  tracks.  "They  were  simply 
able  to  beat  us,"  says  David  Collins, 
president  of  HealthCare  Products  at 
Schering-Plough. 

In  general,  though,  switches  have  a 
built-in  marketing  advantage.  When 
Burroughs  Wellcome  introduced  Ac- 
tifed  as  an  over-the-counter  product 
in  1982,  it  pushed  the  fact  that  the 
drug  had  been  the  top-selling  cold- 
relief /?r^jcr/pr/o»  product.  "Consum- 
ers believe  if  a  product  was  good 
enough  to  be  a  top-prescribed  prod- 
uct, it  must  be  highly  efficacious," 
says  Terry  Stevens  of  Burroughs  Well- 
come. Bristol-Myers  Squibb's  Nuprin 
had  for  years  been  the  second-best- 
selling  ibuprofen  painkiller  after  Ad- 
vil. But  when  Upjohn  decided  to 
launch  Motrin  IB  over  the  counter, 
the  drug  nudged  Nuprin  back  to  third 
place  within  two  years. 

For  some  drug  companies, 
pitching  a  switch  is  the  first  time 
they've  marketed  directiy  to  the 
consumer.  So  a  number  of  them 
have  allied  with  experienced  con- 
sumer marketers.  To  help  it  switch 
a  version  of  Naprosyn,  a  cousin  of 
ibuprofen,  Syntex  teamed  with 
Procter  &  Gamble,  which  will  han- 
dle the  marketing  of  the  over-the- 
counter  version.  Glaxo  has  an 
agreement  with  Sandoz  that  allows 
both  companies  to  sell  Zantac  over 
the  counter. 

The  drug  companies  are  finding 
that  selling  over  the  counter  re- 
quires lots  of  advertising  support. 
But  it  can  re\ive  a  declining  prod- 
uct.    Generic    competition    had 
whittied  sales  of  Burroughs  Well- 
come's  prescription  drug  Actifed 
to  SI  1  rnillion  a  year  from  a  peak  of 
S17  million.  An  effective  ad  cam- 
paign helped  the  over-the-counter 
version  rebound  and  hit  sales  of 
S62  million  within  three  years. 
The  biggest  test  of  converting 
prescription     drugs     to     over-the- 
counter  drugs  will  be  in  the  S700 
million  antacid  field,  should  Tagamet 
and    Zantac    reach    the    over-the- 
counter  market  within  the  next  four 
vears.  They'll  be  up  against  Maalox 
( Rhone- Poulenc     Rorcr),     Mylanta 
(Johnson       &       Johnson/Merck), 
Pepto- Bismol  (Procter  &  Gamble) 
and  Rhiopan  Plus  (.\merican  Home 
Products).  The  prospect  is  enough  to 
uivc  cver\one  ulcers.  HI 
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AN  OPPORTUNITY  TO  GIVE  YOU 
FAMILY  SOMETHING  PRICELESS 


l11  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

Price  subject  to  change  without  notice 

Forbes  Lake  of  the  Omrks 

Box   303,  Fort  Garland,  CO  81133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Name. 


Address. 


City/State/Zip . 


Telephone . 


or  phone  816/438-2801 


10F1 


Obtain  the  Properly  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property.  Equal  Credit  and  Housing 
Opportunity  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or 
lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  .  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de 
Cnsto  Ranches    NYA88-178 


COMPUTERS/COMMUNICATIONS 


The  fastest  computers  these  days  are  the  parallel 
processors.  But  they  have  an  Achilles'  heel: 
How  do  you  write  the  software? 

Parallel  thinking 


By  Kathleen  K.  Wiegner 

The  battle  of  theoretical  speed  be- 
tween single-processor  computers 
and  massively  parallel  ones — those 
with  tens,  hundreds  or  thousands  of 
calculators  working  simultaneously — 
is  just  about  over.  Parallelism  has 
won.  But  the  contest  in  the  real  world 
of  problem-solving  is  just  beginning. 
For  parallel  machines  to  be  winners, 
they  must  come  equipped  with  soft- 
ware that  can  harness  their  power. 
That  is  a  problem  to  which  the  manu- 
facturers of  parallel  supercom- 
puters— Intel,  MasPar,  Thinking  Ma- 
chines and  NCube — are  now  being 
forced  to  devote  a  massive  amount  of 
attention. 

Programming  parallel  machines 
has  proved  a  daunting  task.  Instead  of 
simply  giving  the  computer  a  problem 
and  saying  "solve  it,"  a  parallel  pro- 
gram must  break  the  problem  into 
pieces.  For  top  efficiency,  each  pro- 
cessor should  have  a  piece  to  solve 
that  takes  as  much  time  as  the  prob- 
lem all  its  fellow  processors  are  work- 
ing on.  Otherwise  it  will  finish  too 
quickly  and  sit  idle  for  much  of  the 
time.  Too,  the  problem  should  be 
divided  in  such  a  way  as  to  let  each 
processor  work  as  independently  as 
possible.  Having  to  pass  and  receive 
too  many  messages  from  other  pro- 
cessors wastes  time. 

The  massively  parallel  folks  are  di- 
vided on  how  best  to  achieve  these 
ends.  In  one  approach,  the  processors 
are  controlled  by  a  single  program  so 
every  processor  does  the  same  thing  at 
the  same  time  on  its  piece  of  data. 
Think  of  100  men  rowing  a  boat,  all 
stroking  together  on  the  command  of 
the  coxswain.  This  approach  is  known 
as  "single  instruction,  multiple  data." 
The  earliest  massively  parallel  ma- 
chines, like  the  University  of  Illinois 
llliac  IV  of  the  1960s,  were  built  on 
this  model. 


Intel's  Justin  Rattner 

"It's  not  as  hard  as  it  sounds.  You  only 
have  to  write  one  program  and  assign  the 
data  to  different  processors." 


An  alternative  approach  is  to  give 
every  processor  its  own  bank  of  data 
to  work  on.  To  follow  the  boat  analo- 
gy, this  programming  approach  is  like 
a  large  sailboat  with  each  member  of 
the  crew  performing  a  different  task  at 
a  difi^erent  time.  Crew  members  are 
independent  but  cooperate  in  sailing 
the  boat.  This  approach,  known  as 
multiple  instruction,  multiple  data, 
produces  faster  results  than  single  in- 
struction, multiple  data.  The  comput- 
ers developed  at  California  Institute 
of  Technology  in  the  late  Seventies 
using  Intel  8086  microprocessors 
were  in  this  st\'le. 

MasPar  (A)mputer  and  VVavetraccr 
(which  recently  introduced  a  deskside 


parallel  processing  computer)  have 
primarily  backed  the  Illinois  ap- 
proach. They  argue  that  it  is  relatively 
easy  to  program  their  machines  since  a 
programmer  doesn't  have  to  think 
about  500  or  1,000  processors  all 
doing  different  things.  "We  don't 
have  a  programming  model  for  500 
things  happening  at  once,"  says 
MasPar  President  Jeffrey  Kalb. 

Intel  is  for  the  most  part  in  the 
other  camp.  Sharing  Intel's  affection 
for  multiple-instruction,  multiple 
data  supercomputers  is  NCubc 
(Forbes,  Apr.  2,  1990).  Between 
them,  NCube  and  Intel  had  close  to 
50%  of  the  parallel  supercomputer 
shipments  in  1990,  according  to  In- 
ternational Data  Corp. 

"People  who  program  machines 
say  ours  is  easier  to  program,"  says 
Justin  Rattner,  head  of  Intel's  super- 
computer effort.  "In  practical  terms  it 
is  not  as  hard  as  it  sounds.  In  portfolio 
analysis,  the  program  that  analyzes 
any  security'  is  the  same,  but  the  data 
for  each  security  is  different.  So  you 
only  have  to  write  one  program  and 
assign  the  data  to  different  processors. 
The  program  tells  each  processor  to 
evaluate  the  securit)'  and  share  it  with 
other  processors." 

Until  now  the  supercomputer  mak- 
ers have  been  doing  most  of  their 
boasting  b)^  citing  hardware  specs. 
Claims  of  speeds  ranging  well  into  the 
billions  of  arithmetic  operations  per 
second — with  promises  of  trillions  to 
come  in  the  fliture — are  the  norm. 
But  the  time  is  now  coming  for  the 
manufacturers  to  address  themselves 
to  their  users'  sofhvare  problems.  The 
speed  ratings  don't  mean  much  if  the 
user  has  to  reconstruct  his  applica- 
tions from  scratch  in  order  to  use  the 
computer. 

Consider  the  temperature  problem 
illustrated  on  the  opposite  pvigc. 
What's  significant  in  this  test  program 
is  not  the  speed  at  w  hich  the  proces- 
sors crunched  their  way  through  to  a 
solution.  In  fact,  the  superfast  Intel 
i860  chips  doing  the  work  ran  at  far 
below  their  maximum  speed  of  60 
million  arithmetic  operations  per  sec- 
ond. Rather,  what  is  interesting  is  that 
the  conversion  of  the  heat  program 
from  a  conventicMial,  single-prcKCssor 
format  to  a  multiple-processor  format 
was  laruelv  automated.  Intel  software 
engineer  Mark  Baber  saNS  he  started 


92 


Forbes  ■  Febnian-  3,  1992 


Teamwork 

Engineers  at  Intel's  su- 
percomputer division  are 
using  a  classic  physics 
problem  to  test-run  their 
software  for  parallel  com- 
puting. The  problem:  Giv- 
en a  square  hunk  of  heat- 
conducting  metal  whose 
edges  are  held  at  four  dif- 
ferent temperatures,  show 
what  the  temperature  will 
be  at  each  point  in  the  inte- 
rior. The  equation  that 
describes  the  temperature 
pattern  was  discovered 
centuries  ago  by  the  French 
mathematician  Laplace. 
Solving  that  equation  lends 
itself  to  computational 
teamwork  because  each 
point  in  the  metal  is  influ- 
enced only  by  its  immediate 
neighbors.  So  the  com- 


puter divides  the  square 
into  16  smaller  ones 
(black  oudines)  and  sets 
one  microprocessor  to 
work  on  each.  The  proces- 
sors need  share  only  a 
small  amount  of  data,  at  the 
boundaries  between  the 
boxes.  The  computer 
gropes  toward  the  answer 
by  replacing  the  tempera- 
ture at  each  grid  point 
with  the  average  of  its  four 
neighbors'  temperatures, 
then  repeating  that  process, 
on  finer  and  finer  grids, 
hundreds  of  times. 

In  real  life,  Laplace's 
equation  might  be  a  small 
part  of  a  giant  problem 
involving  the  design  of  a 
submarine  or  the  model- 
ing of  oil  flows  under- 
ground. WM 


with  a  1,000-line  program  that  solves 
the  heat  equation  and  then  needed  to 
add  only  50  lines  of  hints  to  the 
computer  about  how  to  parcel  the 
tasks  out  to  several  microprocessors 
working  simultaneously. 

Sheryl  Handler,  cofounder  and 
chief  executive  of  Thinking  Ma- 
chines, has  an  even  more  dramatic 
boast  for  her  Connection  Machine  5, 
introduced  in  October.  The  machine 


can  organize  its  work  either  Califor- 
nia-style or  Illinois-style,  and  a  Think- 
ing Machines  compiler  decides  how 
best  to  parallelize  a  problem.  That 
compiler — a  piece  of  software  that 
translates  a  user's  program  into  ma- 
chine-speak— is  a  key  selling  point.  So 
is  Handler's  boast  that  applications 
written  for  the  Connection  Machine 
5  can  also  run  on  a  Sun  Microsystems 
workstation  or  an  IBM  mainframe  or  a 


Cray  supercomputer. 

To  be  sure,  programs  written  for 
the  Connection  Machine  would  run 
considerably  slower  on  a  rival  brand. 
But  for  some  users,  portability  of  the 
sort  Handler  is  talking  about  is  every 
bit  as  important  as  peak  performance. 
In  the  future,  the  real  batde  between 
the  supercomputer  manufacturers 
may  take  place  on  a  software  playing 
field.  H 
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We've  come  out  with  so  much  new  technc 
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With  the  introduction  of  our  cellular  phones  and  the  first  fax  machine 
designed  for  the  home,  Murata  technology  has  grown  beyond  the  otTlce. 
So  we've  changed  our  name  to  better  reflect  who  we  are. 

Muratec.  A  name  that  not  only  says  where  we've  been,  but  where  we're  going. 
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ledded  we  should  add  some  to  our  name. 


mufarec 


a  product  of  I 


murata  lechnolog}/ 
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COMPUnRS/COMMUNICATIONS 


Who  pays 
for  data.^ 


COMMENTARY  BY  ESTHER  DYSON 
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Esther  Dyson  is  editor  and  publisher  of  the 
newsletter  Release  1.0. 


When  I  first  met  Donald  (Chip) 
Elitzer,  he  was  a  junior  investment 
banker  on  the  Federal  Express  ac- 
count, helping  Fred  Smith  take  public 
his  crazy  idea — a  nationwide  small- 
package  deliver)'  network  with  its  own 
airplanes.  The  craz\'  idea  drank  up 
something  like  $75  million  before  it 
finall)'  took  off. 

Elitzer,  44,  is  working  on  another 
long  shot,  this  time  relating  to  infor- 
mation deliver)'.  He  hasn't  landed  any 
funding  yet,  but  he  seems  to  be  onto 
something  interesting.  He  is  propos- 
ing to  create  an  advertiser-supported 
home  fax  net\vork,  HomeFax,  that 
would  offer  free  fax  machines  to  indi- 
viduals willing  to  release  certain  infor- 
mation about  themselves  to  Home- 
Fax,  which  would  then  pass  on  target- 
ed pitches  from  advertisers. 

Most  electronic  information  is  now 
delivered  in  a  hea\ily  regulated  emi- 
ronment  via  airwaves,  cable  and  tele- 
phone lines.  Fortunately,  the  trend  in 
the  information  business  is  toward 
less  regulation.  The  government,  for 
instance,  has  belatedly  allowed  local 
telephone  companies  to  offer  some 
types  of  information  senices;  some- 
day it  may  even  allow  the  phone 
■companies  to  compete  with  cable  op- 
erators in  the  broader  information 
market  that  includes  entertainment. 

Some  ser\ices  now  available  or  be- 
ing talked  about  seriously  include 
home  video  on  demand,  electronic 


newspapers  and  Christmas  cards  by 
fax.  We  will  see  a  lot  more  creativity^  in 
the  way  information  is  distributed — 
and  paid  for. 

Consider  the  basic  question  of  who 
pays  to  get  information  delivered. 
Should  it  be  consumers  or  produc- 
ers— or  all  of  us,  through  taxes  or 
indirecdy  through  regulated  rates?  In 
the  long  run,  w-e  will  be  a  lot  better  off 
with  a  profusion  of  new  services  fiind- 
ed  by  investors  and  willing  customers, 
rather  than  through  government 
mandates. 

The  Yellow  Pages  are  a  data  service 
paid  for  entirely  by  advertisers  rather 
than  consumers;  Consumer  Reports, 
the  reverse.  In  television,  costs  are 
now  split.  Procter  &  Gamble  picks  up 
most  of  the  production  costs  for  that 
sitcom  you  watch,  and  for  the  ads  that 
go  with  it;  you  pay  some  of  the  deliv- 
ery costs  by  purchasing  a  television 
set.  For  cable  T\',  you  pay  more  of  the 
local  deliver)'  costs,  including  a  range 
of  fees;  the  proportion  paid  by  adver- 
tisers varies. 

The  Prodig)'  electronic  mail  and 
information  network  owned  by  Sears 
and  IBM  is  also  a  two-way  split.  You 
pay  a  monthly  fee  (less  than  cable  T\' 
rates),  and  you  pay  for  the  computer, 
the  modem  and  the  local  telephone 
connection.  Advertisers  pay  for  long- 
distance transmission  and  for  opera- 
tion of  the  computers  at  the  other 
end.  Sears  and  IBM  are  also  paving  (or 
investing?)  by  losing  money  on  the 
venture  so  far. 

Chip  Elitzer's  idea,  originated  by 
adman  Don  Peppers  of  Chiat/Day/ 
Mojo,  is  a  fax-stv'le  variation  on  Prodi- 
g)'.  A  fax  machine  replaces  the  com- 
puter; the  priman,'  allure  is  communi- 
cations more  than  information  ser- 
vices (for  now);  and  more  of  the  costs 
are  shifted  to  the  advertiser.  In  return, 
the  consumer  makes  himself  more 
valuable  to  the  advertisers  by  provid- 
ing information  about  his  purchasing 
plans    to    HomeFax.     He    would. 


however,  retain  his  anonymity;  adver- 
tisers could  get  at  him  only  via  a  fax 
"mailbox." 

HomeFax  would  limit  commercial 
messages  to  two  pages  per  day,  but  it 
would  have  enough  information  itself 
to  offer  its  advertisers  highly  targeted 
audiences  of,  say,  would-be  Cadillac 
buyers  or  new  parents  in  the  market 
for  baby  things.  For  as  long  as  a 
customer  subscribed,  HomeFax 
would  give  him  the  use  of  a  "free"  fax 
machine  in  his  home  and  a  "mailbox" 
in  a  central  computer.  In  return,  the 
subscriber  would  agree  to  receive  ad- 
vertising in  the  mailbox  and  to  fill  in  a 
monthly  questionnaire  about  pur- 
chase intentions. 

Setting  up  such  a  network  would 
entail  fairly  high  costs  per  subscriber; 
more  than  the  fax  machines,  the  ma- 
jor cost,  in  the  millions,  would  be  a  fax 
server  and  startup  marketing.  Yet  at 
least  you  wouldn't  need  a  nationwide 
system  to  achieve  critical  mass,  as,  for 
example,  CBS  does;  a  local  system 
could  flinction  quite  well.  Don't  for- 
get that  most  newspapers  contain  pre- 
dominandy  local  news  and  local  ad- 
vertising. You  don't  want  to  hear 
from  car  dealers  and  supermarkets 
more  than  50  miles  away,  and  they 
don't  care  about  you.  But  if  HomeFax 
is  unlikely  to  become  a  nationwide 
operation  on  the  scale  of  a  television 
network  or  Federal  Express,  this  also 
means  that  the  idea  is  one  a  single 
local  newspaper  could  adopt  and 
make  money  on:  "Free!  with  your 
paid-up  subscription  to  the  Globesville 
Gazette,  a  brand-new  fax  machine  and 
up  to  20  free  fax  messages  per  month. 
All  you  have  to  do  is  agree  to  receive  2 
sponsor  messages  a  day." 

Elitzer  has  knocked  on  doors  at 
advertising  firms,  venture  capitalists, 
newspapers,  telephone  companies 
and  ev  en  a  fax  machine  manufacturer, 
so  far  without  success.  Even  if  he's  not 
the  next  Fred  Smith,  though,  he  is  at 
least  getting  people  thinking.  In  a 
deregulated  electronic  age,  there  can 
be  radical  innovations  in  information 
distribution.  In  some  systems,  the 
advertiser  may  pick  up  all  the  costs;  in 
others,  the  consumer.  And  note  that 
the  advertiser  needn't  be  GM;  the 
advertiser  could  also  be  an  entrepre- 
neur— or  even  a  consumer  advertising 
his  needs  to  entice  sellers  to  come  to 
him  with  low  prices.  ^ 
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The  government's  approach  to  the  genome  mystery  is 
to  spend  $3  billion  and  map  the  whole  thing.  Private 
enterprise  is  a  little  more  selective. 

Genomic 
Tiildcatteirs 


By  Seth  Lubove 

The  BIOTECH  company  that  can  pin- 
point disease-causing  genes  and  un- 
derstand how  they  spread  mayhem  in 
the  body  stands  to  make  a  lot  of 
money  by  selling  this  knowledge  to 
drug  companies.  Armed  with  this  in- 
formation, a  drug  company  could  try 
to  devise  diagnostic  tests  that  identify 
carriers  of  bad  genes  and  develop  new 
drugs  to  rescue  people  from  diseases 
like  cancer  before  they  are  even  sick. 

"Mapping"  all  50,000  to  100,000 
human  genes,  good  or  bad,  is  the 
mission  of  the  genome  project,  bio- 
tech's  version  of  sending  a  man  to  the 
moon.  Congress  has  yet  to  authorize 
the  fiill  $3  billion  undertaking,  but  it 
has  appropriated  money  at  a  pace 
suggesting  that  this  is  just  what  will 
happen  over  the  next  15  years.  Is  this 
good  science?  Or  a  foohsh  diversion 
of  resources  from  other  pressing  tasks, 
like  making  an  aids  vaccine?  While  the 
scientists  debate  that  question,  pri- 
vate enterprise  is  approaching  the 
same  vast,  uncharted  territory  with 
very  narrowly  targeted  searches. 

The  private-sector  players  in  this 
game  include  Genmap  and  Collabo- 
rative Research,  both  Boston-area 
outfits  that  are  decoding  small  pieces 
of  the  genome,  and  Applied  Biosys- 
tems  and  Genomyx,  two  California 
companies  that  make  exploration 
equipment. 

What  are  they  looking  for?  The 
human  genome — that  is,  the  com- 
bined genetic  content  of  the  23  chro- 
mosomes— is  the  equivalent  of  a  3- 
biUion-character  book.  Each  charac- 
ter is  one  of  the  four  chemical 
building  blocks  that  make  up  dna 
(deoxyribonucleic  acid).  Many  scien- 
tists believe,  though,  that  90%  of  all 


the  DNA  is  filler  that  doesn't  regulate 
cell  processes  and  is  irrelevant  to 
health  and  sickness.  Thus,  the  impor- 
tant genes  among  the  dna  strands  are 
like  oilfields  in  a  vast  continent. 

The  mission  of  the  genome  project 
is  to  map  the  entire  continent,  not  just 
the  good  oil  prospects.  Genmap,  by 
contrast,  is  a  wildcatter,  digging  into 
the  genome  only  in  the  spots  where 
there  is  likely  to  be  a  payoff  Founded 
three  years  ago  by  some  venture  capi- 
talists and  university  scientists,  Gen- 
map plans  to  license  its  gene  discover- 
ies to  drug  companies  for  the  develop- 
ment of  diagnostic  tests  and  cures. 

Genmap  faces  some  legal  and  mar- 
keting hurdles.  First,  how  do  you 
stake  a  claim  in  this  uncharted  territo- 
ry? A  gene  sequence  is  evidendy  pat- 
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entable  by  the  first  scientist  to  decode 
it.  But  to  just  what  does  ownership  of 
this  sequence  entide  the  discoverer? 
The  discovery's  real  value  may  be  in 
giving  a  drug  company  insights  into 
what  compounds  might  make  good 
drugs.  Can  the  discoverer  collect  roy- 
alties from  the  manufacturer  of  a  drug 
that  was  indirecdy  inspired  by  his 
discovery  but  looks  nothing  like  it? 

Next,  who's  willing  to  pay  for  the 
wildcatting  when  the  government  is 
running  a  taxpayer- financed  explora- 
tion effort  nearby?  Says  Alan  Walton, 
a  venture  capitalist  whose  firm  con- 
tributed a  portion  of  Genmap's  $2.7 
million  in  seed  money:  "A  number  of 
companies  have  said  to  us,  'We  under- 
stand what  you  can  do,  but  if  we  just 
sit  on  our  hands  someone  in  academia 
will  find  the  genes  anyway.'  And  we 
say,  Tt  may  be  true  that  someone  in 
academia  will  come  up  with  some- 
thing, but  you  may  not  have  access  to 
it.'  "  Genmap  may  end  up  licensing 
not  a  patented  sequence  but  an  un- 
patented business  secret,  i.e.,  the  pro- 
prietary process  used  to  discover  a 
gene .  A  drug  firm  customer  would  get 
the  same  data  that  the  government  is 
going  to  give  away  someday,  but 
would  get  the  data  sooner. 

Then  there  are  the  technological 
hurdles.  Deciphering  genes  is  like  try- 
ing to  read  a  huge  book  in  the  dark 
(see  box).  Worse  yet,  the  pages  of  the 
book  are  randomly  ordered,  and  your 
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Marker 

Huntiiig  genes 

Scientists  at  Collabora- 
tive Research  look  for 
"markers"  on  a  chromo- 
some. These  signposts 
bracket  DNA  regions 
thought  to  harbor  muta- 
tions. Markers  are  found 
by  comparing  chromo- 
somes in  families  known 
to  carry  genetic  diseases. 
The  researchers  use  re- 
striction enzymes  to  snip 


off  fragments  of  dna,  en- 
abling them  to  isolate  the 
target  gene  to  a  range  of 
10  million  to  100  million 
units  of  DNA  (#1).  The 
DNA  is  then  inserted  into  a 
bacterium  or  yeast  cell, 
where  it  replicates  much  as 
it  would  naturally  in  a  hu- 
man cell.  This  amplifies  the 
sample  of  dna  so  it's  easi- 
er to  analyze. 

From  here,  the  re- 
searchers take  the  duplicat- 


ed DNA  fi-agments  and 
look  for  the  ones  that  show 
the  distinctive  markers  of 
the  area  they  want  to  target 
(#2).  The  next  step  is  to 
apply  a  chemical  that  breaks 
apart  the  double  helix. 
A  collection  of  dna 
from  other  animals  is  added 
to  the  soup  (most  human 
genes  are  similar  to  those 
found  in  other  organ- 
isms). At  this  point,  the  re- 
seacher  can  identify  the 


genes  on  the  human  dna 
based  on  the  animal 
genes  they  cling  to  (#3). 

The  final  step  is  se- 
quencing, the  discovery  of 
the  individual  units — ad- 
enine, cytosine,  guanine  or 
thymine — in  order.  This 
is  done  with  the  help  of  X 
rays.  Once  the  sequence 
of  a  normal  gene  is  learned, 
it's  compared  with  that  of 
an  individual  with  the  dis- 
ease. — S.L.  ^M 
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job  is  to  find  a  handful  of  letters 
somewhere  in  there,  then  figure  out 
which  letters  are  missing.  The  one  in 
every  2,500  Caucasian  newborns  who 
suffers  from  cystic  fibrosis,  for  in- 
stance, has  a  gene  that  makes  mucus 
too  thick  to  be  carried  out  of  the  lungs 
properly,  thus  spreading  bacterial  in- 
fections. The  genetic  flaw,  it  turns 
out,  consists  of  as  few  as  one  incorrect 
character  in  that  massive  book. 

Genmap  says  its  technique  shortens 
the  length  of  time  it  takes  to  find  a 
gene  by  speeding  up  the  stages  be- 
tween finding  the  chromosome  mark- 
ers and  finding  the  disease -causing 


gene.  For  now,  Genmap  is  focusing  its 
prospecting  on  chromosome  17, 
where  genes  that  cause  breast  cancer 
and  schizophrenia  are  located. 

But  the  more  immediate  payoff  is 
likely  to  go  to  companies  such  as 
Applied  Biosystems,  a  Foster  City, 
Calif  manufacturer  of  equipment 
used  in  dna  sequencing  and  analysis. 
Giant  drug  firm  Hoffmann- LaRoche, 
which  recently  paid  $300  million  to 
Cetus  Corp.  for  the  rights  to  biotech- 
nology's version  of  Xeroxing,  the 
polymerase  chain  reaction,  is  also  go- 
ing to  make  money  ofi'  the  genome 
hunt.  Another  firm,  Genomyx,  of 


South  San  Francisco,  is  developing  a 
machine  that  will  speed  up  the  se- 
quencing process. 

Collaborative  Research,  mean- 
while, aims  to  make  a  profit  from  gene 
hunting  someday,  but  while  it  waits 
for  corporate  sponsors,  it  is  making  a 
business  out  of  diagnostic  tests  for 
cystic  fibrosis  and  some  cancers  and 
kidney  disease,  according  to  Chair- 
man Orrie  Friedman. 

If  it's  looking  for  ways  to  save 
money.  Congress  could  do  worse 
than  let  these  speculators  have  the 
genome  to  themselves  for  a  while,  to 
see  what  they  can  turn  up.  ^ 
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Satisfy  your  hunger 
for  more 
productivity...for  less! 

PCs.  Workstations.  Even  mainfrcimes.  You've  spent 
millions  to  give  everyone  in  your  company 
some  kind  of  computer.  And  productivity  still  keeps 
going  down!  Now  what?  Do  you  scrap  everything 
and  start  over?  Or  do  you  call  Data  General  to  finally 
profit  from  your  expensive  computers? 
Our  AViiON  System-mainfrcime  power  that  fits 
in  a  pizza  box-can  quickly  and  eif  fordably  increase 
productivity  for  much  lower  costs.  With  an  AViiON 
server  and  software,  your  PCs,  Macs,  termincils, 
workstations  cind  networks-whether  you  have  10, 
100, 1,000  or  more-can  work  together  as  a  tecim. 
And  with  a  starting  price  of  under  $100,000  you'll 
save  $4  million  or  more  compcired  to  a  huge 
mainfrcime's  price.  Finally,  you  can  enjoy  all  the 
productivity  you  were  promised  from  computers. 
And  it's  as  easy  as  ordering  pizza. 
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StmbuUish 
on  biotech 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


The  Dec.  11, 1989  installment  of  this 
column  identified  seven  promising 
biotechnologv^  stocks  on  the  basis  of 
their  earnings  gro\\T±i  projections. 
One  of  these  stocks,  Cetus,  has  since 
been  bought  out  by  Chiron  at  essen- 
tially no  gain.  Even  so,  the  average 
appreciation  for  the  group  of  seven  is 
approximately  190%. 

My  column  for  Sept.  17,  1990, 
appearing  not  long  after  the  Kuwait 
correction,  was  entitled  "Bullish  on 
biotech."  The  point  was  that,  at  a 
time  when  other  technolog)'  stocks 
were  doing  very  badly,  the  biotechs 
had  lost  least,  and  the  astonishing 
Amgen  had  even  gained  10%.  These 
stocks,  having  held  up  so  well,  stood 
to  gain  the  most.  In  its  tenth  year  the 
biotechnology'  industr\'  was  poised  to 
launch  eight  new  products — fully  as 
many  as  it  had  lofted  in  the  entire 
preceding  decade.  These  new  prod- 
ucts and  growing  revenues  from  exist- 
ing products  drove  the  spectacular 
stock  market  success  we  saw  in  the 
biotech  group  in  the  past  two  years. 

A  side  effect  of  the  boom  in  these 
stocks  is  that  Wall  Street  is  stri\ing 
to  create  more  of  them.  Well  over 
$2  billion  was  raised  for  biotech  ven- 
tures in  1991. 

But  now  what.'  We  have  all  seen 
speculative  bubbles  before,  and  we  all 
know  what  they  lead  to:  the  big  poof 


We  are  in  fact  being  strenuously  re- 
minded by  the  financial  press  of  what 
can  happen.  It  would  seem  the  latest 
subindustn'  to  grow  up  in  the  shadow 
of  the  biotech  stocks  is  the  business  of 
predicting  their  imminent  demise. 
This  bubble,  we  are  told,  must  pop. 

I  don't  doubt  this  \\'isdom,  but  I 
cannot  agree  that  the  time  is  nigh. 
The  bear's  case  is  largely  just  techni- 
cal. The  stocks  have  gone  way  up — 
therefore  it's  time  to  discover  reasons 
for  them  to  go  back  down.  For  exam- 
ple, since  the  runup  was  largely  based 
on  new  product  introductions,  bio- 
tech bears  are  quick  to  point  out  that 
the  flow  of  new  products  through  the 
federal  review  process  has  been  oc- 
cluded by  bureaucratic  botdenecks. 
Well,  sure — and  what  else  is  new?  A 
better  argument  is  renewed  competi- 
tion, in  1992,  from  other  stock 
groups  like  the  computer  stocks, 
which  are  now  ver\'  attractively 
priced.  This  is  a  good  point,  but  it 
hardly  pushes  the  biotechs  over  the 
edge  of  a  cliff. 

Biotechnolog\'  has  three  things  go- 
ing for  it,  and  they  are  all  steamrollers: 
product  diversification;  the  born- 
whole  nature  of  the  technology'  itself; 
and  an  enormous  but  hidden  capital 
investment,  layered  into  this  science 
over  a  period  of  many  decades  and 
now  finally  pa\ing  out. 

The  diversit)'  in  biotechnolog\' 
means  that  it  isn't  just  one  central 
technolog)'  like,  say,  the  computer 
business.  The  end  products  are  pro- 
teins, and  there  are  thousands  of 
them.  A  bad  year  for  pesticides  could 
be  a  great  year  for  chemical  processing 
enzymes  or  for  a  particular  vaccine. 

The  second  plus  is  the  technolog)' 
itself  We  are  living,  according  to  the 
American  Association  for  the  Ad- 
vancement of  Science,  in  the  golden 
age  of  biolog)'.  Molecular  biolog>'  is 
to  the  second  half  of  this  ccntur>-  what 
nuclear  physics  was  to  the  first.  But 
the    payout — the    profits    from    the 


technology'  grounded  on  this  new  and  H 
highly  developed  progress  in  one  sci- 
ence— has  begun  to  surface  only  in 
the  past  two  years. 

Biotechnolog)'  is  golden  because  it 
never  has  to  create  any  products.  The 
technolog}'  consists  of  various  tricks 
that  can  be  used  to  pull  off  the  shelf 
already  finished  and  tested  prod- 
ucts— fantastically  efficient  protein 
molecules  already  fiilly  developed  and 
finely  elaborated  by  nature  over  the 
past  4  billion  years.  AH  we  have  done 
in  this  field  so  far  is  thumb  open  the 
product  catalog  here  and  there.  You 
can  safely  regard  the  recent  product 
successes  as  merely  a  sampler  from  an 
immense  catalog. 

The  concept  of  hidden  capital  in- 
vestment is  this:  It  is  true  that  inves- 
tors have  been  pouring  money  into 
biotech  ventures  lately,  all  in  the  hope 
of  capturing  "another  Amgen."  In 
fact,  the  ver\'  term  "another  Amgen" 
has  now  supplanted  "another  Xerox" 
in  the  routine  sales  palaver  of  the  stock 
market.  But  long  before  this  recent 
surge  of  capital  input,  and  over  the 
span  of  many  decades,  investment  has 
been  loaded  into  biotechnolog)'  from 
the  government,  foundations,  private 
funding  sources  and  the  pharmaceuti- 
cal industry.  It  is  this  long-term  in- 
vestment by  societ)'  in  this  signal  new 
science  that  is  driving  the  biotechnol 
og\'  companies'  success.  Gradualh , 
over  two  generations,  we  have  cocked 
a  catapult. 

The  payout  in  biotech  was  slow  in 
coming.  It  has  taken  us  since  1952  to 
finally  see  substantial  profits  from 
commercial  biotechnolog)'.  In  these 
40  years,  simpler  technologies  (semi- 
conductors, notably)  have  bloomed, 
boomed,  lost  their  novelt)'  and  turned 
into  commodities.  Biotechnolog)', 
because  it  is  so  deeply  complicated, 
has  only  now  begun  to  make  its  run. 
We  may  see  a  selloft'on  these  stocks, 
but  the  idea  that  they  arc  an  overnight 
success  or  a  purely  speculative  bubble 
is  completely  absurd.  On  the  basis  of 
the  encrg)',  intelligence  and  capital 
invested  over  four  decades  in  this 
group,  the  biotechs  have  a  vcr\"  long 
and  fruitfiil  payout  pericxi  ahead  of 
them.  Even  at  current  prices,  but  even 
better  on  dips,  Atnflcn  (76),  Chiron 
(70),  Biojjt'u  (42),  Gttiz^ttte  (63)  and 
ItnmiifU'x  (60)  Icx^k  like  excellent 
lon^-tcrm  bets.  ^ 
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This  is  going  to  be  really  big!' 


"I  think  so'.' 


"So  where  are  you  getting  so  much  help?" 


Information— complete,  precise,  up- 
to-the  minute.  It's  your  most  powerful 
research  tool.  Find  exactly  what  you 
need  to  know  fast  in  Dialog,®  the  world's 
largest  electronic  library.  We  offer  over 
400  diverse,  detailed  databases  readily 
iiccessible  online  via  computer  and 
modem,  many  even  on  compact  disc. 


The  answer  is  in  Dialog. 


You  probably  won't  have  to  look 
anywhere  else. 

See  your  Information  Specialist 
about  Dialog,  or  call  for  a  free  kit  on 
Dialog  information  for  your  field. 


1-800-3-DIALOG 


Outside  U.S..  415-858-3785.  Fax  415-858-7069. 
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Research  and  industry  news,  plus  patent, 
trademark,  regulatory  and  competitive 
data.  Conference  proceedings  and  jour- 
nal papers;  newspapers,  newsletters  and 
environmental  data;  technical  hand- 
books and  encyclopedias.  Some  sources 
updated  as  often  as  daily;  newswires 
updated  continuously. 
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"Silver  lining:  The  recession  has  created  great 
values  in  many  luxury  goods. 

Straw  hats 
in  February 


By  William  G.  Flanagan  and  David  Stix 


A  WEALTHY  FRIEND  of  ours  rejoices 
every  time  taxi  fares  go  up  in  Manhat- 
tan. "It  makes  it  much  easier  for  me  to 
get  a  cab,"  he  says.  In  that  spirit  the 
recession  and  the  slump  in  prices  are 
blessings  for  those  still  solvent. 

■  Housing.  Not  only  have  home 
prices  dropped  again  this  year  in  many 
areas  of  the  country  (especially  the 
Northeast)  but  so  have  mortgages — 
from  9.66%  to  8.36%  for  a  30-year 
fixed-rate  conventional  mortgage. 
Between  lower  rates  and  lower  prices, 
your  mortgage  cost  of  home  owner- 
ship could  drop  by  one -third. 

At  the  Crystal  Tree  development 
near  Chicago,  town  houses  priced  a 
year  ago  at  $200,000  to  $390,000 
sold  for  20%  to  30%  less  at  a  Novem- 
ber auction.  With  today's  mortgage 
rates  and  a  20%  down  payment, 
monthly  payments  would  be  $1,776; 
based  on  last  year's  prices  and  last 
year's  mortgage  rates,  the  payments 
would  have  been  $2,660. 

In  the  Los  Angeles  area,  four-  to 
five-bedroom  homes  on  half- acre  lots 
in  Camarillo,  8  miles  fi-om  the  beach, 
were  originally  priced  in  1989  at  an 
average  of  $550,000.  At  a  recent  auc- 
tion, they  went  for  a  littie  over 
$400,000. 

Mansions  and  estates,  too,  never 
quick  movers,  can  sometimes  be  had 
for  half  their  asking  prices.  Take  the 
former  Sears  estate,  a  16-room  man- 
sion on  6.1  acres  of  Lake  Michigan 
shorefront.  Advertised  at  $4.7  mil- 
lion, it  recendy  went  for  $2.1  million. 

Prices  for  vacation  homes  have  like- 
wise dipped  in  some  areas  of  the 
country.  In  Vero  Beach,  Fla.,  Sea- 
quay  condos  that  once  sold  for 
$600,000  to  over  $1  million  have 
been  fetching  $425,000  to  $550,000. 
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In  early  1991  at  Trump  Plaza  of  the 
Palm  Beaches  apartments  were  selling 
in  tiie  range  of$180,000to$550,000, 
down  30%  from  a  year  earUer.  (By  the 
way,  the  price  of  Trump  Castie  junk 
bonds  has  risen  fi-om  28y2  to  49  in 
a  year.) 

In  New  York's  Hamptons  area,  real 
estate  broker  Tina  Fredericks  recentiy 
sold  a  contemporary,  four- bedroom 
house      in      East      Hampton      for 


coach  fare  was  $814.  (There  has  been 
no  cut  in  first-class  fares,  however.  It's 
still  $6,846  Los  Angeles  to  Paris,  and 
$6,410  New  York  to  London.) 

■  Broadway.  Cheapest  seats  for 
Miss  Saigon,  Phantom  of  the  Opera, 
and  Les  Miser ables  WAX  drop  fi-om  S30 
to  $15  as  of  Mar.  9.  Saigon  lowers 
highest  prices  of  $100  for  front  mez- 
zanine to  a  new  highest  price  of  S65. 

■  Camcorders.  Sears'  LXI  model 
cost  $999  two  years  ago;  now  it's 
$699  and  has  two  lenses  instead  of 
one,  a  10-watt  light  instead  of  none, 
and  other  new  features. 

■  Cellular  telephones.  Motorola's 
MicroTAC  listed  for  $3,495  in  1989, 
$2,495  in  1990,  and  now  ranges  from 
$795  to  $1,700,  depending  on  fea- 
tures, accessories,  etc.  And  prices  are 
widely  discounted. 

■  Clothing.  Giorgio  Armani  goes 
mass  market,  opening  2 1  a/x  Armani 
Exchange  stores  across  the  U.S.  to  sell 
cheap  weekend  wear,  with  80%  of 
goods  priced  under  $100 — T  shirts 
start  at  $37.50,  jeans  at  $58,  etc.  At  a 


The  old  Sears  estate,  offered  at  $4.7  million,  sold  for  $2.1  million 
Some  of  the  best  real  estate  bargains  are  at  the  very  high  end. 


$728,000.  It  had  been  listed  at 
$895,000.  "There's  one  East  Hamp- 
ton house  available,  on  the  ocean, 
which  started  at  $6.5  million,"  she 
notes,  "but  it  could  probably  go  for 
$3.5  million." 

■  Okay.  So  you  don't  want  to  buy  a 
new  house.  How  about  a  discount 
vacation.^ 

Europe  is  on  sale  this  winter.  There 
are  special  deals  from  New  York  to 
London  on  American  Airlines,  for 
example,  for  as  little  as  $338  round 
trip,  versus  last  year's  best  price  of 
$428.  The  normal  coach  fare  is  now 
$499,  versus  $538  a  year  ago.  The 
best  Los  Angeles  to  Paris  fare  you  can 
get  now  is  $478;  a  year  ago  there  were 
no   such   specials,   and   the   regular 


regular  Armani  store,  men's  suits  go 
for  $1,800;  slacks,  $400.  Note:  In  a 
terrible  year  for  retailers,  the  Gap, 
Inc.,  which  sells  inexpensive  stufl\,  had 
a  banner  year;  its  stock  rose  224%. 

■  Cruises.  Europe  and  the  Caribbe- 
an are  down  for  the  coming  summer 
season;  Alaska  and  the  Pacific  are  up. 
"I  expect  we're  going  to  see  some 
prett}'  substantial  discounts"  on  trips 
to  Europe,  says  Michael  Grossman, 
president  of  Cruises  of  Distinction  in 
Montclair,  N.J.  One  harbinger:  An 
outside  cabin  on  the  Royal  Princess 
for  a  12-day  Mediterranean  cruise 
starting  in  May  ran  $5,090  last  year, 
including  airfare .  Right  now  it's 
$4,990;  fiirther  reductions  arc  likely. 

■  Gold    coins.    i\merican    Eagle, 
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The  most  precious  thing  you  can  own 
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Irfuid ...  wliat  ^se  can  |{ive  yo«i  SMI  much  pleasiiTO  noiv  ai^ 
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T^e  land  we're  offering  is  far 
from  the  crowds  and  rat  race  of 
cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  himting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine'-s  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  Uves  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obhgation,  call  719/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303  1 WK9 
Ft.  Garland,  CO  81 133. 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has 
^Jdged  the  merits  or  value,  if  any.  of  this  property  Equal  Credit  and  Housing  Opportunity  A  statement  and  offering 
aatement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  no!  constitute  approval 
of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  ments  of  such  offenng   A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
Ranches  NYA86- 1 53  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Commission  permits  this  property 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value  Obtain  the  New  Jersey  Public 
Offenng  Statement  and  read  it  before  signing  anything  NJA  #60686004  CO  Florida  AD  20537 
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If  it  had  less  legrc 
and  cost  thousands  it 


I 
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Logic  would  seem  to  dictate  that  when  you  pay  thousands  of  dollars  more  for  a  cai 
you  should  get  a  lot  more  car.  Apparently,  in  the  case  of  the  Cadillac  Sedan  DeVill 
versus  the  Chrysler  Fifth  Avenue,  logic  does  not  apply.  Both  cars  provide  ampl 
room  for  six,  air-conditioning,  automatic  transmission,  automatic  load  levelind 
stereo  sound  system,  fully  reclining  seats,  all  as  standard  equipment.  Both  offej 
safety  and  performance.  A  driver's  air  bag  is  standard  on  the  Chrysler  Fiftl 


I 


'Standard  equipment  levels  vary. 
LegKXJtn  comparison  to  Cadillac  Brougham.  fExcludes  normal  maintenance,  adjustment.s  and  certam  wear  item.s.  Scv  limited  warranty  at  dealer.  S<'>nH-  resmctiocvs  apply. 


)  a  lesser  warranto 
it  could  be  a  Cadillac 


Avenue,  as  is  a  powerful  fuel-injected,  3.3'liter  V'6.  Anti-lock  brakes 


are  also  available.  Here,  however,  is  where  logic 


totally  falls  apart.  The  restyled  Chrysler  Fifth 


Avenue  costs  thousands  less,  yet  it  has  more  legroom 

than  the  largest  Cadillac*  And  it  offers  a  better  warranty: 

bumper-to-bumper  protection  for  5  years  or  50,000  miles?  So  if 

you're  looking  for  a  great  luxury  car,  defy  logic.  Pay  less,  get  more. 

irysler  Fifth  Avenue.  For  more  information,  please  call  1-800-4A-CHRYSLER. 

THE  1992   CHRYSLER    FIFTH   AVENUE 
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containing  1  ounce  of  gold,  $369 
versus  $386  last  year;  Krugerrand, 
$357  versus  $376. 

■  IBM  stock.  $94  versus  $115  last 
year.  Also,  IBM's  employee  head  count 
dropped  about  20,000,  to  353,000  at 
the  end  of  1991. 

■  Personal  computers.  NEC  386- 
SX, with  color  monitor,  2MB  of  ram 
and  42MB  hard  drive  is  $899  at  Penta 
Computer  in  New  York;  one  year  ago 
similar  clones  went  for  $  1 ,995 .  Note- 
book computers  are  also  getting 
cheaper  fast.  A  Texas  Instruments 
TravelMate  3000,  for  example,  with  a 
40MB  hard  drive  and  2MB  of  ram, 
listed  for  $5,999  in  1990.  Today  it 
goes  for  $2,349  or  less. 

■  Peripherals.  List  price  for  Hew- 
lett-Packard's DeskJet  500  printer 
(near  laser  quality)  was  cut  in  October 
from  $729  to  $599.  Its  scanner,  the 
ScanJet  Plus,  was  cut  in  June  from 
$2,190  to  $1,590. 

■  Television  sets.  A  Sony  32-inch 
color  TV  at  Sears  sold  at  the  end  of 
1990  for  $1,999;  a  similar  model  is 
now  $1,499.  An  RCA  35 -inch  color 
TV,  introduced  in  mid- 1991  at 
$2,199,  is  now  $1,999— including  a 
$200  TV  stand. 

■  Used  boats.  Some  dealers  report 
new- boat  business  is  off  over  90%. 
Peter  Schmidt,  a  yacht  broker  based  in 
Boston,  says  that  prices  of  large,  used 
power  boats  have  dropped  15%  versus 
a  year  ago — ^when  they  sell.  Some  of 
his  recent  sales:  A  46-foot,  1979  Ber- 
tram sold  for  $105,000  versus 
$160,000  last  year;  a  47-foot,  1986 
Davis  sold  for  $275,000  versus 
$325,000;  a  43-foot,  1985  Hatteras 
sold  for  $205,000  versus  an  initial 
asking  price  of  $269,000  a  year  ago. 
The  Boston  Boat  Show  was  canceled 
in  1991 — dealers  couldn't  afford  to 
carry  the  inventory  to  show  them. 

■  Waterford  Crystal.  New  Marquis 
brand  is  30%  cheaper  than  regular 
Waterford.  Ten-inch  Marquis  bowl 
retails  for  $125,  while  regular  Water- 
ford starts  at  $195.  (Marquis  ware  is 
made  in  Germany,  not  Ireland.) 

If  you  are  short  of  cash  and  want  to 
take  advantage  of  some  of  these  bar- 
gains, no  problem.  Your  stock  portfo- 
lio is  probably  way  up  in  value,  and  the 
cost  of  brokerage  loans  is  down.  At 
Merrill  Lynch  now,  the  rate  is  7.5%  for 
amounts  of  $100,000  and  up,  versus 
almost  10.5%  a  year  ago.  §■ 
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Ken  Hakuta  made  a  fortune  on  a  fad  and  bought  one  o 
the  world's  great  collections  of  Shaker  furniture.  The 
folks  who  sold  it  to  him  wish  they'd  found  another  buyer 

Selling  toys  to 
buy  toys 


(11 


By  Christie  Brown 

Ken  Hakuta,  host  of  the  pbs  televi- 
sion program  The  Dr.  Fad  Show,  made 
$20  million  selling  the  Wacky  Wall- 
walker,  a  sticky,  octopus -like  rubber 
toy  that  walks  down  vertical  surfaces. 
He's  no  less  shrewd  when  it  comes  to 
collecting.  Just  ask  the  folks  at  the 
Darrow  School  in  Mount  Lebanon, 
N.Y.,  a  coed  boarding  school. 

Darrow  owned  2,500  pieces  of 
Shaker  furniture  and  artifacts,  the  re- 
mains of  a  Shaker  village  that  thrived 
from  1787  to  1930,  when  the  village 
was  sold  to  the  school.  Hakuta 
bought  the  collection  lock,  stock  and 
clothes  pegs  for  $600,000  in  1990. 
"For  the  price  of  a  third-rate  impres- 
sionist painting,  I  got  an  entire  cul- 


ii 


ture,"  exults  Hakuta. 

Everything  the  villagers  made 
used  at  Mount  Lebanon  is  included  Lj 
Hakuta's  extraordinary  haul,  one  c- 
the  largest  and  most  important  Shak 
er  collections  in  the  country.  Gather, 
ing  dust  in  a  warehouse  next  to  Haku, 
ta's  toy  factory  in  Laurel,  Md.  ar. 
more  than  100  massive  pieces  of  fiiE, 
niture,  such  as  a  15 -foot  pine  work, 
bench,  walk-in  closets,  cupboards, 
grain  bins  and  looms.  Scatteret, 
among  these  are  thousands  of  smalle 
items,  like  seed  boxes,  farming  tool^ 
handwritten  hymnals,  clothespin^ 
clay  piping,  and  even  50  tomb  mark, 
ers  that  the  Shakers  took  out  of  th 
ground   before   the   few   remaininj: 


Everyday  items  once  used  by  the  Shiakers  at  Mount  Let)anon.  N.Y. 

A  small  part  of  Hakuta's  haul,  trucked  off  from  the  Darrow  School. 
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embers  sold  the  land  and  buildings  fall  die  dealer  stages  a  major  sale  in  an  blocked  him  from  consolidating  the 

1930.  old  Shaker  village.  Over  the  years,  scattered  collection  into  one  build- 

The  Shakers  have  long  fascinated  Henry  had  also  brokered  a  small  but  ing.  Not  true,  says  Darrow's  board 

e  world.  Named  for  their  frenzied  steady    stream    of  valuable    Shaker  chairman.   Earl   Samson   III.    "The 

ligious  dances,  the  sect  was  founded  pieces  owned  by  the  Darrow  School,  school  needed  the  ftinds  to  operate. 

1772  by  Arm  Lee,  an  illiterate  which  sold  them  to  pay  bills.  Mr.  Hakuta  used  that  knowledge  to 

nglishwoman  from  Manchester.  She  Soon  after  his  first  purchase.  Ha-  negotiate  away  the  need  to  keep  it  on 


site."  After  months  of  bitter  wran- 
gling, in  July  of  1991  Hakuta  paid  the 
balance  of  the  $600,000  and  carted 
everything  down  to  Maryland. 

So  what  does  a  collector  do  with 


as  called  Mother  Ann  by  her  follow-     kuta  spent  nearly  $500,000  for  three 

rs,  who  believed  she  was  the  reincar-     big  Shaker  pieces — a  tall  clock,  a  cup- 

ation  of  Christ.  The  Shakers  be-     board  and  an  alphabet  board — all 

:ved  in  nonviolence,  commimal  liv-     from  the  Darrow  School.  He  put 

ig  and  celibacy.  (The  only  way  the     them  in  his  small  Washington,  D.C. 

haker  population  could  grow,  obvi-      living  room  and  turned  down  an  offer     the  inventory  of  an  entire  Shaker  vil- 

lusly,  was  through  recruitment.)  Per-      to  buy  two  more.  "I  figured  I  had     lage?  Hakuta  is  lending  some  works  to 

cuted  in  England,  the  tiny  religious     enough,"  says  Hakuta.  public   collections  at  the   Hancock 

Iroup  moved  to  Watervliet, 

lY.  in  1776.  There  diey 

rew  converts  and  adopted 

lildren. 
The    village    at    Mount 

x;banon,  started  in  1787, 

ccame  the  lead  ministry  of 

he  church.  By  1850  there 
t'ere    more    than    6,000 

nembers  living  in  19  vil- 

iges  from  Kentucky  to 
/laine.  Hard  workers,  the 
ihakers  were  known  for  the 
imple,  well-crafted  chairs, 
voolen  cloaks  and  herbal 
nedicines  that  they  sold  in 
allage  shops.  However,  the 
lumber  of  converts  began 
o  dwindle  after  the  Civil 
A^ar.  Today  only  a  few 
ifiakers  live  at  the  villages 
3f  Canterbury,  N.H.  and 
5abbathday  Lake,  Me. 

Hakuta  was  first  drawn 
to  Shaker  frimiture  because 
of  its  stark  simplicity,  which 
reminded  him  of  Oriental 
art.  Raised  in  Japan,  Ha- 
kuta, now  41,  went  to  work  for  the 
World  Bank  and  then  got  an  M.B.A. 
at  Harvard.  Soon  after,  he  started  his 
)wn  business  exporting  cat  food  to 


V 

\ 

r 
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Wallwalker  promoter  Hakuta  with  Shaker  cupboards  in  IVIaryland  warehouse 
"For  the  price  of  a  thirdnrate  impressionist  I  got  an  entire  culture." 


But  it  was  a  whole  new  ball  game  Shaker  Village  in  Pittsfield,  Mass.  and 

when  the  school  board  contacted  Ha-  the  Shaker  Museum  &  Library  in  Old 

kuta  later  in  1990  and  offered  the  Chatham,  N.Y.,  while  planning  his 

entire  collection  for  sale.  It  was  ap-  own  museum  in  Washington.  "Until 

Japan  and  importing  karate  uniforms     praised  by  Sotheby's  at  $1.3  million.  I  can  accomplish  that,  my  goal  is  to 

from  Korea.  Then,  in  1982,  his  par-     Darrow  was  looking  for  a  single  buyer  sell  enough  toys  so  that  I  don't  have 

cnts  sent  over  a  rubber  octopus  toy  for     who,  for  half  the  appraised  value,  to  sell  these  toys,"  says  Hakuta. 

Hakuta's  sons.   Hakuta  bought  its     would  leave  the  collection  intact  at  Darrow's  chairman,  Samson,  is  un- 

worldwide  rights  and  suddenly  be-      the  school's  22  buildings.  "The  idea  derstandably  bitter  that  the  collection 

came  rich  selling  over  230  million  of     was  that  I  would  hold  it  for  five  or  ten  is  lost  to  the  school  forever — and  at  a 

the  things.                                               years  and  then  find  a  benefactor  who  price  far,  far  below  what  it  could  have 

Hakuta  became  a  major  collector     would  buy  it  from  me  and  donate  it  to  realized  at  auction, 

almost  as  quickly.  It  all  started  inno-     the  site,"  says  Hakuta.  In  short,  the  "If  we  had  known  how  the  whole 

cendy  enough  in  1989  when  Hakuta     school  wanted  to  sell  its  collection  transaction  was  going  to  shake  out 

bought  a  Shaker  worktable  through      and  have  it,  too.  with  Mr.  Hakuta  there  is  no  way  we 

Willis  Henry  Auctions,  one  of  the         Troubles  began  almost  immediate-  would  have  gone  that  way.  We  would 

best-known  Shaker  dealers,  located  in     ly.  Hakuta  delayed  his  scheduled  pay-  have  tried  to  find  someone  else,"  he 

Marshfield,  Mass.  Each  summer  or     ments  because  he  says  the  school  says  ruefiilly.                                    WKL 
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FACES  BEHIND  THE  FIGURES 


EDITED  BY  JOHN  R.  HAYES 


All  dressed  up 

The  question  lingers:  Did  William 
Adams  save  his  company  from  unsa- 
vory raiders,  or  save  his  job  at  share- 
holders' expense? 

Adams,  57,  chairman  of  Armstrong 
World  Industries,  is  the  guy  who  suc- 
cessflillv  lobbied  the  Pennsylvania 
legislature  to  keep  Canada's  Belzberg 
brothers  away  from  his  company  after 
they  scooped  up  1 1 .5%  of  the  stock  in 
1989  and  1990.  The  Belzbergs  never 
made  a  formal  bid  and  eventually  sold 
most  of  their  position  to  a  new  em- 
ployee stock  ownership  plan,  losing  at 
least  $10  million  in  the  process.  Arm- 
strong's stock  slipped  from  a  take- 
over-fervor high  of  51  to  19.  Recent 
price:  28%. 

Lancaster,  Pa.-based  Armstrong 
makes  floor  coverings,  building  prod- 
ucts and  flirniture  for  the  building 
and  home  improvement  markets,  and 
it  has  suffered  accordingly.  Sales  for 
1991  will  come  in  about  4%  below 
1990's  $2.5  billion.  Earnings  may  fall 
to  $30  million,  from  a  1989  peak  of 
$188  million.  "We're  not  able  to 
grow  at  a  desirable  rate  now,"  Adams 
admits.  "On  the  other  hand,  if  1  look 
internally,  1  couldn't  be  happier." 

What's  he  referring  to.>  Since  1986 
Adams  has  spent  $1.4  billion  on  a 
capital  improvement  program  to  up- 
grade technology,  streamline  cus- 
tomer service  and  finance  acquisi- 
tions. Some  results  are  impressive: 
Production  cycle  time  at  the  Mobile, 
Ala.  ceiling  board  factory  has  been  cut 
from  two  weeks  to  90  minutes.  Cred- 
its for  damaged  goods,  which  once 
took  100  days  to  setde,  now  take  2. 

Concentrating  core  operations, 
Adams  bought  a  few  small  companies 
like  the  Schmidheiny  family's  ceiling 
operations  in  Switzerland  and  sold 
more  than  $200  million  worth  of 
languishing  operations  like  carpeting 
and  pigment  analysis  systems.  In 
1988  he  paid  National  Gypsum  $330 
million  for  ceramic  tile  maker  Ameri- 
can Olean.  Armstrong  now  ranks 
number  one  or  two  in  businesses  that 
account  for  90%  of  its  sales. 

Until  the  economy  picks  up,  we 
won't  know  whether  Adams'  efforts 
have  paid  oft.  But  considering  the 
alternative — falling  into  the  hands  of 
predators  with  no  ability  to  run  a 
business — Armstrong  has  got  to  be 
seen  as  better  oft~.      -Lisa  Coleman 
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RIGHT: 

William  Adams, 
chairman, 
Armstrong  World 
Industries 
Has  he  ran  the 
company  as  well 
as  he  fought  the 
Belzbergs? 


BELOW: 

Rock  'n'  roll  lawyer 
John  Branca 
He  lost  Michael 
Jackson,  but 
he's  not  hurting. 


Still  rollmg 

Entertainment  agent  John  Branca 
lost  a  prize  client,  Michael  Jackson, 
when  he  got  caught  in  a  battle  with 
wily  near- billionaire  David  Geffen  in 
1990.  But  don't  count  Branca  out. 
Last  year  Branca,  a  partner  with  the 
Los  Angeles- based  law  firm  Ziftren, 
Brittenham  &  Branca,  cut  two  of  the 
biggest  talent  signings  in  the  record 
industry.  In  November  he  wrapped 
up  a  deal  for  the  Rolling  Stones  with 
Britain's  Virgin  Records  for  more 
than  $40  million — for  which  the 
Stones  are  obliged  to  dcli\'cr  no  more 


than  three  new  albums. 

Three  months  earlier  he  negotiat- 
ed an  estimated  $30-million-plus 
contract  for  another  gang  of  aging 
rockers,  Aerosmith,  with  Sony  Music 
Entertainment's  Columbia  Records 
label.  Those  rvvo  deals  arc  probably 
worth  $2  million  or  $3  million  to 
Branca's  firm. 

"It  turned  out  to  be  a  great  year," 
admits  the  41 -year  old  fomier  key- 
board player.  His  best  yet?  "No," 
Branca  states  curtly.  "When  Michael ' 
Jackson  w  cnt  tin  a  world  tour  in  1988, 
I  had  a  prctt>  gixxi  year." 

-Peter  Newcomb 
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ommimism's  biggest 
diord} 

wong-Ching    (Peter)    Woo    is 

orth  about  $900  million,  controls 

500  million  more  and  will  probably 

cp  90%  of  it  in  Hong  Kong  when 

eijing  takes  over  in  1997.  Says  Woo, 

Opportunities  in  South  China  and 

ong  Kong  are  probably  the  best- 

pt  secret  in  the  business  world." 

Woo,  46,  is  one  of  four  sons-in-law 

f  Hong  Kong  billionaire  Y.K.  Pao, 

ho  died  last  September.  Pao  had 


Hong  Kong  investor  Kwong-Ching  Woo 
The  son-in-law  also  rises. 


divided  his  empire  into  four  sections 
and  put  one  son-in-law  in  charge  of 
each.  Woo,  who  spent  three  years  at 
Chase  Manhattan  after  earning  an 
M.B.A.  at  Columbia  University,  got 
the  most  visible  piece:  the  public,  but 
family- controlled,  real  estate  compa- 
nies. World  International  and  Wharf 
Holdings. 

Wharf  has  announced  major  build- 
ing plans  in  downtown  Hong  Kong 
and  the  New  Territories,  the  north- 
ern, less  developed  part  of  Hong 
Kong  that  abuts  China's  Guangdong 
Province  (FORBES,  July  22,  1991). 
Over  a  period  of  four  years  Woo  plans 
to  tear  down  2  million  square  feet  of 
commercial  space  and  replace  it  with 
more  than  7  million  square  feet  of 
new  developments.  Added  to  his  oth- 
er properties,  that  will  make  Woo  the 
biggest  landlord  in  Hong  Kong.  In- 
cluded in  the  plans  are  New  Tech 
Centre,  a  41 -story  combination  of 
warehouse,  factory  and  office  space, 
and  Gateway  Towers,  a  twin-tower 
office/retail  complex. 

Other  signs  of  Woo's  faith  in  Bei- 
jing: a  27%  share  in  Hong  Kong's 
Cross  Harbour  Tunnel  and  a  bid  to 
build  a  microwave -based  cable  televi- 
sion system  for  Hong  Kong. 

Outside  Hong  Kong,  Wharf  al- 
ready owns  Omni  International  Ho- 
tels and  recendy  paid  Singapore's 
Ong  Beng  Seng  family  $34  million  for 


George  Nicholson,  yachting  impresano 
"Maxwell  was  always  naked  on  the  boat.' 


Houston's  38 1  -room  Inn  on  the  Park 
Hotel.  Woo  is  also  talking  to  Regent 
International  founder  Robert  Burns 
about  buying  his  65%  stake  in  that 
hotel  chain.  With  hotel  prices  off  30%, 
that  would  be  a  contrarian's  contrar- 
ian hedge.  -ToDDi  Gutner 

Used  yacht  lot 

George  Nicholson  makes  a  very 
good  living  building  and  selling 
superyachts  for  the  very  rich,  but  he's 
fallen  on  his  face  trying  to  run  a 
marina. 

Nicholson,  whose  family  has  been 
building  boats  in  England  since  1782, 
sold  over  $100  million  of  boats  last 
year.  He  built  Robert  Maxwell's  180- 
foot  Lady  Ghislaine  ("There's  noth- 
ing to  the  fact  that  he  was  naked  when 
he  died,"  Nicholson  insists.  "He  was 
always  naked  on  the  boat").  His  latest 
delivery:  Mexican  billionaire  Emilio 
Azcarraga's  240-foot  Eco. 

But  the  rich  aren't  spending  money 
so  publicly  today.  "It's  not  the  mon- 
ey," he  explains.  "It's  their  social 
consciousness."  With  new  orders 
down,  Nicholson,  54,  is  trying  to  jazz 
up  his  other  business,  especially 
downtown  Manhattan's  North  Cove 
Harbor,  a  26-slip  home  for  75-to- 
150- foot  yachts. 

In  partnership  with  Azcarraga, 
Nicholson  built  North  Cove  for  $15 
million.  The  plan  was  to  sell  the  berths 
as  condominiums  for  up  to  $2  million 
apiece,  but  tide-transfer  problems 
and  bad  timing  quashed  that.  "We 
missed  the  boat,"  he  admits.  Since 
1989  North  Cove  has  been  pulling  in 
only  a  few  hundred  thousand  a  year 
from  transient  berthing. 

The  new  plan:  Fill  up  the  marina  by 
tapping  the  resale  market.  Nicholson 
figures  he  can  cut  sellers'  carrying 
costs — annual  upkeep  runs  about  10% 
of  a  boat's  original  price — by  provid- 
ing free  berthing  and  some  mainte- 
nance. He'll  take  his  fee  when  the 
boat  is  sold.  One  source  of  business: 
banks,  which  are  often  too  spooked 
by  maintenance  responsibilities  to 
foreclose  on  bad  big-boat  mortgages. 

With  at  least  ten  boats  in  the  marina 
year-round,  Nicholson  thinks  buyers 
will  travel  around  the  world  for  the 
ease  of  one-stop  comparison  shop- 
ping. "It's  not  easy  buying  a  yacht," 
he  says.  "It's  quite  hard  work."     Bi 
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An  early  return  on  a  sound  investment 
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Lockheed  leads. 

Alaska's  Prince  William  Sound,  fouled  by  a  massive  oil 
spill,  is  coming  back  to  life.  Ensuring  that  natural  wonders 
remain  unspoiled  is  everyone's  job.  But  at  Lockheed,  we've 
made  it  our  business;  and  it's  growing  fast 

Lockheed  has  been  monitoring  and  helping  to  clean  up 


the  environment  for  25  years.  We  work  on  a  broad  spectrurr 
of  problems:  hazardous  waste,  acid  ram,  ecosystem  degrada- 
tion and  nuclear  contamination.  In  addition  to  Prince 
William  Sound,  Lockheed  helped  clean  up  Love  Canal;  and 
we  played  a  vital  role  in  the  National  Acid  Rain  Survey. 

Lockheed's  vast  expenence  with  advanced  technologies 
enables  us  to  play  a  vital  role  in  monitoring  tomorow's 
most  critical  environmental  problems.  As  an  established 


Prince  William  Sound  after  the  spill:  surely  and  relentlessly,  life  returns  and  nature  recovers 


eader  in  this  $40  billion  industry,  Lockheed's  business  is 
orecast  to  increase  significantly  by  1 995. 

Environmental  Services  comprises  one  aspect  of 
-ockheed's  Technology  Services  Group,  formed  as  part  of 
)ur  1989  corporate  restructunng.  Since  then,  the  Group  has 
>3corded  two  consecutive  years  of  solid  growth  in  revenues- 
ncreasmg  8%  in  1990  to  $1.55  billion.  The  Group  also 
performs  shuttle  processing,  aircraft  maintenance  and 


modification,  municipal  services,  and  airport  development. 
Lockheed's  mastery  of  environmental  services  is  a  per- 
fect example  of  how  we're  leveraging  traditional  strengths 
to  compete  in  growing  markets.  To  some,  cleaning  up  the 
environment  is  a  dirty  job.  To  us,  it's  important  business. 


^^Lockheecl 

Watch  NOVA  on  PBS,  Tu.esdays  at  8  p.m. 


STATISTICAL  SPOTLIGHT 


As  businesses  slim  down,  they  sometimes  spin  off 
subsidiaries  rather  than  sell  them.  Such  spinoffs 
present  opportunities  for  investors. 

Healthy  babies 


By  Eric  S.  Hardy 

Back  in  1984  Time  Warner — Time 
Inc.,  as  it  was  then — distributed  to  its 
shareholders  stock  in  Temple -Inland, 
a  timber  company  in  Texas.  Since  the 
day  after  the  spinoff.  Time  Warner 
stock  has  climbed  only  112%,  but 
Temple-Inland  shares  have  almost 
quadrupled. 

The  Temple-Inland  phenomenon 
is  not  ver\^  unusual.  A  diversified  com- 
pany aims  to  shaipen  its  focus  or 
dump  an  unattractive  sideline.  Rather 
than  sell  the  business,  which  might 
take  a  while  or  cost  it  corporate  capital 
gain  taxes,  the  parent  just  gives  the 
business  away  to  its  own  shareholders. 

These  spinoffs  often  present  buying 
opportunities  for  astute  investors. 
Enough  of  those  shareholders  may 
dump  the  spun-off  company  to  de- 
press the  latter's  share  price  for  a  brief 
period.  Then  the  spinoffs  bounce 
back  in  price. 

Penn  State  finance  facult)'  members 
James  Miles,  Patrick  Cusatis  and  Ran- 


dall Woolridge,  in  a  research  paper 
presented  in  Chicago  last  year,  found 
that  spinoffs  outperform  the  market. 
"We  studied  146  companies  formed 
by  spinoffs  since  the  1960s  and  con- 
cluded that,  during  their  first  three 
years,  they  outperform  the  S&P  by 
35%,"  says  Miles. 

Here's  another  success  story.  Kay- 
don,  a  Florida-based  bearing  manu- 
facturer, was  distributed  in  April  1984 
to  holders  of  a  smallish  electronics 
firm  called  Bairnco.  Since  then 
Bairnco  stock  has  lost  more  than  one- 
third  its  value.  But  Kaydon  turned 
into  a  big  winner.  Its  shares  are  up 
more  than  700%  since  the  1984  spin- 
off transaction. 

According  to  Spinoff  Report,  a 
monthly  newsletter  published  in  New 
York,  73  companies  went  public  be- 
tween 1984  and  1989  via  spinoffs. 

In  the  fixture,  spinoffs  may  become 
less  common.  One  of  their  attractions 
is  the  benefits  they  bring  to  the  parent 


-a 


& 


company.  But  these  may  end  soo 
because  of  changes  in  tax  la 
(Forbes,  Sept.  2, 1991). 

The  table  below  shows  ten  ar. 
nounced  but  as  yet  unconsummate 
spinoffs.  Several  of  these  subsidiaric, 
are  clearly  being  booted  out  of  th! 
corporate  nest  because  they  dra. 
down  the  parent's  image  or  profit^ 
Thus  Dial  (formerly  Greyhound) 
unloading  its  commercial  lendin 
outfit,  and  General  Dynamics  is  dc 
taching,  with  all  the  attendant  prod 
uct  liability  problems,  Cessna  Airi 
craft,  a  manufacturer  of  business  aii| 
craft.  When  they  start  tradin:i 
separately,  these  spinoffs  could  pre, 
sent  buying  opportunities.  But  b 
carefiil:  Don't  overpay.  Remembe 
that  other  investors  are  not  ignoran 
of  the  Kaydon  phenomenon. 

Look  at  each  situation  separateh. 
You  can't  buy  blindly  and  expect  t( 
get  the  excess  returns  that  Professo 
Miles  tabulated.  ■ 


Kicking  tlie  little  ones  out  of  the  nest 


Parent/business 


Sales 
($milV 


Burlington  Resources/oil  &  gas                          SAVi        1,900    El  Paso  Natural  Gas/natural  gas  645 

Dial/consumer  products                                   48y2        3,519    GFC  Financial/commercial  lending  278 

First  Mississippi/chemicals                               11%           537    FirstMiss  Gold/gold  mining  74 

General  Dynamics/aerospace  &  defense              56y2      10,173    Cessna  Aircraft/business  aircraft  716 

Greyhound  Lines  Canada/bus  transportation        28%           265    Motor  Coach  Industries/bus  manufacturing  120 

Hathaway/precision  instruments                          3                51    Global  Software/computer  software  24 

Home  Shopping  Network/retailing                        5!4        1,079    Precision  Software/voice  response  systems  NA 

National  Intergroup/wholesale  drugs                   14           2,879    Ben  Franklin  Stores/discount  stores  339 

Team/industrial  services                                     IVt           103    Universal  Services/infrastructure  maintenance  63 

Union  Carbide/chemicals                                 23y8        7,600    industrial  gases^  2.400 

'Latest  fiscal  year.  ^Earnings  before  interest  and  taxes.  ^Name  of  spinoff  is  yet  to  be  announced.  NA:  Not  available. 
Source:  Spinoff  Report. 

These  companies  plan  to  spin  off  subsidiaries  to  their  shareholders.  In  the  past,  spinoff  stocks  as  a  group  have 
outperformed  their  former  parents.  But  now  that  The  Street  is  wise  to  this  historical  phenomenon,  it's  likely  that 
spinoffs  won't  be  available  at  such  bargain  prices. 


Operating 
income 
($mil)2 

148 

44 

3 

106 

NA 

-2 
NA 
NA 
10 
NA 


Proposed 

spinoff 

date 

early  1992 
early  1992 
undecided 
undecided 
mid-1992 

undisclosed 
early  1992 
undecided 
undecided 
early  1992 
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THE  FORBES/BARRA  WALL  STREET  REUIEW 


BY  ERIC  S.  HAROY 


liis  bull  market  is  a  result  of  low 
terest  rates  that  may  be  headed  even 
I  ver,  but  [it]  will  need  the  substance 
'  higher  earnings  for  the  rally  to  be 
laintained,"  says  market  strategist 
[lan  Ackerman  of  Reich  &  Co.  Ack- 
j-man  says  investors  are  flocking  to 
Jic  stock  market  not  because  equities 
e  good  values  but  because  there  is 
ich  a  big  penalty  (in  the  form  of  low 
ields)  to  staying  in  cash.  With  a  flat 
iconomy,  he  is  turning  cautious.  He 
inks  it's  too  early,  for  example,  to 
uy  cyclical  stocks  like  chemicals  and 
hetals.  About  the  only  companies 
hat  Ackerman  favors  are  in  the  food 
recessing  and  health  care  industries. 
The  so-called  January  effect — 
^hen  small-company  stocks  outper- 
brm  blue  chips — worked  magnifi- 
endy  in  the  early  days  of  1992.  Less 
han  halfway  through  January  the 
vJasdaq  is  holding  an  1 1%  gain  for  the 
'ear,  while  the  broad- based  Barra  All- 
IS  index  is  up  4%. 


Special  focus 


A  little  bit  of  diversification  is  a  good  thing. 
Over  the  past  five  years  stocks  of  modestly 
diversified  companies  have  beaten  the  mar- 
ket. In  contrast,  widely  diversified  con- 
glomerates merely  matched  the  S&P  500 
over  that  period.  And  despite  their  recent 
rally,  single-industry  stocks  underper- 
Yormed  the  S&P. 


Returns  net  of  the  S&P  500 

40% 

Semi-diversified  compaRies 

Non-diversified  comoanits 

30 
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The  overall  market 
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The  Barra  All-US  index 

Index  as  of  1/9/92 

Market  value:  $3,884.1  billion 

Price/book:  2.4 

P/E:  27.8 

Yield:  2.6% 


1 2-month  closeup 


Total  return 

10.5% 
1.1 


I 


•85        '86 
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'88 


'89 


'90 


'91 
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Closeup  on  the  market 


The  best  and  worst  performing  stocks" 


The  best  and  worst  performing  industry  factors" 


%  change  from              1 

Index  or  investment 

2-weeK  change 

1  year 

5-year  high 

Barra  All-US  index 

4.4% 

■■ 

37.1% 
45.5 

0.0% 
-0.1 

Sharpe/Barra  Growth  index  > 

3.4 

wm 

Sharpe/Barra  Value  index  ^ 

3.1 

^ 

28.0 

-0.5 

Dow  Jones  industrials 

4.1 

™ 

28.4 

0.0 

S&P  500 

3.2 

32.8 

-0.4 

NYSE 

3.4 

^ 

33.5 

1                71.3 

36.3 

-0.1 

0.0 

0.0 

-17.7 

-23.4 

Nasdaq 

10.8 

^^™ 

Amex 

8.0 

EAFE^ 

2.9 

■i 

12.8 
-5.4 

CRB  index'' 

-0.3 

1 

Gold' 

0.6 
-0.5 

1 

1 

-8.5 

-28.9 

Yen' 

-6.3 

-23.3 

Oil' 

-3.5 

■ 

■ 

-35.6 

-56.6 

Best 

Price 

2-weel( 
change 

1992 
EPS' 

Worst 

Price 

2-week 
change 

1992      1 

EPS'     ' 

Liposome 

261/2 

102% 

$-0.39 

Harken  Energy 

37/8 

-39% 

NA 

Alkermes 

28  3/8 

86 

-1.10 
-0.25 
-0.10 

Adia  Services 
TJ  International 

151/8 

183/4 

-17 
-16 
-16 

$1.23 
1.42 
0.02 

Nova  Pharmaceutical 

93/4 

81 

Immunomedics 

157/8 

237/8 

72 

Rowan  Cos 
Transco  Energy 

43/4 

Best  Buy 

65 

1.56 

165/8          -15           1.38     1 

Best 

2-week 
change 

Since 
12/31/91 

Worst 

2-week 
change 

Since             | 
12/31/91            i 

Hotels,  restaurants 
Motor  vehicles 
Precious  metals 

12.3% 

11.0 

10.7 

11.0% 
9.4 
1.7 

Oil  service 
Aluminum 
Thrifts 
Gas  utilities 

-12.5% 

-0.9 

-0.4 

0.3 

-12.9% 
-4.6 
-3.1 
-3.0 

Media 

10.5 
10.3 

4.7 

4,0 

Tobacco 

Leisure,  luxury 

0.0 

^.8 

Note.  Data  for  period  ending  1/9/92.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
AORs.  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
pDwth.  'Total  return  of  more  than  300  large-capitallzation  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  ^  A  dollar-denominated  capitalization-weighted  index  of 
more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective. "  Index  of  21  commodity  futures. '  Knight-Ridder  Financial  Information. 
'During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.  'Shows  return  to  the  industry  factor  after  controlling  for  other  influences  including  company  size,  value  and 
growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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WHAT  THE  AHALYSTS  THINK 


BY  STEVEN  RAMOS 


S&P  500  P/E*  vs.  Aaa  bondst 


S&P  500  companies 


Forecasting  the  S&P  500 


0.70 


0.50 


0.30 


0.10 


Ratio  of  estimate  increases  to  decreases 


*S&P  500  P/E  is  the  recent  price  of  the  S&P  500 
divided  by  estimated  earnings  over  the  next  12 
months.  tActual  and  projected  price-to-cdupon 
ratio  for  Moody's  Aaa  corporate  t)ond  index. 


With  the  market  rallying  to  record  highs,  it  is  not  surpris- 
ing that  security  analysts — many  of  whom  are  biased 
toward  optimism  because  it's  good  for  their  brokerage 
house  employers'  business — are  putting  out  optimistic 
earnings  forecasts.  Current  projections  call  for  an  eye- 
popping  30%  increase  in  profits  for  the  companies  underly- 
ing the  S&P  500  index  in  1992  (to  $27.40). 

Take  that  optimism  with  a  grain  of  salt,  however.  One 
year  ago  the  same  group  ofWall  Streeters  thought  that  S&P 
500  earnings  would  rise  14%  in  1991.  It  now  appears  that 


Who's  hot 


Estimated 
P/E 


%  change 

current 

vs.  3  months  ago 


Expected 

year-to-year 

EPS  growth 


J     F 

M 

A 

M 

1991 

A 

S 

0 

N 

D 

r.'Jr^^J^^i»-^ 

i 

i 

m 

1991  estimates  for  industry  groups 

Rising  estimates  Falling  estimates 

auto  parts  (replacement)  automobiles 

toys  airlines 

containers/paper^^k  aluminum 

housewares       "HIBk.  steel 

railroads  _J  misc  metals 


1991  earnings  will  come  in  1 1%  lower  than  1990  earnings 
Here's  another  reason  to  be  cautious.  Even  if  the  30%i 
earnings  gain  arrives  on  schedule,  today's  stock  prices  aro 
levitating  at  15  times  those  anticipated  earnings.  In  the 
past  month  the  price-to-expected-earnings  ratio  has  gono 
fi-om  an  18%  premium  to  a  28%  premium  over  the/ 
corresponding  ratio  for  bonds — that  is,  the  price/couponi 
ratio.  The  last  time  there  was  such  a  wide  discrepancy 
between  anticipated  P/Es  on  stocks  and  price/coupons  one 
bonds  was  just  before  the  crash  of  1987.  i 


Greatest  increase  in  estimates  over  the  past  three  months 


1991 
EPS  2 


Company/industry 

Michigan  Natl/banking  $3.02 

Goodyear  Tire  &  Rubber/rubber  1.21 

Adv  Micro  Devices/semiconductors  0.70 

Great  Lai^es  Chemical/chemicals  4.83 

Metropolitan  Finl/savings  &  loan  4.54 


-1992  estimate - 


-  3-month 

recent  3-month  change  P/E  price  change  Reason 

$4.02  25%  10  8%  Improved  lending  margins 

3.21  24  17  20  Lower  raw  material  costs,  efficiencies  from  restructuring 

1.30  23  14  54  Higher  revenues  from  its  386-clone  microprocessor 

6.24  18  18  17  Benefits  from  acquisition  of  Octel 

3.60  16                 6  -3  Improved  lending  margins,  strong  loan  production 


.J 


> 


Who's  not 


Greatest  decrease  in  estimates  over  the  past  three  months 

Company/industry 

1991 
EPS  2 

recent 

-1992  estimate — 
3-month  change 

—         3-month 
P/E    price  change 

Reason                                                     HB 

Ford  Motor/auto 

$-4.28 

$0.63 

-69% 

45 

-4% 

Eroding  market  share,  higher  marketing  costs 

Trinova/machinery 

-0.54 

0.98 

-48 

20 

-10 

Weak  European  industrial  and  domestic  auto  markets 

Bethlehem  Steel/steel 

-2.52 

0.86 

-47 

16 

-11 

Falling  steel  prices,  decline  in  sales 

Bowater/forest  products 
Inco  Ltd/metals 

1.22 
1.00 

1.02 
1.44 

-39 
-37 

21 
21 

-4 
-7 

Soft  prices  for  pulp  and  newsprint 

Lower  nickel  prices,  increased  production  costs 

Note:  Companies  listed  have  a  market  capitalization  of  $100  million  or  more.  'Actual.  'Estimate.  Earnings  projections  are  Wall  Street  consensus  estimates  data  from  3,000 
security  analysts  compiled  by  the  Institutional  Brokers  Estimate  System,  a  service  of  IBES,  Inc.  Aaa  bond  yield  forecasts  supplied  by  Blue  Chip  Economic  Advisors.   NA:  Not 

available. 
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THE  FUNDS 


[our  muni  fund  may  be  sneaking  some  partly  taxable 
|)onds  into  the  portfolio.  Should  you  frown  or  smile? 

'axable  munis 


ky  Laura  Saunders 

bURSUPPOSEDLY  tax-exempt  munic- 
al  bond  fund  may  have  bonds  diat 
e  sometimes  taxable.  Is  this  a  bad 
ing?  Not  for  most  taxpayers,  says 
homas  Conlin,  manager  of  the 
trong  Municipal  Bond  Fund.  Conlin 
ecendy  got  30%  of  the  income  from 
is  $122  million  fund  in  these  some- 
hat  taxable  munis.  "We  think  they 
ave  the  best  of  both  worlds — premi- 
m  yield  and  credit  quality,"  he  says, 
ncome  from  these  bonds  is  federally 
axable,  but  only  for  those  who  pay 
e  "alternative  minimum  tax." 
These  so-called  amt  bonds  present 
DOth  danger  and  opportunity.  The 
ianger  is  that  you  will  unexpectedly 
become  subject  to  the  alternative  tax, 
t  which  point  dividends  from  a  fund 
ike  Conlin's  will  be  pardy  taxable. 
The  opportunity  is  that  bonds  tainted 
by  the  alternative  tax  tend  to  have 
slighdy  higher  than  normal  yields. 

Taxable  municipals.''  What  gives?  In 
1986  Congress  chipped  away  at  the 
ong-standing  exemption  for  state 
and  local  government  bonds  by  mak- 
ng  some  of  them  taxable  to  some 
3eople.  The  alternative  tax,  suppos- 
edly aimed  at  fat  cats,  is  levied  at  a  flat 


24%  rate  on  a  broader  base  of  income 
than  is  used  to  figure  regular  taxes. 
You  pay  either  the  regular  tax  or  the 
alternative  tax,  whichever  is  higher. 

Included  in  the  alternative  tax's 
broad  base  is  interest  from  "private- 
purpose"  municipal  bonds  issued  af- 
ter 1986.  Example:  Conlin  owns  Illi- 
nois bonds  due  in  2024,  used  to 
finance  low-income  housing.  Given 
that  the  bond  is  rated  A+,  its  7.6% 
yield  is  not  bad — unless  you  are  sub- 
ject to  the  alternative  tax,  in  which 
case  the  aftertax  yield  drops  to  5.8%. 

Are  you  subject  to  the  alternative 
tax.>  Ask  your  accountant.  As  a  rule, 
it's  pretty  hard  to  get  hit  if  your 
deductions  (excluding  interest  and 
medical)  are  less  than  25%  of  income. 
Above  that,  be  on  guard.  Deductions 
that  count  toward  the  tax  now  include 
those  for  property  and  state  income 
taxes.  Thus,  merely  living  in  a  taxing 
state  like  New  York  can  be  trouble. 

There  are  a  lot  of  private-purpose 
bonds  to  pick  from.  The  Public  Secu- 
rities Association  estimates  that  they 
accounted  for  9%  of  the  $168  billion 
of  new  muni  issues  last  year.  And,  as 
Conlin  argues,  they  aren't  necessarily 


bad  credits.  Some  are  backed  by  bank 
guarantees;  others  are  twinned  with 
totally  tax-free  issues  of  the  same  ma- 
turity from  the  same  issuer.  That's 
because  the  law  now  caps  the  amount 
of  tax-free  financing  some  projects 
can  use;  the  excess  must  be  raised 
through  alternative -taxable  issues. 

Fund  sponsors  fall  into  two  camps. 
USAA  has  no  private-purposd  bonds  in 
any  muni  portfolios.  "We  believe 
many  of  our  shareholders  are  subject 
to  AMT  and  would  be  irritated  at  the 
complexity  it  would  cause  if  we  had 
them,"  says  John  Saunders,  who 
oversees  USAA's  fixed-income  fiinds. 

On  the  other  side  of  the  fence  is 
Franklin  Resources.  Franklin  sur- 
veyed its  customers  and  found  that 
only  about  1%  were  subject  to  the 
alternative  tax.  "If  we  didn't  buy 
them,  we'd  be  penalizing  99%  of  our 
investors,"  says  Gregory  Harrington, 
a  vice  president  at  Franklin. 

How  much  of  a  yield  premium  do 
you  get  on  these  tainted  bonds? 
Small,  but  noticeable.  Franklin's  Har- 
rington likes  to  see  30  extra  basis 
points  (that  is,  0.3  percentage 
points).  But  he  finds  that  spread  hard- 
er to  get,  now  that  fund  managers  are 
more  comfortable  with  these  bonds. 

The  table  below  lists  ten  funds  with 
varying  amounts  of  private -purpose 
paper.  If  you  know  you  won't  pay  the 
alternative  tax,  consider  fiinds  like 
these.  But  don't  lose  sight  of  factors 
like  credit  quality  and  expense  ratio. 
High  expenses  could  easily  wipe  out 
the  extra  basis  points  you  would  pick 
up  from  private-purpose  bonds.     WM 


Somewhat  taxable 

Fund 

%of 
portfolio  in 
AMT  bonds 

5-year 

total 

return^ 

Yield2 

Average 
grade 

Expenses 

per  $100 

investment 

Prudential  Municipal  Bond-High  Yield 
Strong  Muni  Bond  Fund 
SteinRoe  High  Yield  Municipal 
IDS  High  Yield  Tax-Exempt  Fund 
Colonial  Tax-Exempt  Fund 

29% 

22 

19 

16 

12 

6.2% 

NA 

8.8 

7.2 

6.9 

6.92% 

7.04 

6.53 

7.13 

5.89 

BBB 

AA 

BBB/AAA 

A/AA 

AA- 

$0.60 
0.303 
0.7P 
0.55 
1.03 

Franklin  High  Yield  Tax-Free  Income  Fund 
MFS  Managed  High  Yield  Municipal  Bond  Trust 
Franklin  Federal  Tax-Free  Income 
Putnam  Tax-Free  High  Income 
Vanguard  Muni  Bond-High  Yield 

15 
14 
12 
13 
3 

8.7 
6.4 
7.3 
6.7 
8.0 

7.57 
7.63 
6.54 
7.48 
6.45 

BBB 
BB 

A+ 
BBB 

A 

0.52 
1,05 
0.50 
0.95 
0.263 

'  Annualized,  as  of  9/30/91 .    '  Current  yield,  as  defined  by  the  SEC. 

'  Fund  has  no 

load  {front  or  back). 

NA:  Not  applicable. 
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Some  muni  fund 
managers  pick  up  a 
little  extra  yield 
by  holding  bonds 
subject  to  the  al- 
ternative minimum 
tax.  Don't  buy 
such  a  fund  if  you 
might  be  subject 
to  this  tax.  And,  as 
always,  keep  an 
eye  on  expenses. 
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THE  FUNDS 


With  their  funds  back  in  public  favor,  junk  bond  fund 
managers  have  a  problem:  Where  will  they  get  the 
merchandise  they  need? 

Empty  shelves 


With  their  impeccably  bad  timing, 
investors,  having  dumped  junk  bond 
funds  at  low  prices  in  1990,  are  now 
clambering  back  in.  They  were  at- 
tracted not  only  by  high  yields  but  by 
the  news  that  the  junk  funds  as  a 
group  showed  total  returns  of  an  as- 
tounding 36%  last  year.  Through  No- 
vember, customers  put  $2  billion 
more  into  junk  bond  funds  than  they 
took  out  in  withdrawals  and  monthly 
dividend  checks.  That  was  after  they 
pulled  $5  billion  net  from  the  same 
funds  in  1990. 

Not  that  junk  bond  funds  do  not 
still  offer  good  yields;  they  do.  But  all 
the  new  money  pouring  in  poses  a 
huge  problem  for  the  fund  managers: 
how  to  invest  it.  The  managers  are 
competing  not  only  with  one  another 
but  with  bond  issuers  themselves.  The 
latter  are  taking  advantage  of  willing 
equity  markets  and  lower  interest 
rates  to  replace  their  high-coupon 
debt  with  equity  or  new,  lower-cou- 
pon debt.  The  result  is  a  high-yield 
bond  shortage,  predominandy  in  the 
top  tier,  and  sinking  yields. 

RJR  Nabisco,  Owens-Illinois,  Ann- 
Taylor,  Duracell,  Amphenol  and  Fi- 


lene's  Basement  are  just  some  of  the 
better-quality  junk  bond  issuers  that 
retired  some  of  their  bonds  in  1991. 
Mark  Vaselkiv,  comanager  of  the  T. 
Rowe  Price  High  Yield  Fund,  says 
$87  million  worth  of  the  bonds  in  his 
$1  billion  fund  were  called  or  ten- 
dered for  in  the  fourth  quarter  of 
1991.  He  figures  tiiat  anotiier  $180 
million  are  callable  by  June  1992.  He 
will  have  trouble  reinvesting  the  pro- 
ceeds at  attractive  rates. 

Most  high-yield  bonds  were  issued 
between  1986  and  1989  and  were 
noncallable  in  the  first  three  to  five 
years.  Now  issuers  can  refinance 
them.  "The  majority  of  the  market  is 
callable  in  the  next  two  years,"  says 
Joseph  Bencivenga,  director  of  junk 
bond  research  at  Salomon  Brothers. 

During  the  past  year  Michael  Mc- 
Namara, manager  of  Kemper's  high- 
yield  portfolios,  has  been  trying  to 
improve  his  call  protection.  For  exam- 
ple, he  traded  Lear  Siegler  Seating 
14 Vis  for  another  Lear  Siegler  issue 
with  just  a  14%  coupon  but  with  two 
more  years  of  call  protection.  "I  sus- 
pect other  fund  managers  are  doing 
the  same,"  says  McNamara. 


i 


Join  the  crowd 

Fund 

3-year 
return^ 

Yields 

Manager       Expense 
ratio^ 

Federated  High  Yield  Trust 
Fidelity  Capital  &  Income  Fund 

T  Rowe  Price  High  Yield  Fund 

Vanguard  Fixed  Income-High  Yield 

9,6% 
6.5 

4.8 

7.5 

12.1% 
10.0 

11.3 

11.0 

Mark  Durbiano          0.78 

David  Breazzano       0.81" 

Dan  Harmetz 

Richard  Swingle        1.03 

Mark  Vaselkiv 

Earl  McEvoy            0.40 

American  High  Income  Trust 
Kemper  Diversified  Income  Fund 
Liberty  High  Income  Bond  Fund 
Merrill  Lynch— High  Income- A 

11.8 
12.6 
11.6 
11.6 

10.3 
12.6 
11.8 
12.4 

Multiple  managers     1.00 
Michael  McNamara     1.23 
Mark  Durbiano          1.03 
Vincent  Lathbury       0.66 

'  Annualized.    ^Last  12  months'  income  dividends,  divided  by  net  asset  value.    ^Annual 
expenses  as  percent  of  net  assets,  latest  fiscal  year.    'Distributor  may  impose  redemption 
fee,  wtiicti  proceeds  revert  to  the  fund. 

Junk  yields  are 
still  fairly  high,  but 
nothing  like  the 
bonanzas  they 
were  a  year  ago. 
The  table  lists  the 
four  largest  no- 
loads  and  the  four 
best  performing 
out  of  a  group  of 
load  funds.  Stick 
to  the  no-loads  un- 
less you  need 
han<Miolding  from 
a  broker. 


As  the  managers  crowd  into  th. 
high-yield  market,  they  have  to  com 
pete  with  issuers  anxious  to  buy  thei 
own  debt,  sometimes  at  a  discount 
and  retire  it  or  replace  it  with  lower 
yielding  debt.  Take  the  case  of  textil 
manufacturer  Burlington  Industries 
the  object  of  a  1987  leveragec 
buyout.  Last  fall  the  company  used 
$70  million  bank  loan  and  cash  to  bu 
back  $250  million  face  value  of  bond 
on  the  open  market  for  $133  million 
That  was  after  picking  up  S40  millioi 
in  face  value  in  a  tender  offer  at  IJ 
cents  on  the  dollar. 

Increased  demand  for  junk  and  th< 
attractiveness  of  refinancing  meaii 
that  bonds  issued  by  the  higher- grad<I 
junk  issuers  have  become  scarce.  So  in 
order  to  keep  fully  invested  and  mains 
tain  an  attractive  yield,  some  flincb 
have  moved  into  lower-quality  stufl& 
Here  they  have  found  no  shortage  ot 
bonds  because  the  junk  market  on  the 
whole  hasn't  shrunk  significandy.  Sali 
omon  Brothers  estimates  that  the 
market  contracted  slightiy  from  $214 
billion  at  the  end  of  1990  to  $20:^ 
billion  at  the  end  of  1991.  The  ne? 
loss  came  from  repurchases  and  up  J 
grades  of  junk  debt  to  investment-v 
grade  status.  Meanwhile,  there  havci 
been  significant  downgrades,  holding; 
the  supply  steady.  Case  in  point:  the 
$30  billion  of  debt  issued  by  Chr\'slei 
Corp.  and  its  finance  subsidiary" 
However,  the  downgrades  usually  gc- 
to  the  middle  or  bottom  tier  of  tht 
junk  bond  market.  "They  don't  help 
the  situation  in  the  top  tier,  where 
demand  exceeds  supply,"  says  Salo 
mon's  Bencivenga. 

As  investors  crowd  into  this  limitedi 
segment  of  the  market,  prices  will 
continue  to  rise  and  Welds  drop.  Take 
the  BB-rated  Owens-Illinois  lis.  The 
bonds  are  callable  in  1999  at  103  and 
are  now  trading  at  106  for  a  \ield  to 
worst  of  just  10%.  (Yield  to  worst 
measures  the  compound  annual  re- 
turn that  the  holder  w  ould  have,  buy- 
ing at  today's  price  and  surrendering; 
in  a  call  that  occurred  at  the  most 
inopportune  time.)  At  10%  those 
bonds  yield  just  2.5  percentage  points 
more  than  top-rated  corjx>ratcs. 

Thus  the  Federated  High  Yield 
Trust,  which  was  yielding  17.5%  a 
vcar  ago,  now  has  an  11.7%  \icld.  And 
the  average  bond  price  in  its  portfolio 
is  now  102,  meaning  that  many  of  the 
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'■ioiids  are  vulnerable  to  call. 

V  With  bond  prices  so  high  and  new 

tiwioney  coming  in  every  day,  it  is  no 

'jMirprise  that  some  high-yield  fund 

*Bianagers  have  begun  trading  down 

(■i  quality.  Alan  Petersen,  manager  of 

iftie   Cigna   High   Yield   Fund,   has 

•ought  the  junk  issues  of  cyclical 

eiBompanies  such  as  Uniroyal  Chemical 

■jnd  Quantum  Chemical.  Vaselkiv  of 

m.  Rowe  Price  is  considering  adding 

(mollar-denominated    Mexican    debt, 

iMurrendy  yielding    11%,   to   the   T. 

lilowe  Price  High  Yield  Fund. 

I  The  shortage  of  high-quality  mer- 

imhandise  explains  why  one  high-yield 

Jjnanager  has  looked  so  eagerly  at  bank 

liHcbt.  Commercial  banks  are  loaded 

vith  so-called  HLT  loans — the  debt  of 

lighly  leveraged  transactions.  Regu- 

ators  have  been  leaning  on  banks  to 

:ut  back  on  HLT  loans  in  their  portfo- 

ios.  By  selling  off  some  of  these  loans 

:he  banks  can  make  the  regulators 

lappy  even  if  it  means  parting  with 

>ome  excellent  yields. 

"The  real  opportunity  was  bank 
debt,"  says  David  Breazzano,  coman- 
ager  of  Fidelity's  Capital  &  Income 
Fund,  whose  charter  now  permits  it  to 
buy  defaulted  debt  as  well  as  solvent 
junk.  "We  bought  senior,  secured 
bank  paper  at  discounts  to  subordi- 
nated, unsecured  junk  bonds.  We  are 
buying  at  50  cents  and  60  cents  on  the 
dbllar."  The  discount  is  partially  off- 
set by  the  lower  interest  rate  on  bank 
debt,  but  Breazzano  expects  20%  to 
30%  annual  returns  on  the  bank  loans. 
Insurance  companies  are  also  selling 
privately  placed  lower-rated  debt  that 
diey  hold.  "That  is  a  potential  oppor- 
tunity," says  Breazzano. 

Since  Forbes  advised  investors  to 
buy  junk  bond  funds  in  its  Apr.  30, 
1990  issue,  the  fijnds  have  had  a  27% 
total  return  on  average.  What  now? 
Don't  expect  a  repeat  of  1991.  "My 
portfolio  is  at  $  1 02  [value  per  $  1 00  of 
bond  par  value],"  says  Mark  Dur- 
biano,  manager  of  Federated  High 
Yield  Trust.  "Could  it  go  to  $105.> 
Sure.  To  $140?  Not  really." 

For  yield  plus  a  chance  at  modest 
appreciation,  the  high-yield  hands  are 
still  attractive.  But  bear  this  in  mind:  A 
junk  bond  acts  like  a  cross  between  a 
bond  and  a  stock.  If  the  stock  market 
turns  sharply  down,  it  could  take  junk 
bonds  with  it,  even  if  interest  rates 
don't  go  up.  -S.O.  Hi 
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America's  losing 
interest  in  CDs. 


An  alternative  to  falling  Certificate  of  Deposit  interest  rates  is 
Twentieth  Century  U.S.  Governments.  This  fund  offers  monthly 
income  and  investment  flexibility,  in  contrast  to  federally  insured  CDs, 

which  lock  you  into  a  fixed  rate  for 


a  limited  term.  The  yields  from 
U.S.  Governments,  however,  are 
not  fixed  and  change  daily.  The 
fund's  principal  value  will  fluc- 
tuate, and  redemption  value  may 
be  more  or  less  than  original  cost. 


U.S.  Governments 


30dayyielcl(12/31/91) 4.7"/° 

Average  Annual  Total  Return  as  of  12/31/91 

1year 11.6°/° 

5  years 7.6°/° 

Since  inception(1 2/1 5/82) 8.9°/° 


1-800-345-2021 

Data  quoted  represents  past  performance.  For  more  complete 
information  about  Twentieth  Century,  including  charges 
and  expenses,  call  for  a  free  prospectus.  Please  read  the 
prospectus  carefully  before  investing. 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


FBS 


No -Load  Family  of  Funds 


©  1992  Twentieth  Century  Services.  Inc. 


T.  Rowe  Price  International  Stocic  Fund  has  outperformed  95%  of  all 
mutual  funds  for  the  10  years  ended  9/30/91.*  By  investing  in 


established  foreign  companies,  it 
can  increase  your  IRA's  return 
potential  and  add  balance  to  a 
domestic  portfolio. 
Send  for  a  free  IRA  guide. 
Our  IRA  Planning  Kit  and 
Investment  Guide  can  help 
you  develop  a  strategy  to  make 
the  most  of  your  IRA.  $1,000 
minimum.  100%  no  load — 
no  sales  charges. 


Call  24  iiours  for  your  free 

IRA  Planning  Kit 

and  Investment  Guide 

1-800-541-8318 


r 


T.  Rowe  Price,  100  E.  Pratt  St. 
Baltimore,  MD  21202 

Send  me  your  free  IRA 

Planning  Kit  and  Investment 

Guide,  and  a  prospectus 

with  more  complete 

information,  including 

management  fees  and 

other  charges  and  expenses. 

I  will  read  the  prospectus  carefully  before 

I  invest  or  send  money. 

Name 
Address 


City/State/Zip 


Invest  With  Confidence 

TRoweRrlce 


IRA014O03 


International  investing  involves  special  risks,  including  currency  fluctuation.  *Accorciingto  Lipper 
Analytical  Services,  Inc.,  which  ranked  the  International  Stock  Fund  #28  of  636,  #271  of  1,611,  and 
#967  of  3,054  funds  for  the  10-,  5-,  and  1-year  periods  ended  9/30/91,  respectively  Past  performance 
cannot  guarantee  future  results.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor 


EXPERIENCE: 


One  of  the  ways  GE  Capital  brings  good  things  to  lij^ 


VV  hen  you're  looking  for  a 
financial  partner,  you  want 
someone  who  understands 
vour  business.  Someone  with 
the  experience  to  recognize 
problems  and  opportunities. 

Someone  like  GE  Capital. 
We're  part  of  GE,  one  of  the 
world's  largest,  most  diversified 
corporations.  And  chances  are 
good  we  know  your  business 
because,  since  our  start  in  1932, 
we've  developed  in-depth 
expertise  in  dozens  of  industries. 

So  while  other  lenders  are 
trying  to  figure  out  what  your 
business  is  all  about,  we're  busy 
putting  a  program  together. 
Working  hard  to  find  innovative 

IV/ie/i  Operation  Desert  Storm  began,  the 
U.S.  had  to  ship  vast  amounts  of  materiel 
^  to  the  Middle  East.  On  very  short 
>#  ^"^z  notice  major  U.S. 

M  ^2^  ^  ^fc  |.  shipping  lines 
^  were  asked  to 

w  /  thousands  of 
containers.  They 
called  on  Genstar, 
a  GE  Capital 
subsidiary  and 
the  world's 
largest  marine 
ontainer  leasing 
mpany. 
'e  responded 
fickly  with  an 
extraordinary 
15,000  forty  ft. 
ontainers. 


When  growth-minded  businesspeople 
need  to  acquire  the  latest  equipment  — 
anywhere  in  the  world  —  GE  Capital 
Commercial  Equipment  Financing 
comes  through.  When  a  group  of 
German  doctors  needed  radiology 
equipment  to  set  up  a  clinic  in  what 
used  to  be  East  Germany,  GE  Capital 
provided  the  DM  6.9  million  they  needed. 

ways  to  make  it  all  happen. 

Putting  our  experience  to 
work  for  customers  has  helped 
make  us  one  of  the  world's 
foremost  financial  ser\ices 
companies,  with  more  than  $70 
billion  in  assets.  We  are  North   « 
America's  largest  equipment      t^ 
lessor.  The  world's  largest 
issuer  of  third-party  credit  ! 


cards.  The  number  one  namt 

in  mortgage  and  debt  securi 

insurance.  And  a  leader  in 

project  finance  and  equipmen 

management . 

Experience.  Reliability. 
Creati\dty.  Qualities  that  have 
helped  GE  Capital  bring 
financial  solutions  to  life  for      ' 
nearly  60  years.  Give  us  a  call  ai 
1-800-243-2222  to  find  out  hoym 
we  can  help  you. 


Seeking  to  refinance  $76  million  in 
turnpike  bonds,  the  State  of  New 
Hampshire  put  together  a  fixed/variabU 
rate  structure  combining  Dutch  auction 
and  residual  interest  bonds.  This 
enabled  them  to  sell  the  debt  at  variabl- 
rates  without  interest  rate  risk.  To  , 
increase  the  bonds' value,  the  state  ' 
needed  a  guarantor  skilled  in 
evaluating  its  credit-worthiness  as  wek 
as  the  complexities  of  such  relatively  ' 
new  structures — at  a  competitive  pried 
One  insurer  met  these  criteria:  GE  Capit 
subsidiary  Financial  Guaranty 
Insurance  Company. 


GE  Capital 

We  bring  good  things  to  life. 


Auto  KIcci  I'iu.iiu  inj;  ><:  SciAix-s  •  Coninu-mal  K(|iii|)in«-iil  Kiii.iiuuin  •  I 'oinnu-u  i.\l  Ri-.il  Ksl.iu-  Kinancinc 
Coinputci  U-asiiig  •  Coi'poi.uo  riii.iiuc  (lunip  •  Kiti.uu  i.iU'.u.ii.uiiv  liisui.imc  t  A>in|).>n\  •  (iKC'C.  Kinjiui.il   Hayta 
CiUoSpiUi'  •  Cliiisliir  C.oiuaiiui  •  lusm.uiicSct-MKs  •  MoilgaK»- (<>iv»" •<"<">  *  Pol.nis  \iivr,«ll  Ivasing  •  R.»iKai  Vrvi 
Retailer  FiiiaiKial  Senices  •  TIP  •  Trauspoilalion  and  Indusiiial  Kiinding  •  \  ciidoi  Kiium i.U  Scmccs 


CAPITAL  MARKETS 


MONEY  &  INVESTMENTS 


third  of  all  municipal  bond  issues  are  guaranteed  by  a 
lird  party.  But  who  guarantees  the  guarantor? 

aulty  safety  nets 


3en  Weberman  is  a  columnist 
lor  Forbes  magazine. 


''IIMearly  $5  billion  of  municipal  bond 
issues  went  into  default  last  year,  more 
than  double  the  $1.9  billion  of  the 
previous  year.  The  carnage  could  be 
even  greater  this  year. 

How  do  you  protect  yourself  from 
that  as  an  investor!*  One  way  is  to  seek 
out  issues  that  have  so-called  credit 
enhancement.  This  means  that  the 
issuing  government  pays  a  fee  to  an 
insurance  company,  bank  or  special- 
ized finance  company  to  stand  behind 
the  promise  to  make  timely  payments 
of  interest  and  principal. 

About  a  third  of  all  municipal  issues 
have  this  type  of  protection.  More- 
over, that  percentage  is  growing,  says 
David  EUiott,  president  of  the  Munic- 
ipal Bond  Investors  Assurance  Corp. 
This  year  up  to  35%  of  new  muni  bond 
issues  are  expected  to  be  insured,  says 
Elliott.  That,  he  says,  is  the  result  of 
increasing  concern  about  the  credit 
quality  of  issuers  that  realize  they 
must  insure  their  bonds  or  have  retail 
customers — who  now  make  up  the 
majority  of  muni  buyers — be  less  will- 
ing to  invest. 

The  problem  is  that  not  all  guaran- 
tees are  the  same,  and  some  of  the 
"credit  enhancers"  are  running  into 
problems  of  their  own.  So  it's  impor- 
tant to  take  a  close  look  to  see  what 
kind  of  protection  you're  really  get- 
ting as  an  investor. 

First  some  basics.  The  cost  of  credit 


enhancement  is  nominal.  Example: 
Early  last  year  Arkansas  Power  & 
Light  financed  a  waste  disposal  facility 
through  the  Pope  County,  Ark.  Solid 
Waste  Disposal  authority.  The  por- 
tion insured  by  Ambac  Indemnity 
Corp.  was  rated  AAA  and  yielded 
7.55%  on  bonds  due  Jan.  1,  2021. 
The  noninsured  portion  was  rated 
Baa-2  by  Moody's.  These  yielded  8% 
for  bonds  also  due  in  the  same  year. 

Insurance  provided  by  mbia  and 
other  specialized,  or  so-called  mono- 
line,  insurers  like  Ambac  and  Finan- 
cial Guaranty  Insurance  Co.  is  cheap 
and  probably  the  most  secure.  Rich- 
ard Lehmann,  who  runs  a  defaulted- 
bonds  newsletter  and  tracks  informa- 
tion about  such  issues  in  Miami,  says 
that  the  monoline  insurers'  credit  en- 
hancement is  so  valuable  that  the  yield 
relationship  to  top-quality  general 
obligations  should  be  reversed.  The 
insured  bond  return  should  be  10 
basis  points  lower  than  the  general 
obligation  bonds,  rather  than  higher, 
as  is  now  the  case. 

Requiring  more  analysis  are  bonds 
backed  by  letters  of  credit  from  com- 
mercial banks  or  multiline  casualty 
companies.  Check  the  credit  status  of 
the  bank  or  insurance  company  be- 
fore you  buy  a  bond  it  insures. 

Orange  County,  Calif.  Apartment 
Development  authority,  for  example, 
sold  a  $14.5  million  issue  in  1985  for 
the  Harbour  Point  Project,  a  multi- 
family  rental  housing  project.  The 
long-term  bonds,  due  2006,  carried  a 
letter  of  credit  from  Citicorp  and  were 
rated  triple-A  at  the  time,  with  a  yield 
of  8.3%. 

Problems  began  last  year  when  the 
bank  started  reeling  fi-om  a  troubled 
real  estate  loan  portfolio.  Moody's 
downgraded  the  bank's  credit — in- 
cluding the  letters  of  credit  issued  for 
the  Orange  County  project.  Result: 
The  insured  portion  of  the  bonds  is 
now  rated  a  much  lower  A2. 


Other  banks  to  be  downgraded  by 
the  rating  agencies  recendy  and  which 
have  issued  letters  of  credit  include 
Sumitomo  Bank,  with  230  issue  cred- 
its at  stake,  and  Manufacturers  Hano- 
ver— now  merged  into  Chemical 
Banking  Corp. — which  took  letter  of 
credit  fees  for  155  issues.  Citicorp  is 
behind  292  municipal  bond  issues. 

Another  risk  to  the  investor  is  that 
letters  of  credit  generally  do  not  run 
for  more  than  seven  years.  So  on 
longer- maturity  issues,  there's  a 
chance  that  if  credit  quality  has  deteri- 
orated, the  letter  of  credit  may  not  be 
renewed. 

A  long  list  of  housing  and  develop- 
ment bonds,  including  Connecticut 
State  Housing  Mortgage  Revenue 
and  Cobb  County,  Ga.  Development 
Authority  bonds,  were  downgraded 
when  Mutual  Benefit  Life  of  New 
Jersey  failed  last  summer.  The  insur- 
ance company  had  guaranteed  bond 
issues  for  projects,  many  of  which  the 
company  itself  had  helped  finance. 
While  the  company  is  currendy  mak- 
ing some  interest  payments,  it  is  not 
guaranteeing  principal  payments,  and 
investors  are  in  limbo. 

How  can  you  tell  when  an  insur- 
ance company  is  running  into  difficul- 
ty? Larry  Brossman,  vice  president  of 
insurance  rating  at  Duff  &  Phelps, 
credit  raters,  says  one  way  is  to  see 
whether  the  company  has  widely  vary- 
ing ratings.  This,  he  says,  should  send 
a  signal  to  the  investor  that  there  are 
other  factors  of  concern  regarding  the 
issuer,  and  not  to  rely  on  ratings 
alone.  Brossman,  for  example,  would 
be  wary  of  guarantees  by  Washing- 
ton-based United  Pacific,  which  is 
rated  A-plus  by  Duff,  BBB  by  S&P  and 
only  Ba-1  by  Moody's. 

The  bottom  line  for  investors 
should  be  caution.  Yes,  it's  another 
thing  to  worry  about.  But  just  be- 
cause a  bond  is  "guaranteed"  doesn't 
mean  the  safety  net  will  hold.         WM 
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The  concept  side  of  the  market  is  at  most  a  year  or  two 
away  from  disaster.  But  there  are  good  buys  elsewhere. 

Seven  to  buy  in  '92 


BY  DAVID  DREMAN 


David  Dreman  is  chairman 
of  Dreman  Value  IVlanagement,  LP., 
Investment  Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


Believe  it  or  not,  the  s&p  500  has 
more  than  quintupled  (dividends  re- 
invested) since  1982.  Last  year  alone 
that  index  gained  30%  and  the  Russell 
2000  small-cap  index  added  44%. 

Is  it  too  late  to  buy  stocks?  Not 
necessarily.  Many  stocks  were  left  in 
the  dust.  Some  of  these  issues  present 
major  opportunities  today.  Not  all, 
but  some. 

Investors  paid  lavish  prices  for 
growth  and  concept  stocks,  notably 
the  biotechs.  With  only  the  ghmmer 
of  a  product  in  the  ftiture,  these  dou- 
bled, tripled  or  even  quadrupled. 
These  stocks  represent  the  concept 
side  of  the  market — stocks  priced  on 
the  value  of  their  concept  rather  than 
on  assets  and  earnings.  My  guess  is 
that  this  concept  side  of  the  market  is 
at  most  a  year  or  two  away  from 
disaster.  I  recentiy  participated  in  an 
investment  conference  where  a  fellow 
who  specializes  in  small-cap  concept 
stocks  had  this  to  say  about  his  kind  of 
stocks:  "Without  earnings  there  are 
no  disappointments."  The  implica- 
tion being  that  this  kind  of  stock  can 
go  up  forever  because  it  isn't  subject 
to  the  real  world  of  sales  and  earnings. 

Haven't  we  heard  that  kind  of  talk 
before.^  Like  in  1983. 

For  now  the  fellow  is  right.  While 
investors  pay  astronomical  prices  for 
concept,    the    market    is    extremely 


harsh  on  companies  that  disappoint. 
But  disappointment  is  also  opportu- 
nity. Assuming  the  setback  is  only 
temporary,  it  gives  investors  a  chance 
to  buy  the  stock  cheap.  That's  why 
one  year's  losers  are  often  the  next 
year's  winners.  The  regional  banks, 
Freddie  Mac  and  Fannie  Mae  (recom- 
mended a  number  of  times  in  this 
column  in  the  past  18  months)  were 
chopped  apart  in  1990  but  were 
among  the  best  performers  in  1991. 

The  trick  here,  of  course,  is  to  make 
sure  the  news  that  crashed  the  stock  is 
only  temporary.  Here  is  a  list  of 
stocks,  all  underperformers  in  1991, 
that  I  think  should  have  a  good 
bounce  this  year. 

American  Express  (22)  was  bat- 
tered last  year  because  of  lower  earn- 
ings in  its  Travel  Related  Services 
Group  (credit  cards  and  traveler's 
checks),  normally  about  60%  of  in- 
come and  a  double-digit  grower.  To 
compound  the  problem  of  a  weak 
economy,  the  company  took  major 
writeoffs  in  its  more  recendy  intro- 
duced Optima  card  because  of  too 
liberal  assumptions  on  credit  stan- 
dards. With  the  worst  of  the  recession 
and  the  credit  card  losses  behind  it, 
1 5%  to  20%  growth  from  ids  Financial 
Services  and  improving  performance 
from  Shearson  Lehman,  the  company 
should  be  solidly  in  the  black  this  year. 
AXP  trades  at  1 .4  times  book,  a  p/e  of 
11  on  estimated  1992  results,  and 
yields  4.6%. 

Humana  is  one  of  the  nation's 
largest  and  best- managed  hospital 
chains.  The  stock  is  down  from  last 
year's  high  of  35  to  a  recent  27  be- 
cause of  recession -related  lower  earn- 
ings increases.  Over  time,  the  compa- 
ny should  have  a  10%  earnings-per- 
share  growth  rate,  hum  trades  at  a  p/e 
of  10  times  estimated  earnings  (fiscal 
year  ending  Aug.  31 ),  yielding  i.^iX. 

Wells  Farjjo,  the  nation's  tenth- 
largest  bank,  took  a  round  trip  last 
year,  doubling  from  its  low  before 


dropping  to  a  recent  61.  The  reasorj 
larger  than  expected  real  estate  write] 
offs  and  the  fear  that  California  prop 
erty  is  headed  for  a  free-fall.  To  prcJ 
serve  cash  flow.  Wells'  directors  alsj 
temporarily  halved  the  cash  dividenc^ 
With  a  strong  market  share  in  Califoi 
nia,  which  after  the  shakeout  is  likeij 
to  continue  to  have  above -average 
growth,  WFC  should  begin  to  sho>] 
positive  earnings  comparisons  agal^ 
in  the  next  few  quarters.  The  stocf 
trades  at  book  value,  a  price/earning j] 
ratio  of  10  on  estimated  1992  result 
and  yields  3.3%. 

Loews  Corp.  (113)  is  a  diversifiet^ 
company  with  a  major  position 
tobacco,  Lorillard,  Inc.;  insurances 
CNA  Financial  Corp.;  television,  a  25^^ 
interest  in  CBS;  as  well  as  other  hold 
ings.  A  positive  turn  in  a  number  crl 
operations  should  result  in  earning'! 
increasing  approximately  10%  ii^J 
1992.  The  stock  trades  at  a  p/e  of  1  Is 
yielding  1%. 

Woolworth  (30)  is  one  of  the  majoij| 
international  retail  chains  with  larg>i 
operations  in  Germany,  Canada,  th 
U.K.  and  other  countries,  as  well  as  ii 
the  U.S.  Fiscal  1991  (ended  Jan.  25 
1992)  will  be  a  down  year  because  o 
poor  domestic  results,  a  major  restruc 
turing  and  weakness  abroad.  EamingJ 
should  improve  later  this  year  antj 
reach  record  highs  in  1993.  The  stocln 
trades  at  a  P/E  of  1 0  on  estimated  1 99}j 
results  and  yields  3.5%. 

Hawthorne  Financial  { 14),  a  smj 
S&L,  is  also  taking  its  lumps  in  thuj, 
California  market.  With  the  bulk  of  itrl 
reserxe  increases  behind  it,  hthi 
should  show  better  comparisons 
1992.  The  stock  has  a  book  of  $35'| 
trades  at  a  p/e  of  5  and  >ields  7%. 

Royce  Value  Trust  (10)  did  have  -A 
tairly  good  year  in  1 99 1 ,  but  it  is  still  ;| 
reasonabh'  priced  wa\  of  getting  int 
the  value  part  of  the  small-cap  market 
This  closed-end  value  fiind  trades  a> 
an  "^.2%  discount  to  the  market  anc 
vields  1 .6%.  ■ 
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NO  OIU  INC.  N 

rODluin  Named  Chief  Financial  Officer  of  Ashland  Oil,  Inc. 
To  Be  Elected  Senior  Vice  President 

,  fHLAND,  KY.,  Nov.  27, 1991— J.  Marvin  Quin  II  has  been 
^h  chief  financial  officer  of  Ashland  Oil,  Inc.  (NYSE:  ASH), 
ndliing  to  John  R.  flail,  Ashland  chairman  and  chief 
p. live  officer.  The  appointment  is  effective  February  1, 

hand  is  being  made  in  anticipation  of  Quin  being  elected 
m  vice  president  at  the  company's  board  meeting  on 
aJry  30, 1992. 
'"arvin  Quin  has  nearly  20  years  of  financial  experience 

hiand  which  includes  serving  as  treasurer  for  the 
ny  since  1983,"  said  Hall.  "He  is  extremely  qualified  to 
as  the  company's  top  financial  officer  and  will  be 

g  the  company's  core  management  group." 

this  position,  Quin  will  be  responsible  for  all  of  the 
tts^ration's  accounting,  tax,  treasury,  internal  auditing, 

ling  and  analysis,  and  investor  relations  functions.  He 

!sport  to  Hall.  Quin  will  succeed  Paul  W.  Chellgren  who  is 
ti  elected  president  and  chief  operating  officer  at  the 

ry  1992  board  meeting. 
,  in  joined  Ashland  in  1972  as  a  financial  analyst.  He 
%erred  to  Ashland  Chemical  Company,  a  subsidiary  of 
(And  Oil,  as  manager  of  project  analysis  in  1974  and  held 

ral  management  positions  in  planning  and  development 
"  ie  subsidiary  before  being  named  administrative  vice 
f  dent  in  1979.  Quin  was  elected  treasurer  of  Ashand  Oil  in 
J  and  was  given  additional  responsibilities  as  adminis- 
'le  vice  president  of  finance  for  the  corporation  in  1987. 
f  native  of  Vicksburg,  Miss.,  Quin  received  a  bachelor's  in 

ce  from  the  University  of  Mississippi  and  a  master's  in 
iiess  administration  from  the  University  of  Virginia.  He 

hj^  wife,  Terry,  have  two  children  and  reside  in  the 

nd  area. 
Contact:  William  P.  HartI,  Ashland  Oil,  Inc.,  535  Madison 

New  York,  NY  10022.  Phone  (212)  421-1250.) 


ND  OIL,  INC.  N 

West  Virginia  Appeals  Court  Reverses 
$1 0.32  Million  Jury  Award  Against  Ashland  Oil 

iSHU\ND,  KY.,  December  20,  1991— The  West  Virginia 
erne  Court  of  Appeals  today  unanimously  reversed  a  May 
)  juiv  verdict  which  awarded  four  plaintiffs  in  a  civil 
;iiit  $10.32  million  in  compensatory  and  punitive  dam- 
^  from  Ashland  Oil,  Inc.  The  lawsuit,  which  was  heard  in 
!e  court  in  Charleston,  W.Va.,  sought  nuisance  damages 
!  alleged  emissions  from  Ashland's  Catlettsburg,  Ky., 
oleum  refinery. 

jn  a  41-page  opinion,  written  by  Justice  Margaret 
*iTian,  the  state  supreme  court  cited  numerous  reversible 
»rs  which  were  made  by  the  trial  court  in  a  nuisance  case 
Jiving  four  West  Virginia  plaintiffs.  The  trial  was  consid- 
J  a  "test"  case  in  pending  litigation  against  Ashland 
Diving  several  actions  and  several  hundred  plaintiffs.  The 
rt  ordered  a  new  trial  consistent  with  the  guidelines 
tained  in  the  court's  opinion. 
n  commenting  on  the  court's  decision,  a  company 
kesman  said.  "We  are  extremely  pleased  with  the  West 
[Ilia  Supreme  Court's  decision  in  favor  of  the  company, 
appeals  court  opinion  is  an  important  step  in  Ashland's 
ense  of  this  and  other  related  suits.  The  company  has  said 
atong  that  the  charges  brought  in  this  and  other  suits  are 
flout  merit  and  we  will  continue  to  vigorously  contest 
m." 

fhe  appeals  court  decision  reversed  $1.3  million  in 
ijensatory  damages  awarded  by  the  state  court  jury, 
rg,  "Given  the  lack  of  evidence  regarding  damages,  the 
I  court  erred  in  not  granting  appellant's  (Ashland's) 
:  on  for  a  directed  verdict."  The  court  went  further  in 
:jssmg  the  jury's  $9  million  punitive  damage  award. 


writing,  "The  jury  in  this  case  did  not  have  before  it  any 
substantial  evidence  of  Ashland's  conduct  which  demon- 
strated a  'conscious  wrongdoing'  necessary  to  award  puni- 
tive damages Accordingly,  the  punitive  damage  awards 

should  have  been  set  aside  by  the  trial  court." 

The  appeals  court  decision  also  clarified  several  important 
questions  involving  standing  and  causation  in  the  case.  In 
discussing  standing,  the  court  wrote  that  given  the  fact  that 
three  out  of  four  of  the  plaintiffs  in  the  case  had  "no 
ownership  or  possessory  interest  in  the  property  for  which 
they  sought  nuisance  damages,  the  trial  court  committed 
reversible  error  in  ruling  that  they  had  standing  to  pursue 
claims."  Even  though  the  court  did  not  fully  address 


causation,  it  wrote  ". .  .we  do  note  that  the  causation 
evidence  presented  appears  very  weak." 

The  court  also  wrote  that  the  trial  court  erred  in  excluding 
Lee  Thomas,  former  U.S.  EPA  administrator,  from  testifying  in 
Ashland's  defense.  "This  testimony,  according  to  appellant 
(Ashland),  was  directly  relevant  to  any  assessment  of  punitive 
damages  because  it  would  demonstrate  that  Ashland  acted  in 
compliance  with  environmental  law  and  had  no  reason  to 
believe  that  its  conduct  caused  serious  harm." 

In  review,  an  Ashland  spokesman  said,  "Ashland  intends 
to  continue  vigorously  opposing  this  and  related  suits." 

(Contact:  William  P.  HartI,  Ashland  Oil,  Inc.,  535  Madison 
Ave.,  New  York,  NY  10022.  Phone  (212)  421-1250.) 
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Nearly  everybody  has  become  sour  on  gold  recently. 
That  could  be  a  contrarian  reason  to  turn  bullish. 
And  there  are  other  reasons,  too,  for  owning  some. 

Bugged  by  gold 


BY  MARK  HULBERT 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


GOLDBUGS  WITH  long  memories  are 
exulting  over  a  recent  Business  Week 
article  declaring  that  gold  has  lost 
forever  the  economic  properties  that 
once  made  it  a  good  portfolio  hedge 
and  that  "goldbugs  have  rocks  in 
their  heads." 

Business  Week  is  legendary  in  the 
investment-letter  community  for  bad 
timing  advice.  In  1979,  for  instance, 
on  the  edge  of  the  most  bullish  de- 
cade stocks  have  enjoyed  this  century, 
the  magazine  ran  a  cover  story  on 
"The  Death  of  Equities."  And  it 
wasn't  until  nearly  four  years  later  that 
Business  Week  decided  to  publish  a 
bullish  cover,  after  the  average  stock 
had  nearly  doubled.  But,  true  to  form, 
its  May  9,  1983  cover  "The  Rebirth 
of  Equities"  came  just  as  the  stock 
market  was  about  to  embark  on  a 
year-long  correction. 

And  now  it  was  burying  gold.  And 
it  was  not  the  only  one.  At  year's  end, 
no  fewer  than  seven  out  of  every  ten 
gold  timers  were  bearish.  The  average 
recommended  exposure  to  the  gold 
market  among  all  gold  timers  tracked 
by  the  Hulbert  Financial  Digest — 
both  the  bulls  and  the  bears — is  just 
20%,  down  from  57%  as  recendy  as 
the  end  of  this  past  November. 

It  would  be  rare  indeed  for  such  an 
overwhelming  majority  of  market  ad- 


visers to  be  right.  Does  anyone  dare 
stand  up  and  say  gold  is  a  buy  because 
the  consensus  is  so  bearish.^  A  few  do. 
A  strong  contrarian  reaction  to  the 
Business  Week  article  comes  from 
Fund  Profit  Alert,  a  new  advisory 
service  out  of  Cincinnati,  Ohio:  "To 
state  that  gold  has  lost  the  economic 
properties  it's  had  throughout  civili- 
zation ...  is  a  sign  to  buy." 

Robert  Prechter  of  the  Flliott 
Wave  Theorist,  who  has  been  ex- 
tremely bearish  on  gold  for  a  number 
of  years,  finds  himself  uncomfortable 
on  the  bearish  bandwagon.  Prechter 
has  recendy  noted  the  bullish  impli- 
cations of  the  increased  bearish  senti- 
ment on  gold,  as  evident  not  only  in 
the  financial  press  but  also  in  the 
put/call  ratio.  He  can't  yet  be  classi- 
fied as  bullish,  but  he  says  that  gold 
must  "begin  accelerating  to  the 
downside"  to  keep  the  bear  market 
intact.  In  other  words,  either  gold 
must  drop  a  lot  fijrther — and  soon — 
or  the  long  bear  market  will  be  called 
into  question.  Even  a  sUght  rise  to 
about  $360  per  ounce  would  con- 
vince him  to  turn  bullish,  at  least  on  a 
short-term  basis. 

There  also  are  good  fijndamental 
reasons  to  resist  becoming  excessively 
bearish.  This  became  quite  clear  when 
I  segregated  gold  timers  into  those 
who  use  fijndamental  analysis  and 
those  who  are  technicians.  The  large 
majority  of  the  technicians,  including 
those  who  have  beaten  the  market 
over  the  last  five  years,  were  bearish. 
Hardly  surprising,  given  that  most  of 
them  are  trend  followers.  Yet  the 
fiindamentalists  on  balance  are  bull- 
ish— especially  those  who  have  beaten 
the  market  over  the  longer  term.  Cur- 
rently, in  fact,  two  out  of  three  such 
ft.mdamentalist  market  beaters  are  on 
buy  signals  for  gold. 

These  fundamentally  oriented  bulls 
take  comfort  in  current  Federal  Rc- 
ser\'e  policy.  Not  only  is  the  Fed's 


poliq'  inflationary  in  its  own  right, 
they  argue,  but  it  also  will  cause  the 
U.S.  dollar  to  fall  against  the  major 
foreign  currencies.  "What  could  get 
gold  shares  rising  might  not  be  infla- 
tionary fears,"  writes  James  Dines  of 
the  Dines  Letter,  "but  a  good  old- 
fashioned  surprise  monetary  crisis  as 
Greenspan's  ever-lower  interest  rates 
trigger  unacceptable  declines  by  the 
U.S.  dollar." 

While  I  don't  suggest  that  gold  is 
about  to  turn  around  and  run  way  up, 
the  existence  of  these  bullish  argu- 
ments from  the  contrarian  and  fijnda- 
mentalist  camps  is  reason  not  to  elimi- 
nate gold  from  a  diversified  portfolio. 
Gold  is  a  good  hedge  against  stocks; 
its  return  tends  to  fluctuate  opposite 
to  the  return  of  stocks.  The  stock 
market  won't  go  up  forever,  needless 
to  say,  and  when  it  goes  into  the 
inevitable  bear  phase,  gold  is  likely  to 
be  a  good  thing  to  own. 

Consider,  for  example,  the  extent 
to  which  gold  outperformed  stocks 
during  the  inflationary'  1970s.  Ac- 
cording to  a  Salomon  Brothers  study, 
between  1968  and  1983  gold  re- 
turned an  average  of  9%  per  year 
more  than  the  inflation  rate.  Over  this 
same  period,  in  contrast,  stocks  barely 
held  their  own  against  inflation. 

Currentiy  two  mutual  fiinds  are 
recommended  for  purchase  by  four  of 
the  gold  letters  I  follow:  Fidelit\'s 
Select  Precious  Metals  fiind  (which 
has  a  3%  ft-ont-end  load  and  a  0.75% 
redemption  fee  if  held  for  less  than  30 
days)  and  \'anguard's  Specialized 
Gold  &  Precious  Metals  fimd  (which 
carries  no  load  but  has  a  1%  redemp- 
tion fee).  Among  indi\'idual  gold 
mining  companies,  tNvo  domestic 
firms  stand  out.  Homcstnkc  (recent 
price:  15)  is  the  favorite,  recommend- 
ed by  no  fewer  than  seven  of  the 
letters  I  monitor.  Next  most  popular, 
recommended  by  four  letters,  is 
Pajasus  ( iolii  (12).  HI 
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nstead  of  nattering  at  the  Japanese, 
^resident  Bush  should  be  looking  for  ways 
10  get  capital  flowing  to  small  businesses  again. 

Searching  for 
the  light  switch 


John  Rutledge  is  an  economist 

and  chairman  of  Rutledge  &  Co.,  a  merchant 

bank  in  Claremont,  Calif. 


Last  month  President  Bush  took  a 
planeload  of  21  chief  executives  of 
large,  and  mosdy  unsuccessful,  U.S. 
companies  on  a  highly  publicized 
magical  mystery  tour  of  the  Far  East 
to  see  if  he  could  pressure  the  Japa- 
nese into  jump-starting  the  Ameri- 
can economy  by  buying  more  of  our 
cars  and  other  products.  A  total 
waste  of  time. 

It  is  good  that  the  Administration  is 
groping  for  the  light  switch  to  turn 
the  economy  on,  but  it  is  groping  in 
the  wrong  places.  The  Japanese  are 
not  the  problem.  The  Japanese  are 
already  spending,  as  many  happy 
American  companies  can  attest.  Since 
1986  Japanese  imports  have  nearly 
doubled,  growing  at  10.9%  per  year, 
more  than  twice  as  fast  as  Japan's 
exports  (4.3%),  and  about  double  the 
growth  in  its  economy  (5.5%). 

Mirroring  these  trends,  real  U.S. 
exports  have  increased  at  a  10.9% 
annual  rate  over  this  same  five-year 
period,  while  real  U.S.  imports  have 
grown  by  only  5.2%  per  year.  The 
U.S.  trade  deficit  with  Japan  has  de- 
clined ft-om  $56  billion  in  1987  to 
$41  billion  in  1990.  The  U.S.  current 
account  deficit,  including  trade  in 
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financial  and  other  services,  where  the 
U.S.  has  a  strong  surplus,  is  estimated 
at  only  $10.2  billion  for  all  of  1991, 
about  one-fifdi  of  1%  of  our  $5.7 
trillion  gross  national  product. 

So,  selling  more  cars  in  Japan  may 
be  good  for  U.S.  automakers,  but  it  is 
just  not  going  to  solve  our  growth 
problems.  Of  the  21  chief  executive 
officers  who  accompanied  the  Presi- 
dent to  Tokyo,  all  but  5  head  large 
public  companies.  This  is  important 
to  note  because  big  companies  are 
hardly  the  engines  of  growth  of  the 
U.S.  economy.  While  the  U.S.  econo- 
my created  20  million  jobs  during  the 
1980s,  employment  at  large  compa- 
nies shrank  by  2  million.  In  short, 
President  Bush's  traveling  compan- 
ions were  not  the  people  who  can  get 
the  economy  growdng. 

Big  companies,  in  general,  are 
downsizing  today,  not  because  they 
face  unfair  foreign  competition,  but 
because  they  are  unable  to  produce 
products  that  satisfy  their  customers 
and  returns  on  capital  high  enough  to 
satisfy  their  shareholders.  Needless  to 
say,  there  are  companies  that  manage 
to  be  big  and  successful  at  the  same 
time,  companies  like  General  Electric, 
Wal-Mart  and  Coca-Cola.  But  they 
are  the  exceptions. 

Big  companies,  by  and  large,  rep- 
resent the  past  for  the  American 
economy;  small  companies  represent 
its  future.  Stock  market  returns  for 
1991,  with  the  20.3%  increase  in  the 
Dow  dwarfed  by  the  56.8%  return 
on  the  Nasdaq  Composite  of  over- 
the-counter  stocks,  indicate  that  in- 
vestors believe  any  growth  in  the 
U.S.  will  be  concentrated  in  smaller 
companies.  President  Bush  would 
have  done  better  to  load  his  airplane 
with  heads  of  no-name  businesses  if 


his  objective  was  to  create  jobs  for 
American  workers. 

The  core  of  our  economic  problem 
is  small  business,  and  that's  where 
repair  efforts  need  to  focus.  Small- 
capitalization  public  companies  did 
well  last  year  because  falling  interest 
rates  significantiy  lowered  their  cost 
of  capital.  But  companies  that  are  too 
small  to  tap  the  public  markets  for 
funds  have  been  left  out  of  the  part\^ 
altogether.  These  companies  have  no 
alternative  but  to  get  the  money  they 
need  to  meet  payroll  from  their  local 
banks.  And  low  rates  or  not,  banks  are 
still  not  making  loans  to  businesses, 
so  the  businesses  that  are  the  heart 
of  the  U.S.  economy  are  being  starved 
for  capital. 

Over  the  past  year  large  commer- 
cial bank  holdings  of  government 
securities  increased  by  $41.5  billion, 
up  23%,  while  personal  loans  de- 
clined by  $15.3  billion,  down  7.6%, 
and  business  loans  dropped  by  $33.5 
billion,  a  10.4%  decrease.  During  the 
past  three  months,  the  credit  crunch 
has  persisted.  Afraid  of  regulators  and 
attracted  by  a  steep  yield  curve,  banks 
are  still  socking  money  away  in  gov- 
ernment securities  instead  of  lending 
to  businesses.  Until  someone  finds  a 
way  to  get  working  capital  into  the 
hands  of  our  small  businesses,  the 
American  economy  is  going  to  con- 
tinue to  stagnate. 

Instead  of  nattering  at  the  Japa- 
nese, what  the  President  should  be 
doing  is  developing  a  plan  to  system- 
atically lower  the  cost  of  capital 
for  American  companies — not  just 
big  companies,  all  companies.  That 
means  taking  steps  to  put  our  banking 
system  back  in  order. 

Reducing  the  capital  gain  tax  rate 
to  15%,  then  indexing  capital  gains  to 
avoid  the  inflation  tax,  would  be  a 
powerful  boost  to  both  real  estate  and 
stock  markets,  helping  to  shore  up  the 
weak  capital  position  of  the  banking 
system.  Such  sensible  moves  would 
help  to  lower  long-term  interest  rates 
and  improve  investment  spending. 
And  specific  measures  to  encourage 
banks  to  lend  money  to  small  business 
would  help  to  turn  on  the  great  Amer- 
ican job  machine  again. 

The  country  needs  not  large-scale 
photo  ops  for  the  media  but  concrete 
action  to  get  capital  flowing  to  small 
and  medium-size  businesses.  Hi 
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With  individual  investor  money  still  pouring  into 
the  stock  market,  it  is  far  too  early  to  sell. 


Who  are 
those  guys: 


) 


BY  LASZLO  BIRINYI  JR. 


Laszio  Birinyi  Jr.  is  president  of 
Birinyi  Associates,  New  York,  a 
financial  consulting  firm. 


Remember  when,  in  Butch  Cassidy 
and  the  Sundance  Kid,  Sundance, 
glancing  back  nervously  at  his  pursu- 
ers, asked:  "Who  are  those  guys?" 

You  can  ask  the  same  question 
about  a  stock  market  that  has  staged  a 
spectacular  advance:  Who  are  the 
guys  doing  the  buying?  After  years  of 
institution -driven  markets,  the  indi- 
vidual investor  seems  to  have  taken 
over.  Retail  investors  buying  for 
themselves  were  apparent  in  the  first 
several  days  of  the  surge,  spurred  by 
the  Fed's  1%  discount  rate  cut  on  the 
morning  of  Dec.  20.  Our  firm's  ap- 
proach is  to  analyze  twtry  trade  elec- 
tronically. Our  analysis  showed  that 
smaller,  retail-oriented  trades  were  in 
the  vanguard  of  the  move  off"  the  Dec. 
10  low,  not  big  blocks.  And  even  on 
Dec.  23,  when  there  was  an  88-point 
surge,  institutional  buying  was  less 
than  50%  of  the  total. 

Interestingly,  during  those  days, 
volume  in  utilities  and  other  high- 
yielding  issues  showed  no  significant 
increase,  which  suggests  that  individ- 
uals looking  for  higher  yields  proba- 
bly bought  mutual  funds  rather  than 
utility  stocks. 

The  influence  of  the  individual  in- 
vestor on  the  market  is  e\'en  stronger 
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than  the  figures  show.  Mutual  ftinds 
have  been  the  largest  institutional  fac- 
tor. They  had  no  choice  but  to  buy 
because  the  public  poured  so  much 
money  into  them.  The  largest  fiind 
complex,  Boston's  Fidelity,  reported 
an  increase  in  equity  assets  of  $1 
billion  on  Dec.  30  alone.  Assuming 
that  its  managers  matched  the  market 
that  day,  it  would  indicate  that  about 
$900  million  in  net  new  money  was 
deposited  with  Magellan  Fund  man- 
ager Morris  Smith  and  his  colleagues 
on  just  that  day. 

Investment  advisers  who  had  pros- 
pered in  the  first  part  of  the  year  were 
another  force,  especially  in  the  last 
week  of  1991 .  At  the  end  of  the  third 
quarter,  some  advisers,  who  had 
smartly  outperformed  the  17.4%  gain 
in  the  S&P,  in  effect  closed  their 
books  on  the  year  by  hedging  their 
portfolios.  While  that  tactic  was  prof- 
itable through  most  of  the  fourth 
quarter,  these  portfolios  suddenly 
found  that  their  gains — relative  to 
the  market — were  first  dissipating, 
and  then  disappearing. 

Performance  money  suddenly  be- 
came nonperforming,  and  these  in- 
vestors gave  the  market  another  surge 
of  buy  interest,  as  they  rushed  to 
benefit  from  the  rally. 

Other  institutional  investors,  such 
as  pension  plans,  insurance  companies 
and  overseas  investors,  were  not  in 
evidence  as  the  rally  progressed.  Mar- 
ket folklore  says  that  pension  fiinds 
receive  their  money  early  in  the  calen- 
dar year.  But  there  is  little  concrete 
evidence  to  endorse  that  notion.  Nev- 
ertheless, the  $1  trillion  in  pension 
portfolios  has  yet  to  exert  a  significant 
influence. 

By    analyzing    every    transaction 
since  mid- December,  we  can  deter 
mine  that  the  most  intense  buying  has 


t 


been — among  the  larger  groups — ii 
airlines,  semiconductors,  computers 
foods,  health  care  and  drugs.  Energy 
stocks,  utilities,  banks  and  retailer 
may  have  participated  in  price  gains 
but  buying  there  has  been  lukew; 
and  insipid. 

Considering  the  individual  name 
in  the  Dow  Jones  industrials,  here' 
how  they  look  to  us  now: 

IBM  (91),  one  of  our  choices  fo 
recovery,  is  doing  so  perhaps  mon 
quickly  than  many  had  anticipated 
But  there  is  genuine  buy  interest,  ancj 
it  is  building. 

Disney  (128)  has  been  the  quie 
winner  of  the  rally.  There  has  bee 
litde  or  no  mention  of  this  stock  in  th 
media,  but  it  has  accounted  for  ove 
10%  of  the  Dow's  gain  since  the  bot-' 
tom  (only  Merck  has  had  a  greater 
impact),  and  there  are  both  large  and' 
small  buyers  present.  ^ 

Union  Carbide  (23)  traded  as  low' 
as  16  in  December  and  is  apparendy  a" 
genuine  turnaround.  The  stock  most- 
ly underperformed  the  s&P  500  be-^ 
fore  that  time,  and  mosdy  outper-'^ 
formed  it  thereafter. 

McDonald's  (42)  showed  retail' 
buying  long  before  the  institutions^ 
participated.  In  an  issue  where  retail 
investors  are  also  likely  to  be  major* 
consumers  and  users  of  the  product^; 
the  presence  of  small-investor  buying] 
is  a  major  plus. 

Although  there  have  been  no  losers' 
among  the  30  stocks,  several  ad- 
vanced with  litde  or  no  support.  And 
one  stock — Texaco  {S7) — actually  has' 
been  under  distribution  by  investors; 
despite  its  1%-point  rise. 

Chevron  (66)  shares  have  fared  a' 
litde  better,  up  over  3  points  since  the 
bottom,  but  buying  is  ver\-  limited^ 
and  not  the  t)  pe  that  would  carr\'  the 
stock  fijrther. 

Exxon  (58),  the  third  oil  stock  in" 
the  Dii,  is  not  under  pressure.  It  could 
be  that  investors  who  want  some  cn- 
ergA-  representation  ta\or  this  name 
over  the  other  two. 

Philip  Morris  (80)  and  Coca-Cola 
(79)  are  two  names  that  have  fijlly 
participated,  but  there,  too,  it  has 
been  more  a  case  of  "some  buyers,  no 
sellers"  and  not  the  buying  stampede 
that  prices  might  indicate.  In  a  surge 
like  this  one,  it  is  almost  alwax-s  tixi 
early  to  sell,  but  with  these  two,  it  is 
probably  also  too  late  to  buy.         ^ 
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MARKET  TRENDS 


MONEY  &  INVESTMENTS 


(ere's  a  golden  opportunity  to  get  in  on  a 
rowth  industry  at  bargain  prices. 

arbage  to  gold 


erald  W.  Perritt  is  portfolio 
lanager  of  the  Chicago-based 
erritt  Capital  Growth  Fund  and  editor 
f  Investment  Horizons. 


^'lEDIEVAL  ALCHEMISTS  WOuld  be  en- 

'ious  of  a  number  of  waste  collection 

^d  pollution  control  companies  that 

lave  been  turning  garbage  into  gold 

iuring  the  last  two  decades.  Take 

A^aste  Management.  Started  less  than 

IS  years  ago,  Waste  Management  is 

i^xpected  to  show  earnings  of  about 

I  $700  million  on  revenues  of  around 

$f  .5  billion  for  1991.  Investors  who 

anted  up  $8,200  to  purchase  100 

shares  of  the  firm's  common  stock  in 

January  1981  would  have  pocketed 

more  than  $4,800  in  cash  dividends, 

and  own  2,400  shares  currendy  worth 

SI 03, 000.    If  Waste    Management 

were  a  mutual  fund,  it  would  rank  as 

the  number  one  performer  during  the 

last  ten  years. 

Intelligent  investors  buy  the  future, 
not  past  successes.  How  does  the 
future  of  the  garbage  business  look? 
In  my  opinion,  better  than  ever. 

We  humans  have  treated  the  envi- 
ronment pretty  roughly  since  the 
Industrial  Revolution;  earth,  air  and 
water  quality  have  suffered  from  an 
expanding  population  and  accompa- 
nying economic  growth.  However, 
during  the  last  two  decades  there  has 
been  a  growing  pubhc  awareness  of 
and  concern  for  the  environment — 
one  way  or  another,  every  American  is 
an  environmentalist  now  and  is  will- 
ing to  pay  for  cleaning  it  up. 


Growth  opportunities  for  environ- 
mental cleanup  firms  abound  over- 
seas, too.  Europe  is  about  ten  years 
behind  the  U.S.  in  pollution  control 
and  environmental  remediation.  East- 
ern Europe  and  the  new  Common- 
wealth of  Independent  States  (the  old 
U.S.S.R.)  are  decades  behind. 

Looking  ahead  toward  the  next 
century,  I  see  everything  coming  up 
roses  for  the  environmental  cleanup 
industry.  Since  1987,  industry  sales 
have  advanced  at  a  24%  annual  clip, 
and  strict  environmental  regulation 
and  enforcement  should  continue  to 
drive  industry  growth  at  a  20%  annual 
rate  well  into  the  21st  century.  Stron- 
ger regulations  are  on  the  way  in  the 
U.S.  Europe's  economic  consolida- 
tion will  lead  to  higher  environmental 
standards  modeled  after  those  in  the 
U.S.  Something  will  have  to  be  done 
about  the  industrial  sewer  the  social- 
ists created  in  Eastern  Europe. 

So  why  wasn't  199 1  a  good  year  for 
environmental  companies  and  their 
shareholders?  The  lengthening  eco- 
nomic recession  in  the  U.S.  has 
reduced  both  the  amount  of  waste 
being  generated  by  industry  and  the 
funding  of  environmental  cleanup 
programs.  As  a  result,  industry  reve- 
nues have  slowed  considerably  and 
profit  margins  have  shrunk.  And  Wall 
Street's  preoccupation  with  the  pres- 
ent has  predictably  led  to  sharp  drops 
in  stock  prices  following  declining 
earnings.  Browning- Ferris  and  Safe- 
ty-Kleen  shares,  for  example,  have 
dropped  53%  and  29%,  respectively, 
from  dieir  highs. 

All  of  which  creates  a  timely  buying 
opportunity.  Last  year's  corrections 
reduced  the  hefty  price/earnings 
multiples  that  have  historically  been 
commanded  by  firms  in  this  industry. 
My  favorites  among  the  garbage  in- 
dustry's giants  are  Waste  Manage- 
ment and  Safety- Kleen. 

Waste  Management  (43)  is  the 
world's  largest  waste  collection  and 


pollution  control  firm.  Earnings  for 

1991  should  rise  to  about  $1 .60  from 
$1.49  reported  a  year  earlier.  With 
earnings  expected  to  top  $2  next  year, 
the  company's  shares  are  priced  at  a 
below- average  21  times  hkely  1992 
earnings  per  share. 

Safety-Kleen  (27)  is  the  world's 
largest  provider  of  parts  and  tool 
cleaning  services.  It  also  disposes  of 
and  recycles  solvents,  lubricating  oil 
and  other  liquid  waste.  Although 
earnings  are  expected  to  decline  to  90 
cents  for  1991  (from  $1.05  in  1990), 
sales  continue  to  expand  at  a  near- 
20%  annual  clip.  Look  for  a  30%  to 
40%  earnings  rebound  during  the 
next  12  months.  If  these  earnings 
come  through,  its  stock  is  priced  at  20 
times  expected  earnings. 

Looking  for  smaller- cap  stocks? 
Among  the  two  dozen  or  so  smaller 
firms  that  are  elbowing  for  market 
share,  I  favor  Ecology  &  Environ- 
ment, Geraghty  &  Miller  and  Met- 
Pro,  each  of  which  should  benefit 
from  an  economic  turnaround  and  a 
return  to  favor  of  waste  collection  and 
pollution  control  stocks. 

Ecolo£iy  <&  Environment  (16)  is  a 
fast-growing,  20-year-old  environ- 
mental engineering  company.  It  also 
provides  emergency  oil  and  chemical 
spill  response  and  investigates  uncon- 
trolled hazardous  waste  sites.  While 
about  40%  of  its  revenues  are  derived 
from  government  contracts,  this  per- 
centage has  been  reduced  from  70%  in 
1989.  Despite  a  26%  five-year  annual 
revenue  growth  rate,  its  shares  are 
priced  at  less  than  12  times  trail- 
ing earnings. 

Gera£[hty  &' Miller  (13),  founded  in 
1957,  is  a  pioneer  in  the  design  and 
engineering  of  remedial  cleanups  for 
groundwater  contamination.  Per- 
share  earnings  should  top  80  cents 
this  year  and  90  cents  next  year,  as 
revenues  continue  to  grow  at  a  20% 
annual  rate.  I  believe  the  stock  is 
bargain-priced  at  17  times  trailing 
12-month   earnings   and    14   times 

1992  estimates. 

Met-Pro  ( 14)  is  a  25-year-old  manu- 
facturer of  air  and  water  pollution 
control  devices  and  filtration  systems. 
Earnings  per  share  in  fiscal  1992, 
ended  Jan.  31,  are  estimated  at  80 
cents,  down  from  96  cents  a  year 
earlier.  Understandably,  its  stock  price 
is  off  30%  from  its  1991  high.       ^ 
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FINANCIAL  SERVICES 


BKrNAME  STOCKS 
TO  UNLOAD  NOW: 


My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or 
9)-inclucling  some 
very  famous  names 
-which  I  believe 
MARTIN  ZWEIG  could  "take  a  bath." 
I'll  rush  you  the  Performance  Ratings 
for  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast.  I'd  also  like  to  send  you,  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance 
of  my  key  market  indicators  which 
helped  make  The  Zweig  Forecast 


#1  IN  PROFITS,  with  a  581.5%  total 
return,  for  the  whole  11  years  through 
6/91  among  all  advisory  services 
tracked  by  Hulbert. 
(Past  results  do  not 
guarantee  future 
results.)  Call  today  for 
bonus  Performance 
Ratings  and  gift  book 
with  your  Zweig  Fore- 
cast trial.  Time  is 


crucial. 


EXTRA  BONUS 


Three-Month  Trial  $55, 

One  Year  $265.  Visa/MC. 

1-800-535-9649  Ext.  9057. 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  11793-0926 


VOICE  MAIL 


BUSINESS  OPPORTUNITIES 


*  "* 


INCORPORATE  IN  DELAWARE! 

Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

iMuuxire    CallWrlte  for  FREE  KIT: 

W%eistrv       PO  Box 484-FB 
|A^X5r'  ^    Wilmington, DE  19899 

m   htd.  800.321-CORP.302-652-6532 


\0^ 

-^LAST 

YoupMe^eThni! 

A        VOICE  MAIL 
^_^  TELEMARKETING 
^ALL  PROCESSING 

Ttanslorm  your  PC/XT/AT/386  into  a  mulWine  voice  pro- 
cessing command  center,  Inielligently  process  yoor 
sales,  inquires,  and  messages,  Complele  package 

Multi-Linfcuu.c  Solution)       $995 

SINGLE  LINE  IBiqinOulh)  S29S 

(Oevelopei/OEM  paciiaaes  available* 
VISA— MC—AMEX— COO 

FOR  SALES  OH  INFORMATION 

Call:  1-800-947-4884 

CALL   1510)  52J.3800  •  FAX   (5101  5225656 

TALKING  TECHNOLOGY,  INC.  =K= 

)I25  AIL«NIC  AVE   -AlAMtDA  CA  94501     /// 


INVESTMENT  BOOKS 


$  OVER  ONE  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manufacturing  to  Small  Retail  Sliops 

No  Brokerage  Fees 
To  Buy  or  Sell 
1-800-999-SALE 

GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


mp 


Free  Catalogue 


BESTBCX)KS 
^^     ON  TRADING 

Rnanoal  TRAiNNa  Semnars 

212432-7630    Fax  718-639-8889 


NY  10023 


800.458.0939 


THE 

AMERICAN 
DREAM. . . 


Success  and  time  to 
enjoy  it!  International 
Corp.  provides  support, 
training  for  this  power- 
ful, profitable  program. 
Work  for  yourself. 
Unlimited  income 
opportunity.  Call  for  full 
details:     Mr.  Fletcher 
800-231-0123. 


FINANCIAL  SERVICES 


Receive  Value  Line 
for  only  $65:  $55 

An  introductory  subscription  to  The  Value  Line 

Investment  Survey  brings  you  the  2000-page  Investors  Reference 

Service— Value  Lines  most  recent  Ratines  and  Reports  on  1700 

stocks.  You  will  also  receive  analyses  ofabout  130  stocks  each 

week  for  10  weeks  for^S6&  $55.  Available  only  once  every  two  year 

to  any  household.  SPECIAL  BOPTOS:  With  your  subscription  you 

will  also  receive  the  J.K.  Lasser's  "Your  Income  Tax  1992  " 

(Retail  price  $14.00)  covering  •  Year  Round  Financial  Planning  •  | 

Free  Tax  Update  Supplement  •  24  hours  Tax  Update  Hotline  • 

Income  Tax  Forms  and  Worksheets... (available  while  supplies  last) 

Your  subscription  to  Value  Line  may  be  tax-deductible.  Consult 

your  tax  advisor.  Send  check  or  money  order  along  with  name, 

address  and  zip  code  together  with  this  ad  or: 

CaU  ToU-Free  1-800-833-0046  J 

(Ext.  2903-Dept.  316K03)  American  Express.  MasterCard  or 

Visa.  24  hours  a  day.  7  days  a  weelt.  30  day  Money-Back 

Guarantee.  Allow  4  weeks  for  delivery.  NY  residents  add 

sales  tax  Foreign  rates  upon  request. 


The  Value  Line  Investment  SurveyV 

711  3rd  Avenue  ^fY.  NY 
10017-4064 
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CORPORATE  ITEMS 


Save 

50% 


FREE  CERTIFICATES^ 

AWARD  PLAQUES  WHOLESALB 

Perfect  av\/ard  to  show  appreciation  an«, 
recognition  for  donors,  employees, 
salesmen,  members  and  at  meetings, 
conventions. 


SEND  FOR  FREE  COLOR 
BROCHGRE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NUMBER  205-349-3765 

Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 

Tuscaloosa,  Alabama  36403 
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BUSINESS  OPPORTUNITIES 


EDUCATIONAL  SERVICES 


INCORPORATE 


•  Liability  Protection 

•  Reduced  Red  Tape 

•  Same  Day  Service 

•  AMEX  VISA  MC 
Welcome 


Registered 
Agents.  LTD. 

f  Ax  iJO.?)  iVi^l^i  ' 


IN  DELAWARE 

800-441-5940 

CALL  TODAY 

TO  GET 

STARTED! 

THC 
DELAWARE 

INCORPORATION 
SPECIALISTS 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORAT 
Fot  WD(t  Lrtt  mi  Acatw 
Eiptnwct  •  No  CUMfM 


1-800-423-3244 

FAX  (213)  471-645 

Of  taut  MutM  mum 

to  FtM  EvaluMa 

l*acific  Western  L  niversit>- 

600  n  itpitttat  am  Dm  Its  IPS  ngmn  C*  9lli>. 


For  Information  on 
Forbes/Market  Classified: 
Call  Linda  Loren 
212-620-2440 


FREE  COLLEGE  TAl 


•  EXTERNAL  DEGREES  « 


TOLL  FRIt  24  hn.  (800)  7S9-OO0 

L»  SALLE  IJMV€«SIT> 
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BUSINESS  OPPORTUNITIES 


CORPORATE  ITEMS 


Pem  Profits. 


ALindal  Cedar  Homes 


Launch  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  houses. 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 

1-800-221-6063. 


RO.  Box  24426,  Dept.  FG2,  Seattle,  WA  98124 


;top  sweat 

WEEKS 

rionic®  is  an  in- 
redibly  more  effec- 
ve  way  to  combat 
xcess  sweat  — 
'ithout  chemicals, 
lectronic  treatment 
Ives  6  weeks  dry- 
ess.  Reusable  — 
alfe  &  effective  say 
0  medical  txjoks. 
Send  for  free  information. 

GENERAL  MEDICAL  CO.  Oept  FOB  50 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


FEET 


etffMOENyCDCO 


FORBES  BINDERS 


CASE 


: 


AVE  YOUR  COPIES  OF  FORBES 

lese  custom-made  cases 
id  binders  protect  your 
aiuable  copies  from  dam- 

e  They  hold  about  half  a 

ar's  issues  Made  from  re 
ilorced  tward  covered  with 

alher-like  material  in 
Title  IS  hot-stamped 

gold  Binders  have 
Ipecial  spring  mechanism 
p  hold  snap-in  rods  BINDER 

Cflses  1-$7  95  3-$21  95  6-$39  95 
»nders  1-$9  95  3-$27  95  6-$52  95 
V^OER  FROM  Jesse  Jones  Industries  Dept  FB. 
H  East  Erie  Ave  Phila  PA  t9l3«  Enclose 
a-ne.  address  (no  P  0  Bon)  &  payment  Add  Si  per 
r  I  (o<  P&H  Outside  USA  S2  50  per  unit  (U  S  lunds 
r  yl  Pa  residents  add  6%  sales  lax  Credit  card 
»»rscalM  800-825-6690 (mm  $15)  Please  allow 
mewceiistof delivery  Satlificllon Guarant««d. 
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FRANCHISING 


Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

Ffancorp* 

New  York  Chicago  Lot  Angolo* 

237  Pvk  Avenue      20200  Governors  Drive  E033  W.  Cenluiy  Blvil 

New  yoik.  NY  10017   Olympia  Fields.  11.60461  Los  Angeles,  CA  90045 

(212)  (22-3600  |70S|  481-2900  (310)338-0600 

1-800-877-1103 

FOR  i 


BUSINESS  SERVICES 


-RBKARCH  RffORIS. 

19,278  academic  topics  available! 

Send  $2.00  for  the  272-page  catalog. 

Custom-written  reports  also  available. 

REffiUai  USmMCE 

11322  Idatio  Ave. ,#206FM, 

Los  Angeles,  CA  90025 

Toll  Free  Hotline:  800-3&1 -0222 

(California:  213-477-8226) 


CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government f 

Write  lo: 

Free  Business  Catalog 

U.S.  Government  Printing  Office 

Office  of  Marketing— Stop  SM 

Washington.  DC  20401 


100%  Cotton/ Your  Logo!  — 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  for  international  orders.  For  a  price  list  and 


catalogue  please  call: 


1-800-847-4478 

Fax  1-718-782-4614 


The  Queensboro  Shirt  Company 

Dept  F22,  119  N  1 1th  St..  Greenpoint,  NY  11211 


EXECUTIVE  GIFTS 


Ambassador  Lapel  Flags 


jeMelr\-quallt\ 
cuslomi/ed  emblems 


24K  Gold  Plate    •    Brilliant,  True  Colors    •    Any  Flag  Mix 
Fast  Delivery  Worldwide:  14  Business  Days  on  Custom  Orders 

TME  Co.,  Inc.  1 17  Park  Une  Rd.,  New  Milford, CT 06776,  U.S.A. 
Tel.  (203)  354-0686     •     Telex  271478     •     Fax  (203)  354-2786 


Executive  BackChair 


•  16'  fo  22"  models  are  hand- 
crafted from  solid  mohogony  with 
handpainted  marVings  ond  details 

•  Over  160  models  in  stock 

•  Priced  from  $99.50 

•  Satisfaction  guoronteed 

Call  1-800-950-9944 


i^ACiric 


WOttD'SliAOHMIMniS 
OfHM 

ahosohuvks 

l4!5SNo<*79lt,SlTMl 
Scoindol(A«inl,A28S260 
1602)9911841   .::^    ^ 


Engineered  for 
customized  orthop>edii 
support  to  prevent 
and  relieve  back  pain. 


•  Buih-in  adjustable 
lumbar  support 

•  Adjustable 
neck  rest 

•  Forward-tih 
feature 


MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemstones.  Free  wholesale  catalog  since 
1967!  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce. 

HOUSE  OF  ONYX 

Oi»e  Main  Street 

Greenville.  Kentucky  4234S 

TOLL  FREE  l-800-626-«352 


Ril^lf<Silv'*»r     FREE  Color  Catalog 

pacKc^avcr   1.800-2512225  or  wri* 

53  Jeffrey  Ave..  DepI   WE.  Holliston.  MA  01746 


COMPUTERS 


wiTmflRYmflC 


NOUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Ibndy®  Computers 

Radio  Shack®  phones ...  and  more 

Toll  Ree  800-231-3680 
22511  Katy  Fwy.  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


SIKttllfAL^tK 


EDITED  BY  THOMAS  JAFFE 


How  high 
is  the  sky} 

Money  is  flooding  into  mutual 
funds,  pushing  total  fiind  assets  to 
SI  .3  trillion,  13  times  what  they  were 
only  11  years  ago.  Since  fund  opera- 
tors pull  down  revenues  based  on  the 
assets  the)'  manage,  while  costs  often 
do  not  rise  proportionately,  the  up- 
side leverage  should  be  terrific. 

Big  trends  are  running  in  favor  of 
the  fijnd  management  companies. 
Today  savers  deposit  their  wealth  at 
places  like  Dre^fiis  Corp.,  T.  Rowe 
Price  &  Associates  and  Franklin  Re- 
sources. These  companies  lend  it  out 
to  home  buyers  (via  Ginnie  Mae 
funds),  corporations  (via  money 
funds  that  buy  commercial  paper)  and 
the  government  (\'ia  U.S.  Treasur)' 
funds).  Banks  %\ill  shrink. 

Another  shift  of  intermediation  is 
occurring  in  the  pension  business. 
The  old.  General  A'Iotors-st>'le  "de- 
fined benefit"  pension  put  the  assets 
in  the  hands  of  a  pension  manager  or 
insurance  company  and  the  risk  in  the 
employer's  treasmy.  Now,  "defined 
contribution"  plans  such  as  corporate 
thrift  accounts  put  the  risk  with  the 
worker  and  the  assets  often  in  the 
hands  of  a  financial  serNice  proxider  at 
the  end  of  an  800  number.  Again, 
more  traffic  for  mutual  funds. 

Most  management  company  stocks 
already  reflect  most  of  these  good 
tidings.  A  SI 0,000  investment  at  the 
beginning  of  1991  in  mutual  fiind 
management  company  T.  Rowe 
Price,  for  instance,  would  have  been 
worth  S18,800  by  year's  end.  You'd 
have  scored  comparable  gains  on  in- 
vestments in  either  of  the  other  large 
publicly  traded  fund  operators, 
Franklin  and  DrcNflis.  Bu)'  in  today, 
though,  and  you  are  paving  22  to  31 
times  trailing  earnings  for  any  of  these 
fijnd  sponsors.  Analyst  Michael 
Blumstein  of  Morgan  Stanley  points 
out  that  fiind  operators  already  are 
trading  at  17  to  18  times  his  estimated 
1992  earnings  projections. 

Still  hungn'  for  a  piece  of  the  ac- 
tion.'  Blumstein  has  a  suggestion: 
Kemper  Corp.,  a  multiline  insurance 
company  that  owns  a  chain  of  region- 
al brokerages  and  sponsors  $40  bil- 
lion in  open-ended  funds,  including 
Kemper  Growth,  ranked  eighth 
among  growth  funds  by  Lipper  Ana- 


hlical  Services.  Investors  wony  about 
Kemper's  insurance  operations, 
Blumstein  says,  and  overlook  its 
asset  management  business.  Result: 
The  stock  sells  for  only  10  times  his 
1992  earnings  estimate  of  S4.55  a 
share.  -Richard  L.  Stern 

Barron  Hilton  holds  on 

How  THE  MIGHT\'  can  fall.  In  1989 
the  stock  of  Hilton  Hotels  Corp.  hit 
116  on  takeover  rumors.  No  deal 
materialized.  Too  bad.  By  the  fall  of 
1990  the  stock  had  dropped  below 
30.  Recent  ntse  price:  42. 

Analyst  Steven  Eisenberg  of  Op- 
penheimer  &  Co.,  who  put  a  buv  on 
S 1 . 1  billion  (1991  sales )  Hilton  in  the 
mid- 30s,  still  thinks  the  stock's  fair 
game  at  current  levels.  Here's  why: 

Although  Hilton's  lodging  busi- 


Hilton  on  Waikiki  Beach,  Honolulu 
Strong  franchise,  even  in  a  downturn. 


ness — 45%  of  operating  profits — has 
been  hurt  by  the  recession,  it's  still  a 
strong  franchise  in  Hawaii  and  other 
important  markets.  True,  lodging 
profits  were  down  sharply  in  1991. 
But  Eisenberg  notes  the  business 
showed  a  16%  earnings  gain  in  the 
fourth  quarter. 

In  the  Nevada  gaming  business 
(the  other  55%  of  Hilton's  income), 
the  Las  Vegas  Hilton,  which  caters  to 
high  rollers,  has  run  into  the  recession 
and  increased  competition.  But  re- 
sults at  Las  Vegas'  Flamingo  Hilton, 
which  draws  the  middle-income 
crowd,  have  been  strong.  Ditto  those 
at   the   Flamingo   Laughlin.    Mean- 


while, Hilton,  with  hotels  in  Chicag. 
and  New  Orleans,  could  become 
player  in  Mississippi  riverboat  gam 
bling,  both  in  Illinois  and  Louisiana 

Financially,  Hilton  is  solid.  Be 
tween  1988  and  1990  its  capital  pro 
gram  exceeded  S800  million.  Eisen#:- 
berg  estimates  capital  spending  w^^ 
shrink  to  S250  million  over  the  1991 
93  period,  freeing  up  cash  that  coul( 
be  used  to  pay  off  debt  or  buy  bacj 
stock.  Note  that  Hilton's  S790  mil 
lion  of  long-term  debt  equals  just  45^^ 
of  capital,  well  below  the  industr 
average.  Plus  there's  S3 50  million— i 
over  S7  a  share — of  cash. 

Hilton  earned  SI. 76  a  share  ii 
1991,  down  25%.  Eisenberg  forecast 
a  recover)-  to  S2.28  in   1992.   H<fl*P 
thinks  the  stock  will  go  to  the  mid- 50 
over  the  next  12  to  18  months.  Thero 
are  around  48  million  shares  out; 
standing.  Insiders,  led  by  Chairmar 
Barron  liilton,  control  some  34% 


0 


I- 
I  c: 

Back  on  the  market  , 

Here's  a  recent  public  equit\'  issue 
backed  by  solid  earnings:  Sl.l  billion 
(sales)  Interstate  Bakeries  Corp.  Tht 
company  is  the  third-largest  bakery' 
operation  in  the  U.S.,  behind  Ralstor 
Purina's  Continental  Baking  di\isior 
and  Anheuser-Busch's  CampbeL<|c 
Taggart  division.  Based  in  Kansas 
City,  Mo.,  Interstate  makes  bread  and 
related  products  sold  regionally  underi 
such  brand  names  as  Butternut,  Mer-: 
ita  and  Sweethean,  as  well  as  Doll\ 
Madison  snack  cakes  sold  nationally,  i 

After  going  private  in  an  LBO  in; 
1987,  Interstate  went  public  again> 
last  July,  raising  S250  million* 
through  the  sale  of  15.6  million  new* 
shares  at  $16  per  share.  There  are  2L 
million  shares.  Recent  o-t-c  price:  18. ! 

Debt  ser\ice  penalized  profits  dur- ; 
ing  Interstate's  lbo  years,  but  the  firm' 
still  managed  to  more  than  doubles 
operating  margins,  to  6%.  Mean-' 
while,  cash  flow  rose  250%  over  the: 
previous  four  vears.  Result:  Between' 
1988  and  the  end  ofits  May  31, 1991 
fiscal  year,  long-term  debt  was  re- 
duced fi-om  $432  million  to  $350 
million.  Thanks  to  proceeds  ft^om  the 
IPO,  debt  was  S225  million — just  51% 
of  capital — by  November.  Analysts 
project  Interstate  will  generate  over 
$30  million  a  year  of  excess  cash  flow- 
that  can  be  used  to  cut  debt  further. 
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They  also  project  1%  to  3%  annual 

t  volume  growth,  lower  interest 

sts  and  gradually  expanding  operat- 

g  margins.  The  analysts  estimate 

iterstate  will  earn  as  much  as  $1 .40  a 

lare  in  the  current  fiscal  year,  up 

Dm  $1.19  (pro  forma)  in  1991,  and 

1.55  or  more  in  fiscal  1993,  which 

arts  next  June.  Thus  the  stock  sells 

•r  12  times  projected  earnings  for  the 

Aar  that  begins  in  just  five  months. 

m  Metropolitan  Life,  cs  First  Boston 

ilnd  affiliates,  and  George  K.  Baum  & 

SI  ;«.,  a  Kansas  City  brokerage — all 

n-  brticipants  in  the    1987  lbo — to- 

ether  own  some  20%. 
1 1 

ISI  L 

H  ^per  Food  for  thought 

UPER  Food  Services,  the  $1.8  bil- 
on  (sales)  food  wholesaler,  distrib- 
tes  to  more  than  900  supermarkets 
Ohio,  Michigan,  Indiana,  Ken- 
iicky  and  Florida.  The  Dayton-based 
ompany  has  lately  been  negotiating 
D  sell  its  Orlando,  Fla.  division  to 
upermarket  chain  Albertson's,  which 
Super  Food's  main  customer  in 
'lorida.  Question:  With  Albertson's 
ccounting  for  more  than  30%  of 
c venues  and  roughly  25%  of  operat- 
ng  profits,  won't  the  sale  take  a  devas- 
ating  bite  out  of  Super  Food's  bot- 
om  line.^ 

Not  necessarily,  says  analyst 
;^^arles  Cerankosky  of  Kemper  Secu- 
rities Group.  He  estimates  the  trans- 
action would  net  Super  Food  $70 
million — ^which  could  be  used  to  re- 
Ipay  debt  and  to  buy  back  stock.  At  a 
recent  nyse  price  of  14%,  Cerankosky 
notes,  the  shares  trade  at  a  modest 
18%  premium  to  book  value — com- 
petitors like  Super  Valu  Stores,  Wet- 
terau  and  Fleming  trade  for  2  to  3 
[times  book  value.  He  also  speculates 
that  Super  Food  could  use  the  pro- 
ceeds to  buy  another  smallish  whole- 
saler like  Kentucky  Food  Stores, 
[which  Super  Food  acquired  last  Au- 
gust, or  to  diversify  by  purchasing  a 
tbod  retailer. 

Cerankosky  predicts  Super  Food 
will  earn  at  least  $1.30  a  share  for  the 
fiscal  year  ending  Aug.  31,  1992. 
(This  excludes  any  adjustments  relat- 
ed to  the  potential  Orlando  sale.)  So 
the  stock  sells  for  just  1 1  times  esti- 
mated earnings.  There  are  10.9  mil- 
lion shares  outstanding;  insiders  own 
under  10%.  IB 

Forbes  ■  February  3,  1992 


"This  is  the  way  you  always 
imagined  the  South  Pacific 
to  be" 


spoiled  ^^fi^!^£i3%^^y^R^xjrt'^ 

Forbes' 

adise. 


It's  the  vacation 
of  a  lifetime  for 
$2,100  a  week! 

f/i 


^^W^^aJcen  as  a  whole,  Fyi  is 
'      ■      "perhaps  the  most  idyllic  and 
^  ^  I        hospitable  archipelago  in  the 
•  ^  ■        South  Seas,  its  essence 

^^^     springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fyi  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  the  Bounty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  comer  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  frees 

and  wild  birds 

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  fravelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  fraditional 
full-blown  social  resort,  but  rather 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation are  enjoyed  at  the  atmospheric 
Plantation  House . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling/scuba  diving  (tanks  and 
weights  provided)  in  the  fransparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  fropical  fish  and 
specimen  shells 

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  detennined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific...  ■■ 


Fire  up  my  imagination! 
Send  me  a  free  color  brochure. 
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AT&T  •  AAL  •  ACM  Aviation,  Inc  •  Acidison  Flight  Services  •  Advertising  Illustration,  Inc  •  Aero  Flight  Service  •  Aerojet  General  Garporation  •  Aeroquip  Corporation  •  Aetna  Life 
Casualty  •  AIG  Aviation,  Inc  •  Air  Products  &  Chemicals,  Inc  •  Aircraft  Services  Group,  Inc  •  Alberto-Culver  Company  •  All  Phase  Electric  Supply  •  All-Star  Aviation  •  Allied-Sip 
Inc  •  Allmetal,  Inc  •  Alnasco  •  Aluminum  Company  of  America  •  Amax  Coal  Company  •  Amax  Incorporated  •  American  Express  •  American  Home  Products  Corporation  •  Americ 
International  Group  •  American-Maize  Products  Company  •  American  Television  &  Communications  •    ^  AmSouth  Bank  NA  •  Amway  Corporation  •  The  Anschi 

Corporation  •  Aqua  Glass  Corporation  •  ARA  Services,  Inc  •  Arco  Alaska,  Inc  •  Arco  •  Arizona  __jw^a>rj(_,„„„jm)im  Public  Service  Company  •  Armco  Inc 
Armstrong  International,  Inc  •  Ashland  5^  Oil,  Inc  •  Associated  Aviation  Underwriters  •  Auto  ^^^^^^ggg^g^  Wax  Company,  Inc  •  Aviation  Associati 
Inc  •  Aviation  Methods,  Inc  •  AVX  _,jtJ9K^I$i:SfKmrf — 'fg^        Corporation  •  The  B  F  Goodrich  _,.rf*^  Company  •  The  Backe  Group  •  Baldor  Elecn' 

Company  •  Ball  Corporation  •  Basler  ^SiS|jM||iPBi^^*  Electric  Company  •  Baxter  Health  Care  Corporation  •  Belk  Hudson  Company  •  Bell  Atlantic  Corporation^ 

Bergstrom  Inc  •  Berwmd  Corporation  •  Big   -i^^  Three  Industries,  Inc  •  Bil  Mar  Foods,  Inc  •  Bindley  Western  Industries,  Inc  •  Biomet,  Inc  •  Bissell  Inc  •  The  Black. 

Decker  Corporation  •  Black  S»-an  Jet  Chaner  •  The  BOC  Group,  Inc  •  The  Boeing  Company  •  Boise  Cascade  Corporation  •  Boston  Group  Services  •  BP  Amenca,  Inc  •  BP  Explocvi^ 
Alaska,  Inc  •  The  Brenlin  Group  •  Bridgemark  Associates  •  Bristol-Myers  Squibb  Company  •  British  Aerospace,  Inc  •  Brock  Candy  Company  •  Broome  Ranches  •  Brown  Group,  lac 
Browning  Ferris  Industries  •  Burlington  Industries,  Inc  •  Burlington  Northern  Railroad  •  Business  Aircraft  Center,  Inc  •  C  &  D  Plastics  •  C  &  S/Sovran  Corporation  •  Campbell  So. 
Company  •  Canadair  Challenger,  Inc  •  Capital  Cities/ABC,  Inc  •  Capital  Holding  Corporation  •  Cargill,  Inc  •  Carpenter  Technology  Corp  •  Caterpillar,  Inc  •  Centel  "^^ 

Corporation  •  Central  and  South  West  Corporation  •  Central  Capital  Corporation  •  Central  States  Diversified,  Inc  •  Cessna  Aircraft  Company  •  CF  Industnes  Inc  • 
CH2M  Hill  •  Champion  International  Corp  •  Chartair  Corporation  •  Chase  Manhattan  Bank  •  Chemed  Corporation  •  Chemical  Bank  •  Chesebrough-Pond's  USA 
Company  •  Chevron  Corporation  •  Chrysler  Pentastar  Aviation  •  Chubb  Corp  (Transit  Air  Services)  •  Cigna  Insurance  •  The  Coca-Cola  Company  •  Coca-Cola 
Enterprises  Inc  •  Colleen  Corporation  •  Collins  &  Aikman  Corporation  •  The  Colonial  Co  •  Colonial  Pipeline  Company  •  Columbine  Capital  Services,  Inc  •  Com-Corp  Industries 
Comdisco,  Inc  •  Conagra,  Inc  •  Concorde  Aviation,  Inc  •  Consulair  Corporation  •  Contel   ^       Service  Corp  •  Continental  Air  Transport  •  Coors  Brewing  Company  •  Coming,  Inc^ 
Corporate    '"W  Flight,  Inc  •  Corporate  Jets,  Inc  •  Corporate  Property  Investors         Jft^^»^     ^  v-i-nn^        •  Cox  Enterprises,  Inc  •  Coyne  Textile  Services  •  Crane  Compm 

•  Culbro  ..«^*^^^tv?!!>>m=gg;g°1^        Corporation  •  Cummins  Engine  Company,  ^^^g^g||gp^^^     i^^  ,  Cyclops  Industries,  Inc  •  DAD's  Products  •  Deere 
Company         ^^Sbja^jIBB^^^  •  DeKalb  Corporation  •  Demand  Care,  Inc  •     _,«— "^^^^^       Diemakers  Inc  •  Diversified  Energy,  Inc  •  The  Etow  Chemical  Company 
Dow           _»»«"^'^^^^        Coming  Corporation  •  Dow  Jones  &  Company,  Inc  •  DowBrands,  Inc  •  The  Dun  &  Bradstreet  Cotp  •  Duty  Free  Aviation,  Inc  •  E  I  du  Pont  de  Nemou' 
ar»d CompanyAZbnoco  •  Echlin  Inc  •  Electronic  Data  Systems  Corp  •  Emerson  Electric  Company  •  Emkay  Trading  Corporation  •  Enron  Corporation  •  FT  Stent    ^^  •  Falcon ]i 
Corporation  •  FCB/Leber  Katz  Partners  •  Federal  Express  Corporation  •  Federal  Paper  Board  Company,  Inc  •  Federal-Mogul  Corporation  •  Fiber  Materials,  Inc 

•  Fibrebond  Corporation  •  First  Mississippi  Corporation  •  First  Union  Corporation  •  Reming  Companies,  Inc  •  Flight  Services  Group  Inc  •  The  Flightstar 
Corporation  •  Florida  Power  &  Light  Company  •  Florida  P6wer  Corporation  •  FMC  Corporation  •  Ford  Motor  Company  •  Forstmann  Little  &  Company  •    -^  Fort  Howa; 
Corporation  •  Four  Winns  Inc  •  Fox  Valley  Corporation  •  Fred  Jones  Manufacturing  Co  •  Frito  Lay  Inc  •  Garan  Incorporated  •  Garrett  Turbine  Engine  Company  •  TTie  Gates  Cocpotstk^  ^ 

•  Geico  Corporation  •  Gencorp  Inc  •  General  Dynamics  Corporation  •  General  Mills,  Inc  •  General  Transportation  Corp  •  Genuine  Parts  Company  •  George  Banta  Company,  Inc 
George  Priester  Aviation  •  George  Shinn  Sports,  Inc  •  Georgia  Pacific  Corporation  •  Gerber     ■^  Products  Company  •  Giant  Group  LTD  •  Gilbert  Group.  Inc 

Glatfielter  Insurance  Group  •  Global  Air,  Inc  •  Golden  Eagle  Charters  Inc  •  The  Gorman-Rupp      .-^ftjMf"^ ""m        Company  •  Grain  Processing  Corp  •  Great  Lak^ 

Chemical  Corp  •  Grumman      ^^  Corporation  •  GTE  Directories  Corporation  •  GTE  ^iijmi^u0jjglfftli^^^    North  Incorporated  •  GTE  Northwest  •  GTE  Scrvi. 

Corporation  •  GTE  South,         i^^VJ^Slt'^ — "Tfc        ''^^      *      Gulfstream     Aerospace     ._---'''"^  Corporation  •  H  J  Heiru  Company  •  Haas  Group,  Inc  •  Hang:' 

One,      Inc      •      Harsco  ^^^^ctj^gjgifflgl^^m^    Corporation  •  HCA  •  Heidtman  Steel  Products,  Inc  •  Heilig-Meyers  Company  •  Henry  1  Siegel  Co  Inc  •  Herman  Miller,  Ii, 

•  Hershey  Foods  Corporation  •     ^-— ^  Hewlett  Packard  •  High  Valley  Group,  Inc  •  Hoechst  Celanese  Corporation  •  The  Home  Depot  Inc  •  HON  Industries  •  Honeywc 
Incorporated  •  Hook-SuperX,  Inc  •  Household  International,  Inc  •  Howmet  Corporation  •  Hughes  Aircraft  Company  •  Hytrol  Conveyor  Co,  Inc  •  IDS  Aircraft  Services  Corporation 
Imcera  Group  Inc  •  Imperial-Holly  Corp  •  Ingram  Industries  Inc  •  Inland  Container  Corporation  •  Intermedics,  Inc  •  International  Paper  Co  •  Invemed  Aviation,  Inc  •  lorn' 
Electric  Light  &  Power  •  Ivey's,  Inc  •  J  C  Penney  Company,  Inc  •  Jaymar-Ruby  Inc  •  Jericho  Inc  •  Jet  East,  Inc  •  Jon  H  Swisher  &  Son,  Inc  •       ^jk^.^     Johnson  &  Johnson  •  Johiwcl  3V 
Controls,  Inc  •  Johnston  Coca-Cola  Bottling  Group  •  Jostens,  Inc  •  Journal  Register  Company  •  Kansas  Paint  &  Color  Company  •  Keating    —""^^KM^^^^^^SSIt^^       Fibre,  Inc 
Kellogg  Company  •  Kelly-Spnngfield  Tire  Co  •  Kentucky  Fried  Chicken  Corporation  •  Kerr-McGee  Corporation  •  Key  Air,  Inc  •  KeyCorp  •           J^^^^^^^^^^^  K  i  m  b  a  I 


International,  Inc  •  Kimberly-Clark  Corporation  •  The  Kingsford 
Showcase  Shoppes  •  Lands'  End,  Inc  •  Learjet  Corporation  •  The  Lee 
Company  •  Liberty  Mutual  Insurance  Co  •  Lincoln  National  •* 
Louisiana-Pacific  Corporation  •  Lowe's  Companies,  Inc  •  Lucas 
Hanover  Corp  •  Marcus  Management,  Inc  •  Martin  Marietta 
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Products  Company  •  Kman  Corporation  •  Knight-Ridder,  Inc  •  The   Kroger  Co   •    La-Z-Bcf  -- 

Apparel  Co,  Inc  •  Leeson  Electric  Corporation  •  Lewis  Foods,  Inc  •  Libbey-Owens-Foij  j 
Corporation  •  Lockheed  Corporation  •  Loews  Corporation  •  Lohman  Companies 
Western,  Inc/Lucas  Aerospace  'MA  Hanna  Company  'MS  Air  Inc  •  Manu^cture 
Corporation  •  Massachusetts  Mutual  Life  Insurance  Co  •  Maytag  Corporation  •  McCormick  &  Co  Inc  '. 
McDavid  Oldsmobile,  Inc  •  The  Mead  Corporation  •  Medici  Investment  Co  •  Medusa  Corporation  •  Meisner  Aircraft,  Inc  •  Meredith  Corporation  •.Meridii|  ^ 

Bancorp,  Inc  •  Merrill  Lynch  &  Company  •  Metal  Industries,  Inc  •  Metropolitan  Life  Insurance  Co  •  Michigan  Dept  of  Trans,  Bureau  of  Aeronaurics  •  Mid-Sou 

Millwork,  Inc  •  Midwest  Coca-Cola  Bottling  Co  •  Million  Air  Dallas  •  Mobil  Corporation  •  Modine  Manufacturing  Company  •  Mohawk  Paper  Mills,  Inc  •  Moruanr  "■ 
Company  •  Morrison  Knudsen  Corporation  •  Mtel  •  Multimedia,  Inc  •  Mutual  of  Omaha  •  NYS  Elec  &  Gas  Corp  •  National  Gypsum  Company  •  NarioruJ  Medical  Care,  Inc  •  Nationl  gg 
Medical  Enterprises,  Inc  •  Nationwide  Mutual  Insurance  Co  •  NCNB  Corporation  •  Nebraska  Dept  of  Aeronautics  •  The  New  York  Times  Company  •  Niagara  Mohawk  Power  CoTporatiC| 

•  Nolte  and  Associates  •  Nordstrom,  Inc  •  Norfolk  Shipbuilding  &  Drydock  Corp  •  Nonheast  Jet  Company,  Inc  •  Northem  Telecom  LTD  •  Northwest  Pipeline  Corporation  •  O'Neal  Ste- 
Inc  •  Ogden  Management  Services,  Inc  •  Olin  Corporation  •  Oliver  Wight  Companies  •  Ontario  Corporation  •  The  Original  Honey  Baked  Ham  Company  of  ^^        Georgia. 
Orinda  •  Oryx  Energy  Company  •  Outboard  Marine  Corporation  •  Owens-Coming  Fiberglas  Corp  •  Ower\s-lllinois  General  Inc  •  Oxy  USA  •  Paccar  Inc  • 
Pacific  Gas  and  Electric  Co  •     «^         Pacitti.  Robbins  &  Anglin  Inc   •   Panhandle  Eastern      ^^         Corporation  •  Panorama  Flight  Service 

Inc  •  PASL.  Inc  •  Peoples       -^j^a -si^  _^.;.^««l^        Gas  System,  Inc  •  Pepsico,  Inc  •  Personal     .«.*'^^S#v5^rs2^^^^^    J^'    Charter,     Inc     •    -— «^  '  Petrolit 

Corporation    •    Philip  ^^^fajM|^SiWi^  Crosby  Associates,  Inc  •  Philip  Morris  "^••tep^jBiP*^^^  Management  Corp  •  Phillips  Petroleum  Company 

Phillips  Plastics  Corporation      -^^'*^^^^^«  The  Pillsbury  Company  •  Pinewood,  Inc  •  Pizza  Hut,     -""""'^  Inc  •  Precision  Beanng  Company  •  Premark  Intemanonal,  Inc 

Price  Aviation  Inc  •  Price  Productions  Inc  •  Pnnce  Corporation  •  The  Principal  Financial  Group  •  Prisma  Leasing  Corporation  •  The  Procter  &  Gamble  Company  •  Proffitt's  Inc  •  Promi  ^ 
Companies  Incorporated  •  Purcell  Tire  and  Rubber  Co  •  Quadion  Corporation  •  Rabton  Purina  Company  •  Ramsey  Financial  Corporation  •  Raytheon  •  Reader's  Digest  •  Red  Root  Inn 
Inc  •  Refco,  Inc  •  Rhode  Island  Dept  of  Trans/Division  of  Airports  •  Rochester  Telephone  Corporation  •  Rogers  Group,  Inc  •  Rosemount,  Inc  •  Royal  Insurance  •  S2  Yachts,  Inc  •  Sat 
Flight  Instrument  Corp  •  Samedan  Oil  Corporation  •  Schering-Plough  Corporation  •  Scott  Paper  Company  •  Sea  Ray  Boats,  Inc  •  Seattle  Baseball  Management  Corp  •  Servic 
Merchandise  Company  Inc  •  7 1 1 MF  Limited  Parmership  •  Shell  Oil  Company  •  Shiloh  Corporation  •  Silver  Dollar  City,  Inc  •  Sonoco  Products  Company  •  Sony  •  Source  Air  Coqnratio 

•  South  Dakota  Dept  of  Trans  •  SouthEast  Bank,  NA  •  Sprite-Flite  Jets  Inc  •  SPX  Corporation  •  Square  D  Company  •  The  Stanley  Works  •  Steelcase  Inc  •  Stockwood,  Inc  •  Su 


Company,  Inc 
Insurance 
Texaco  Inc 
Realty      & 
E !  e  c  1 1  i  c  a  I 


•  Sun  Pipe  Line  Company  •  Sunshine-Jr  Stores,  Inc  •  Super  Food  Services,  Inc  •  Super  Valu  Stores,  Inc  •  Syntex  Communications  •  Taco  Bell  Corporation  •  TO 
Services  •  Teal  Aviation  •  Tecumseh  Products  Company  •  Teleflex  Inc  •  Temple-Inland,  Inc  •  Terra  International,  Inc  •  Tesoro  Petroleum  Coqxiration 
•  Texas  Instruments  Inc  •    ^  Textron  •  Therm-O-Disc  •  Thiokol  Corporation  •  Thomas  Industries,  Inc  •  Time  Inc  •  Tishi 

Construction  •  Transco  |^|j"^j  Energy  Company  •  The  Travelers  Insurance  Co  •  Trendwav  Coiporatioo  •  Tristai 

Supply  Co  Inc  •  True  Oil  Company  •  TRW     -^'^K^^Hj^^^P^   Inc  •  Twin  Disc,  Incorporated  •  Tyson  Foods,  Inc  •  U  S  Fideliry  &  Guaranty  Co 
US  West,  Inc  •  UNC  Incorporated  •  UNIFI  Incorporated  •  Union    _^^,^    Camp  Corporation  •  Union  Carbide      ^^  Corporation    •    Union   Pacifi 

Corporation  •  Union  Pacific  Railroad  •  Unisys  Corporation  •  United  Dominion  Industries  •  United  Engineers  .^^-^jfijtS**^^^^^^^  Constructor] 
International  lnc»  United  Foods  Incorporated  •  United  International  Holdings,  Inc  •  United  Technologies  Corp  •  United  '^^ItajjjjKBBii^^^  Telecotnmuni 

Inc  •  The  Upjohn  Company  •  US  Healthcare  •  UST,  Inc  •  Virginia  Dept  of  Aviation  •  VF  Corporation  •  Virginia  Power  •      — *^  Volkswagen  cA 

Inc  •  W  D  I  A  Corporation  •  W  R  Grace  &  Co  •  Wal-Man  Stores,  Inc  •  Walter  Industries  Inc  •  Warner-Lambert  Company  •  The  Washington  Water  Power  Co  •  Waterloo  litdusrries,  !n| 
•  Wausau  Insurance  Companies  •  Wayfarer  Ketch  Corporation  •  Weldon  F  Stump  &  Co,  Inc  •  Westpoint  Pepperell,  Inc  •  Wetterau  Incorporated  •  Weyerhaeuser  Company  •  Whiripoil 
Corporation  •  The  Whitewind  Company  •  Wichita  Air  Services,  Inc  •  The  Williams  Companies  •  Windstar  Aviation  Corp  •  Wyoming  Aeronautics  Commission  •  Xerox  •  Yatej 
Petroleum  Corporation  •  York  International  Corporation  •  Labor  Union  Contributing  Aircraft  Seats  to  CAN:  International  Association  of  Machinists  and  .AerospaceWorkei 


FOR  TEN  YEARS,  A  VERY  SPECIAL  AIR  FORCE 
HAS  BEEN  BAHLING  CANCER. 

For  the  past  decade,  the  Corporate  Angel  Network  has  If  you  can't  spot  your  company  name  in  the  lineup 

provided  over  4,000  cancer  patients  with  a  much^eeded  above,  act  now  to  help  cancer  patients  fly  in  comfort 

lift.  Nearly  500  major  U.S.  corporations  have  made  the  and  dignity.  To  join  this  elite  squadron.  call_Corporate 

occasionally  empty  seats  on  their  business  trips  available  Angel  Network  at  (914)  328-1313.  You'll 

to  cancer  patients.  These  patients  must  often  travel  be  giving  a  cancer  patient  the  lift  of 

many  miles  from  home  for  specialized  treatment.  a  lifetime. 


call  Corporate 
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EDITED  BY  DERO  A.  SAUNDERS 


fhe  more  things  change . . ." 
years  ago  in  Forbes 

lOM  THE  ISSUE  OF  Feb.  4,  1922) 

?his  is  a  time  for  courage .  Business  is 
Issing  through  that  rather  darlc  hour 

lich  proverbially  precedes  the  dawn, 
the  war  boom  was  nearing  its 

*st  few  men  or  concerns  had  the 
Lurage  to  retrench  rigorously.  What 
!  called  for  now  is  courage,  not  to 
Itrench,  but  to  prepare  actively  and 
Wessively  for  the  period  of  expan- 
)n  [expected]  this  spring.  .  .  ." 

e  latest  report  on  the  cost  of 
/ing  by  the  National  Industrial  Con- 
rence  shows  that  prices  now  are 
3.3%  below  the  peak  reached  in  July, 
?20.  Food  has  decreased  31%;  cloth- 
ig,  39%;  and  sundries,  4%.  .  .  ." 

0  years  ago 

^ROM  THE  ISSUE  OF  Feb.  1, 1932) 
Investigate  the  concerns  that  have 
one  ahead  during  1930-31,  and  in 
most  every  instance  you  will  find 
lat  demand  was  stimulated  by  novel- 
{.  Demand  for  the  old,  the  ordinary, 
as  been  distincdy  subnormal.  But 
me  and  time  again  it  has  been  dem- 
nstrated  that  the  people  can  find  the 
loney  to  buy  that  which  particularly 
ppeals  to  them  as  being  new  and 
ttractive." 


^^ROM  the  issue  OF  Feb.  1, 1942) 


"Many  companies  are  still  anti- 
feminist  as  far  as  industrial  work  goes. 
However,  signs  multiply  that  wom- 
en's place  in  industry  soon  will  be 
gready  improved.  Like  it  or  not,  in- 
dustry must  face  the  facts.  Women  are 
one  answer  to  the  acute  labor  short- 
age. In  England,  they  are  active  in  all 
fields,  while  almost  50%  of  British 
aircraft  workers  are  women." 

"Figures  just  released  show  that 
American  Airlines  carried  1,202,816 
revenue  passengers  during  1941 ,  thus 
becoming  the  fiirst  air-transport  com- 
pany in  the  world  to  carry  a  million  or 
more  persons  a  year." 

25  years  ago 

(From  THE  issue  OF  Feb.  1, 1967) 


Newcomer  Leaijet's  hot  Model  24 
executive  jet. 


"To  many  outside  lookers -in,  the 

executive  airplane  may  seem  a  costiy 
frill,  a  jet-age  version  of  Commo- 
dore Vanderbilt's  private  railroad 
train.  But  this  just  isn't  so;  executive 
planes  today  are  as  much  a  part  of 
corporate  communications,  of  top- 
level  control  of  sprawling  operations 
as  are  computers." 

"Although  sexy  paperbacks  carry  a 

high  profit  margin  and  are  good  traf- 
fic builders  for  drugstores,  the  500- 
store,  $500-million-a-year  Walgreen 
Co.  refijses  to  carry  them.  Also  on 
Walgreen's  proscribed  list:  Playboy 
magazine.  Says  Charles  R.  Walgreen, 
chairman  and  son  of  the  company's 
founder:  'We  just  don't  think  it's 
good  business  to  have  these  items 
displayed  in  a  store  frequented  by  so 
many  families.'  " 


years  ago 


WorM  War  ir«  famed 
Roeie  the  Riveter. 


Baclcyard  iron  furnaces  of  Mao's 
Great  LAap  Forward  were  a  great  flop. 


"  'If  they  come  out  of  Washington 
clean,'  one  mutual  ftind  man  said, 
'they  should  be  enormously  popular.' 
He  was  speaking  of  the  latest  new 
merchandise  thought  up  by  his  indus- 
try, the  dual  ftinds.  These  are  closed- 
end  investment  companies  with  two 
classes  of  shareholders.  One  class  gets 
all  the  income  fi-om  the  entire  portfo- 
lio, the  other  all  the  capital  gains." 


10 

(From  THE  ISSUE  OF  Feb.  18, 1982) 
"Whoosh!  Malcolm  Forbes'  dart 
landed  on  the  board  precisely  on  the 
listing  for  a  company  called  Texas  Oil 
&  Gas.  That  was  in  1967.  Since  then 
TO&G  has  gone  up  4,099%.  Which  is 
why  the  famous  Forbes  Dart  Board 
Fund  continues  to  beat  the  market 
and  outperform  the  majority  of  mar- 
ket sages." 

"The  levels  of  bad-debt  reserves  at 

U.S.  banks  were  moving  upward  by 
the  end  of  1981,  but  the  motive 
doesn't  seem  to  have  been  those  'the- 
check-is-in-the-mail'  communiques 
out  of  Warsaw.  American  bankers 
were  more  concerned  about  the  big 
troubles  of  International  Harvester, 
the  beleaguered  Chicago-based  agri- 
cultural machinery  firm.  Harvester  ac- 
tually had  bigger  immediate  debts 
v^th  its  200  bank  creditors  than  Po- 
land did  with  the  460  institutions  it 
was  beholden  to — $4.2  billion,  com- 
pared widi  $2.4  billion."  Wm 
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Give  na-u0ht,£iet  same. 
Give  much,  ^et  same. 

Working  at  what  you  enjoy 
is  far  more  important  than 
what  you're  working  at. 

A^food  heart  can  no  more 
be  concealed  than  a  bad  one. 

A  hug's  a  happy  thing 
while  a  shrug's  so  often 
destructive. 

There  are  no  exceptions 
to  the  rule  that  everybody 
likes  to  he  an  exception 
to  the  rule. 

If  you're  looking  for 
perfection,  look  in  the 
mirror.  If  you  find  it 
there,  expect  it  elsewhere. 

-Malcolm  Forbes 


A  Text ... 

The  words  of  the  Lord 
are  pure  words:  as 
silver  tried  in  a  furnace 
of  earth,  purified  seven 
times.  Thou  shalt  keep  them, 
O  Lord,  thou  shalt  preserve 
them  from  this  generation 
for  ever, 
-Psalms  12:6-7 


Sent  in  by  Mr.  CM.  Bakko,  Ex- 
celsior, Minn.  What's  your  fa- 
vorite text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to 
senders  of  texts  used. 


The  future  is  a  great  land; 
a  man  cannot  go  around  it  in 
a  day;  he  cannot  measure  it 
with  a  bound;  he  cannot  bind 
its  harvests  into  a  single 
sheaf.  It  is  wider  than 
vision,  and  has  no  end. 
-Donald  G.  Mitchell 

The  future  is  like  heaven — 
everyone  exalts  it  but  no  one 
wants  to  go  there  now. 
-James  Baldwin 

Future:  That  period  of  time 
in  which  our  affairs  prosper, 
our  friends  are  true  and 
our  happiness  is  assured. 
-Ambrose  Bierce 

You  can  never  plan  the 
future  by  the  past. 
-Edmund  Burke 

We  steal  if  we  touch 
tomorrow.  It  is  God's. 
-Henry  Ward  Beecher 


Only  mothers  can  think  of 
the  future,  because  they  give 
birth  to  it  in  their  children. 
-Maxim  Gorky 

If  a  man  carefiilly  examine 
his  thoughts  he  will  be 
surprised  to  find  how  much 
he  lives  in  the  future.  His 
well-being  is  always  ahead. 
Such  a  creature  is  probably 
immortal. 
-Ralph  Waldo  Emerson 

The  man  least  dependent 
upon  the  morrow  goes  to  meet 
the  morrow  most  cheerfully. 
-Epicurus 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  tO:  Forbes  Books,  P.O.  Box  1 1234, 
Des  Moines,  lA  50340.  Add  sales  tax  on  orders  m 
New  York  State  and  other  states  where  applicable. 


The  trouble  with  our  times 
is  that  the  future  is  not 
what  it  used  to  be. 
-Paul  Val^ry 

Everyone's  fiiture  is,  in 
reality,  an  urn  flill  of 
unknown  treasures  from  which 
all  may  draw  unguessed  prizes. 
-Lord  Dunsany 

To  pierce  the  curtain  of  the 
future,  to  give  shape  and 
visage  to  mysteries  still  in 
the  womb  of  time,  is  the  gift 
of  the  imagination.  It  requires 
poetic  sensibilities  with  which 
judges  are  rarely  endowed  and 
which  their  education  does 
not  normally  develop. 
-Felix  Frankfurter 

I  like  the  dreams  of  the 
fiiture  better  than  the  history 
of  the  past. 
-Thomas  Jefferson 

He  who  lives  in  the  future 
lives  in  a  featureless  blank; 
he  lives  in  impersonalit)'; 
he  lives  in  Nirvana.  The  past 
is  democratic,  because  it  is 
a  people.  The  future  is 
despotic,  because  it  is  a 
caprice.  Even'  man  is  alone 
in  his  prediction,  just  as 
each  man  is  alone  in  a  dream. 
-G.K.  Chesterton 

They  gave  each  other  a  smile 
with  a  fiiture  in  it. 
-Ring  L\rdner 

An  author  is  a  fool  who, 
not  content  with  ha\ing 
bored  those  who  have  lived 
with  him,  insists  on  boring 
fijture  generations. 
-Montesquieu 

My  interest  is  in  the 
fiiture  because  I  am  going 
to  spend  the  rest  of 
my  life  there. 
-Charles  F.  Kettering 
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^amp  by  the  sea 


BURLINCAME  PUBUC  LIWUMV 


The  cost  of  tort:  $300  billion  a  year  and  growing      ^ 
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British  Petroleum 
Chairman 
Robert  Horton 

I  am  determined 
to  mal(e  this 
organization  a 
damned  sight 
quicker  and 
smarter  than 
the  opposition. 
And  you  do  that 
by  releasing  the 
ingenuity  of 
your  people." 
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CREATIVITY: 


One  of  the  ways  GE  Capital  hrin^s  good  things  to  life. 


You've  got  a  financing 
problem.  And  most  lenders 
have  a  solution.  Maybe  three 
or  four  solutions.  Maybe  the 
same  three  or  four  off-the-shelf 
solutions  they  offer  to  everyone. 

At  GE  Capital  we  approach 
your  problem  with  an  open 
mind.  A  can-do  attitude.  And 
the  creativity  to  structure  the 
right  financial  package  to  meet 
your  needs. 

We  emphasize  creative 
thinking.  We'll  sit  down  with 


Since  1984  GE  Capital  Mortgage 
Insurance  has  helped  more  than  a 
million  buyers  get  the  home 
of  their  dreams  with  as  little 
as  five  percent  down.  Our 
coverage  protects 
originators,  enabling  them 
to  write  mortgages  with 
down  payments  more 
families  can  afford. 


If 


On  two  occasions  when  Magma  Copper 
needed  to  lease  $5  million  worth  of  rock 
trucks  they  went  with  a  bidder  who,  it 
turned  out,  could  not  meet  the  terms  and 
the  time  requirements.  Both  times 
Magma  asked  GE  Capital  to  step  in.  We 
were  able  not  only  to  close  both  deals 
on  schedule,  but  to  devise  lease 
structures  that  provided  off-balance- 
sheet  financing  with  a  fixed 
purchase  option. 


you  and 
get  a  thorough 
understanding  of  your 
problems.  Then  we'll  go  to 
work.  And  we  won't  rest  until 
we've  come 
up  with  a 


solution  that  meets  your 
requirements. 

This  creative  approach  has 
been  helping  customers  since 
1932.  And  it's  helped  us  grow 
into  a  company  with  $70  billion 
in  assets,  a  triple-A  credit  rating, 
and  a  client  list  that  includes 
some  of  America's  best  known 
companies. 

Creativity.  Experience. 
Reliability.  Qualities  that  have 
helped  GE  Capital 
bring 
financial 
solutions  to  life  for  nearh 
60  years.  Give  us  a  call  at 
1-800-243-2222  to  find  out  how 
we  can  help  \'ou. 

GE  Capital's  Geico  Space  is  the  largest 
supplier  of  modular  buildings  in  the  U.S. 
Over  the  years,  we've  responded,  often 
within  hours,  to  customer  needs.  When 
Hurricane  Hugo  pounded  St  Croix,  we 
rushed  four  buildings  to  the  island  by 
barge  so  that  a  construction  company 
could  set  up  temporary  offices. 


GE  Capital 

We  bring  good  things  to  life. 
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My  department's  under  fire 


■i':v. 


CaU  1-800-231-5800 

(ext  213) 


Times  are  tough.  You  can't  count  on  things     insurance  for  tough  times.  xA.nd  the  best  way  to  do 
getting  easier.  And  you  can't  afford  to  tal<e     that  is  with  Dale  Carnegie!  the  training  used  by  over 
your  future  for  granted.  Here's  what     400  of  the  FORTUNE  500.  And  by  tens  of  thousands  of 
you  can  do:  Invest  in  your  own  ability  to  grow,     professionals  e\'ery  year.  It's  the  right  training  for  the 
to  be  more  confident,  more  decisive  and  to  make     real  world. 

the  most  of  challenging  situations . . .  with  Dale         CaU  1-800-231-5800,  ext.  213  to  request  a  free  copy 

Carnegie'  Professional  Training,  i 1  of  "How  To  Win,"  a  guide  to  professional 

Investing  in  yourself  is  your  best      THE  RiGHT  TRAINING      training  and  development. 
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i  "Japan  Telecom  is  one  of  the  fastest 
growing  companies  in  the  newly- 

i  deregulated  world  of 
Japanese  telecom- 
munications. 

"We  accomplished 
this      by      staying 
responsive  to  our  cus- 
tomers' needs.  In  tele- 
communications,   this   demands 


CUSTOM 

SOFTWARE 

AND  SERVICES 

MAKE  THE 

DIFFERENCE. 


flexibility,  speed,  reliability:  aft: 
qualities  Digital  helps  us  pro\icl  v. 
with  its  ability  to  ctt  ip 
tomize  software  an'  i 
offer  Systems  Int  t 
gration  services. 

"Digital  helped  t  t 
plan,   design,   an 
implement    custoi 
applications  that   manage  ou  s 


AS     FROM 


I  G  I  T  A  L 


tire  lease-line  and  public  tele- 
phone network.   We  use  these 

pplications  to  integrate  and  con- 
ai  "ol   services  on   our  network. 

Vie  can  efficiently  add  or  expand 

ervices  simply  by  changing  the 

ofrware. 
"The  custom  software  and  the 

AX    computers  adapt  to  chang- 
j|iig  environments  without  disrup- 


ji 


tion.  This  is  vital  in  helping  us  get 
new  telecommunications  services 
to  market  quicker;  and  at  less  cost. 
For  instance,  we  recently  intro- 
duced a  new^  800  service,  ahead  of 
the  competition. 

"We  are  opening  many  lines  of 
communications  for  our  customers. 
As  their  needs  change,  Digital  will 
be  our  best  response  for  the  ftiture" 


For  more  information  on  how^ 
Digital's  flexible  solutions  can 
help  you  win  in  w^hatever  field 
your  company  competes,  write 
to  Digital  Equipment  Cor- 
poration, HI  Powdermill  Road, 
MS01/K29  Maynard,  MA 
01754-1418.  Or  call  your  local 
Digital  sales 
office. 


Hhe  open  advantage. 


©  Digital  Equipment  Corporation  1991 .  The  DIGITAL  logo  and  VAX  are  trademarks  of  Digital  Equipment  Corporation. 
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;EFORE  YOU  FILL  THESE  OPENINGS,  INTERVIEW  SOME 

,  OUTSTANDING  CANDIDATES.  Selecting  the  right  vehicles  for 
your  company  can  involve  some  tough  decisions.  Fortunately,  Mazda  has  all 

the  necessary  qualifications  to  meet  your  complex  fleet  needs.  Consider  the  all-new 

929  luxury  sedan  and  the  exceptionally  well-appointed  626. 

Both  are  backed  by  an  outstanding  36-month/50,000-mile, 

"bumper-to-bumper," no-deductible  warranty.*  Now,  combine 

all  this  with  an  established  reputation  for  quality,  perfor- 
mance, and  high  resale  value,  and  you  can  see  why  Mazda 

sedans  would  make  outstanding  additions  to  your  company. 

To  arrange  an  interview  at  your  earliest  convenience,  call 

Mazda  Operations  at  1-800-45-FLEET  today. 


*See  your  Mazda  Dealer  for  limited-warranty  details, 
>  1991  Mazda  Motor  of  America,  Inc. 


Mazda  929 


Mazda  626 
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if  you  ever  had  to  replace  all>Ms, 
where  would  you  begin?"/     k  | 


'With  our  insuraike  from  Chubb.' 

■BOM  MflaoKyr-  ^-:.aiiiiVPBiiB      ^^ 


I  I, 
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The  memories  of  a  home  that's  been  in  the  family  for  generations  can  never  be 
replaced.  But  a  replacement  insurance  policy  from  Chubb  can  restore  a  unique  property  should  it 
ever  be  damaged. 

Chubb  appraisers  carefully  note  unique  architectural  details  and  construction  materials, 

creating  a  valuable  record.  With  this  complimentary  inspection  and  an  estimate  of  your  true 

insurance  needs,  you  can  be  assured  that  your  home  will  not  only  be  covered  for  its     wmk 

replacement  costs,  but  the  replacements  will  be  as  authentic  as  possible.  Ask  your       ^| 

agent  or  broker  about  Chubb,  or  call  1  -800-36  CHUBB.  H 

CI 

For  prumotion.jl  purposes,  C'huhb  reters  to  member  insurers  of  the  Chuhb  Group  of  Insurance  Companies  who  issue  coverage. 
t"huhh  IS  proud  to  participate  in  "American  Playhouse."  Watch  for  it  on  PBS.  Photographed  at  The  Point,  Saranac  Lake,  New  York. 
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Calculated  risk 

Do  YOU  FIND  Stocks  too  riskv,  at  an  average  27  times  trailing  12- 
month  earnings?  Short-term  Treasur\'  bills  too  pale,  with  4%  yields? 
Forbes'  Bill  Baldwin  explains  why  a  diversified  portfolio  of  bond 
funds  is  a  plausible  alternative  to  stocks  and  T  bills — and  shows  you 
how  to  create  one.  What  does  the  mathematics  of  statistical  a\'erages 
have  to  do  with  it?  Read  Bill's  story,  "Fixed-income  strateg)'  for  fiind 
buyers,"  starting  on  page  152.  Our  semiannual  update  of  ratings  on 
656  funds  follows,  supervised  by  Baldwin  and  Steve  Kichen. 

The  toi^  tax  and  protectionism 

In  the  process  of  fact  checking  one  of  the  articles  in  this  issue,  Jean 
Chatzky'  asked  me  about  a  line  mentioning  the  Scientologists.  From 
a  factual  and  legal  point  of  view,  the  line  posed  her  no  problem.  "But 
you  should  know,"  she  said,  "the  Scientologists  are  suing  people  for 
saying  the  same  thing."  Should  we  say  what  we  wanted  to  say, 
thereby  risking  a  frivolous 
but  expensive  lawsuit?  Or 
let  another  party  tell  us 
what  to  say? 

Multiply  this  small  exam- 
ple many,  many  times  over 
and  you  have  a  part  of  what 
Leslie  Spencer  calls  "the 
tort  tax."  As  most  business 
people  know,  the  country's 
tort  system  is  running 
amok.  The  direct  cost  of 
tort  litigation — now  some 
$184  billion  a  year  and 
growing  in  double  digits — 
makes  U.S.  goods  and  services  ever  rtiore  expensive.  Worse  are  torts' 
indirect  costs,  among  them  the  chilling  effect  on  innovation  created 
by  the  fear  of  being  sued.  Spencer's  stor)'  starts  on  page  40. 

Speaking  of  the  competitiveness  of  American  industr\',  Jerr\'  Flint 
fears  U.S.  automakers  are  now  so  far  behind  the  Japanese  that  only 
government  protection  can  save  them.  Few  Forbes  editors  think 
much  of  protection — it  didn't  seem  to  help  British  industn'  much — 
but  Flint  made  a  good  case  that  the  big  three  are  too  important  to  let 
fall,  and  we  let  him  make  his  plea.  "The  case  for  protection"  (page 
44)  sounds  themes  that  will  be  heard  often  this  election  year. 

on  at  $25? 

Our  Houston  bureau's  Toni  Mack  regularly  writes  about  oil — an 
industry  where  top  executives  tend  to  be  cautious  and  conscnative. 
Robert  Horton  is  neither.  Chief  executi\e  of  British  Petroleum, 
Horton  told  Mack  he  expects  oil  to  hit  S25  a  barrel  by  mid-decade. 
Highly  leveraged  to  the  price  of  crude,  bp's  earnings  would  double  if 
that  price  were  reached.  But  Horton  isn't  idly  waiting.  He  believes 
that  to  make  bp  quicker  and  smarter  than  its  competitors,  he  must 
hack  away  at  its  bureaucracy  and  create  an  upward  flow  of  ideas  from 
the  company's  118,050  workers.  How  is  he  approaching  this 
challenge?  Read  "Eager  lions  and  reluctant  lions"  on  page  98. 


The  big  three  chairmen  in  Tokyo 
Can  protection  alone  save  them? 


UUiA^MA^UX.     /X^^^MA^ 


ManaKine  Editor 
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Nightmare  Scenario  #2 

THE  RUNAWAY 
CASH  SUCKER 


''Why  didn't  someone  tell  me  this  @$!?& 
network  would  cost  so  much?" 


A 


lot  of  executives  go  pale 
when  they  see  how  much 
their  computer  networks  are 
really  costing  them. 

"What's  with  all  this  new  pay- 
roll?" they  ask.  "I  thought  this  thing 
was  going  to  save  us  money." 

Too  late.  They're  strapped  to  a 
runaway  cash  sucker  and  heading 
downhill  fast. 

The  fact  is,  the  real  economics  of 
running  a  computer  network  are 
never  even  mentioned  by  the  peo- 
ple trying  to  sell  you  one. 

And   not  knowing   can   cost 
,  you  plenty. 

Research  proves  Banyan 

more  cost-effective  than 

Novell,  IBIVI,  DEC  and 

IVIicrosoft. 

Which  brings  us  to  the  research 
report  offered  free  on  this  page. 

It  was  compiled  by  the  Business 
Research  Group,  and  shows  how 

Time  Required  To 

Add  A  Network-Wide  Sen/ice 

Banyan 
VINES 

Novell 
Netware 

IBM  LAN 
Server 

DEC 
Pathworks 

LAN 
Manager 

0     20     40 
Business  Research  Group/Newton,  MA  bc16D 

For  sheer  cost-effectiveness. 
Banyan  surpasses  everyone. 


60     80     100    120     140    160 
Minutes 


Banyan,  Novell,  IBM,  DEC,  and 
Microsoft  stack  up  against  each 
other  in  cost  of  operation. 

What  BRG  did  was  to  interview 
the  day-to-day  LAN  managers  at 
180  different  organizations  about 
the  length  of  time  required  to  exe- 
cute 1 1  typical  network  functions. 


Send  for  this  impartial  survey 

of  network  cost-efficiency.  It's  full 

of  hard,  actionable  data. 

Banyan  won  in  all  11  categories. 
Often  by  astounding  margins. 

Whatever  the  job,  administrators 
of  Banyan  VINES  networks  were 
able  to  do  them  faster. 

And  faster  translates  into  smaller 
staffs  and  lower  cash  outlays. 

Banyan  won  across  the  board 
because  our  unique  integrated 
architecture  greatly  simplifies 
administration.  With  Banyan 
VINES,  cost-efficiency  is  built  in 
from  the  beginning. 


Computer  networks  are  rapidly 
becoming  indispensable  to  busi- 
ness. So  understanding  the  true  cost 
of  networking  is  now  critical. 

The  BRG  report  is  a  good  place 
to  start.  This  is  a  real-world  report 
based  on  the  testimony  of  actual 
network  managers. 

Banyan  is  the  world  leader  in 
simplifying  the  use  and  manage- 
ment of  networks — and  we  can 
show  you  why. 

For  your  free  copy 

of  the  BRG  report, 

call  1-800-828-2404. 


FO 

Please  send  this  coupon  to:  BANYAN, 
120  Flanders  Road,  Westboro,  MA  01581 
1-800-828-2404. 
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EDITED  BY  EDWARD  GILTEHAN 


Pro-action 

In  December  Centel  Corp.  Chair- 
man John  Frazee  told  Forbes  that 
Centel's  NYSE-listed  shares — then 
trading  at  30 — were  undervalued  by 
half  (Dec.  23,  1991).  The  market, 
seemingly  preoccupied  b}'  the  Chica- 
go-based independent  telephone 
company's  $1.4  billion  in  debt,  was 
overlooking  the  appeal  of  Centel's 
telephone  companies  and  cellular  op- 
erations in  places  like  Las  Vegas, 
Charleston,  S.C.  and  Norfolk,  Va. 

On  Jan.  23  Frazee,  47,  took  mat- 
ters into  his  own  hands.  He  put  Cen- 
tel on  the  block,  hiring  Goldman, 
Sachs  and  Morgan  Stanley  to  find 
buyers  or  partners.  By  the  end  of  the 


I  John  Medlin  Jr. 
I  of  Wachovia  Corp. 
^  Cleaning  assets 
as  he  moves  along. 


Centel  Chairman  John  Frazee 
Inviting  suitors  to  call. 


day,  Centel's  shares,  which  had  al- 
ready risen  23%  since  the  Forbes  sto- 
ry, closed  at  46,  up  nine  points. 

"Instead  of  just  sitting  around  and 
waiting,  we  decided  to  act,"  says  Fra- 
zee, who  reckoned  that  Centel's  as- 
sets were  bound  to  attract  suitors  in 
the  rapidly  consolidating  telecom- 
munications business.  No  offers  are 
currentiy  on  the  table,  but  suitors 
from  the  Bell  operating  companies  as 
well  as  cellular  and  cable  TV  compa- 
nies are  likely  to  come  courting. 

-Gary  Slutsker 


Growing  pains 

Wachovia  Corp.  is  conser\'ative 
when  it  comes  to  making  loans,  but 
it's  not  afraid  to  take  intelligent  busi- 
ness risks.  Forbes  praised  the  North 
Carolina  bank,  then  the  nation's  30th 
largest  (assets,  $26  billion),  for  its 
cautious  lending  and  clean  balance 
sheet  (Nov.  12,  1990). 


Chairman  John  Medlin  Jr.,  who 
joined  the  bank  in  the  1950s  when  it 
was  still  cleaning  up  its  Depression- 
era  loans,  is  bouncing  over  a  rough 
patch  himself  right  now.  In  its  fourth 
quarter,  ended  Dec.  31,  Wacho\ia 
took  a  $138  million  charge  against 
earnings  to  bring  the  books  of  recent- 
ly acquired  South  Carolina  National 
Corp.  in  line  with  Wachovia's  strict 
accounting  standards.  That  saddled 
Wachovia  with  a  $41  million  quarter- 
ly loss  and  helped  slice  ftill-year  earn- 
ings by  35%,  to  $230  million.  Medlin 
isn't  apologizing.  "It's  unlikely  we 
would  ever  find  a  bank  as  conser\ative 
as  ours.  If  you  want  to  do  a  merger, 
you  just  have  to  clean  it  up  and  move 
on,"  he  reasons. 

South  Carolina  National,  the 
state's  largest  bank,  should  bolster 
Wachovia's  interstate  fi-anchise  in 
North  Carolina,  South  Carolina  and 
Georgia,  where  it  owns  First  Adanta 
(assets  $9.1  billion).  And  even  after 
the  merger,  Wacho\ia  has  just  $311 
million  in  nonperforming  assets,  or 
1.5%  of  loans,  ranking  it  fiftii  among 
the  countn''s  50  largest  banks. 

Revenge  of  the 
little  guy 

Can  big  banks  be  sued  for  foisting 
shoddy  loans  on  smaller  banks  and 
investors.'  Last  year  New  York  Federal 
Court  Judge  Milton  Pollack  dis- 
missed lawsuits  accusing  Securit)'  Pa- 
cific National  Bank  of  syndicating 
$77.5  million  in  loans  it  knew  were 
shaky.  The  plaintiffs,  including  Saudi 
American  Bank  and  the  retirement 
plans  of  Atlantic  Richfield  Co.,  ar- 
gued that  the  loans  were  securities 
and  that  the  deals  constituted  securi- 
ties fraud.  But  Judge  Pollack  mled 
that  the  plaintiff's  were  presumably 
sophisticated  investors  who  should 
have  known  what  thcv  were  buung 
{May  27,  1991). 
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Getting  ahead  of  schedule 

Anyone  who  travels  on  business  knows  how 
hard  it  can  be.  Which  is  why  we've  made 
getting  AT&T  so  easy  Even  at  public  phones 

isn't  always  easy 

that  aren't  automatically  connected  to  AT&T. 
If  you're  calling  long  distance  and  you  don't 
hear  "AT&T"  after  the  bong,  simply  hang  up. 

Getting  AIKT  is. 

Dial  10+ATT+O  (it's  right  on  the  back  of  your 
AT&T  Card).  You'll  be  assured  of  the  service 
you  depend  on,  at  the  prices  you  expect. 

Dial  10-ATT-O 

plus  the  area  code  and  number 


For  more  information  call 
1  800  661  0661,  Ext.  5313. 


'>)2At»T 
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The  Subaru  Legacy 


Weld 


a  peace  sign 


to  till 


e  noo 


beli 


ana  maiee  neneve 


youre  drivin 


a  Mercedes  tnat 
ets  really  great  gas 


mileage. 


THE  BRAZEN 
audacity.  To 
compare  a  Suoaru® 
Legacy "  to  one  or 
Germany's  rinest 
and  most -revered 
automoDiles. 
Hey,  wny  not.  Tney  Dotn  are  designed 
to  do  tne  same  tning.  Transport  people  and 
tneir  sturr  rrom  point  A  to  point  B.  And 
tney  Dotn  perrorm  tnat  nasic  automotive 
runction  errectively  and  comrortaDly. 

For  example,  tne  Legacy  LSi  Sedan, 
wnicn  costs  many  tnousands  less  tnan  tne 
cneapest  Mercedes,  orrers  most  or  tne 
amenities  you'd  only  expect  rrom  a  rine, 
absurdly  priced  luxury  car: 

Sort  grain  leatner  seats.  All-Wneel 
Drive.  Compact  disc  player.  Moonroor. 
Driver's-side  air  nag.  Tne  4-Cnannel  Anti- 
Lock  Braking  System  wnicn  monitors  eacn 
wneel  to  kelp  prevent  tke  car  rrom  locking 
up  during  emergency  stops.  And 
tke  Legacy  is  also  klessed 

Subaru  Legacy  LSi 


witk  numerous  otker  engineering  reatures 
wkick  translate  into  tke  type  or  durability 
Sukaru  is  ramous  lor. 

(Important  selling  point  — 93%  or 
all  Sukaru  cars  registered  in  tke  last 
10  years  are  still  on  tke  road  and  run- 
ning today.  ^) 

Now,  ir  you've  read  tkis  rar,  you'd 
prokakly  like  a  second  opinion  about  tke 
Legacy.  Alrigkt,  kere's  one  Irom  Car  ana 
Driver:  "Tke  Sukaru  Legacy  is  tke  nicest 
driving,  least  expensive,  and  kest  equipped 
4-wkeel  drive  sedan  on  tke  market.  "^ 

We  repeat  —  nicest  driving,  least  expen- 
sive, kest  equipped. 

So  ir  you're  into  kaugkty  status 
symkols,  go  into  tke  closet  and  grak  tkat 
medallion  ort  tkat  ancient  Nekru  jacket  and 
artix  it  to  tke  kood.  Or,  tken  again,  witk 
all  tke  money  you'll  ke  saving  on  your  new 
Legacy  you  could  just  imagine  you're 
driving  tke  world's  peppiest,  most  elegantly 

styled  Brink's 
truck. 


Subaru.  W^hai  to  drive. 


'  BaseJ  on  R.L.  Polk  &  Co.,  registration  statistics.    2  May,  1990.  For  aJJitional  information,  1-800-284-8584.  ©  Sukaru  of  America,  1991- 


FACT:  Using  an  Irrevocable  Trust  Can 
Reduce  Estate  Tax  Costs  by  75%  or  More, 


Much  has  been  written  about  the  value  of  Life  Insurance  and  the  ways  in  which 
this  financial  tool  can  help  significantly  reduce  estate  taxes.  The  subject  is  complex 
and  the  advice  given  is  often  conflicting,  confusing,  or  misinformed.  For 
individuals  with  assets  above  three  million  this  issue  is  critical.  But  for  those  who 
know  the  facts  about  Life  Insurance  and  estate  planning,  the  answers  are  simple. 


The  Wealth  Creation  Centers 
concept  simply  involves  transferring 
money  to  an  irrevocable  trust.  Then, 
the  trust  purchases  a  one-payment 
life  insurance  policy  based  on  cur- 
rent assumptions.  Upon  death,  the 
policy  produces  the  money  to  pay 
the  estate  taxes  at  a  substantial  dis- 
count. Uncle  Sam  receives  the  full 
estate  tax  due.  Your  family  can  re- 
tain the  full  value  of  your  estate. 
(For  trust  and  tax  information  see 
your  own  accountant  or  attorney.) 


84%  DISCOUNT  ON  YOUR 
ESTATE  TAX  COST 

$792,731  Transferred  to  Irrevocable 

Trust  Pays  $4,948,000  Tax  on  Your 

$10,000,000  Estate 


GAIN 
$4,155,269 


TRANSFER 
$792,731 

or 
$146,963 

Yearly 
for  7  years 


6.2  TO  1  RETURN 
$4,948,000 


EQUAL  AGE  70/70 

©  1991  Barry  Kaye  Associates 


Based  on  current  assumptions 


If  your  estate  is  worth  $3  million  or  more,  call  for  a  free,  no-cost,  no-obligation 

proposal  and  our  videotape:  Save  A  Fortune  On  Your  Estate  Taxes  which  describes 

our  concepts.  These  concepts  can  also  be  used  to  create  huge  wealth  for  children  or 

grandchildren,  or  substantially  leveraged  gifts  to  charity.  Call  the  original  creators 

of  the  estate  tax  cost  discount  program  now  at  800-932-5841. 


Avuilable  in  Kvikstorfs. 


Barry  Kaye,  author  of 
Save  a  Fortune  on 
Your  Estate  Taxes 


Wealth  Creation  Centers 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 

1901  AVENUE  OF  THE  STARS,  SUITE  500 
LOS  ANGELES.  CA  90067 
213-277-9400  FAX:  213-282-0775 

©1991  Wealth  Creation  Centers 


FX)RTl'NE 
ONYOm 
EST.\rE 

TAXES 


"Mvich  useful  advice 
from  a  pro."-  Forbes 


They  appealed  to  the  Second  Cir- 
cuit Court  of  Appeals.  Last  month  the 
Securities  &  Exchange  Commission 
said  that  Security  Pacific  was  indeed 
selling  a  form  of  securities,  meaning 
that  the  plaintiffs  could  sue  for  securi- 
ties violations.  If  the  court  rules  for 
the  plaintiffs — a  decision  is  expected 
by  early  spring — it  could  spark  a  rash 
of  suits  against  big  banks  like  Citi- 
corp, BankAmerica  and  Bankers 
Trust.  -Seth  Lubove 

Out  of  the  woods? 

Lumbering  giant  Weyerhaeuser  Co. 
may  finally  be  picking  up  speed.  Forbes 
blasted  die  $8.7  billion  (1991  reve- 
nues) forest  products  firm's  intractable 
family-run  management,  led  by  long- 
time Chairman  George  Weyerhaeuser, 
for  favoring  raw  logs  over  more  profit- 
able finished  products  (Oct.  28,  1991). 
Over  the  last  five  years  the  Tacoma, 


'  Weyerhaeuser's  Longview,  Wash,  sawmill 
Is  management  getting  fired  up? 


Wash. -based  firm  ranked  last  in  its  in- 
dustry in  return  on  equity. 

But  new  Chief  Executive  John 
Creighton  Jr.,  one  of  the  few  nonfam- 
ily  leaders  in  Weyerhaeuser's  92 -year 
history,  is  injecting  some  adrenaline. 
In  January,  six  months  after 
Creighton  took  charge,  the  company 
announced  that  it  would  take  an  esti- 
mated $344  million  hit  to  earnings. 
Around  a  third  of  that  went  to  close 
old  mills.  (On  the  year,  Weyerhaeuser 
reported  a  net  loss  of  $162  million.) 
Creighton  is  also  reemphasizing 
higher- margin  papers  and  paneling 
and  rewarding  mills  for  profitability. 

But  Weyerhaeuser  has  a  history  of 
fiiiitless  restructuring.  With  65 -year- 
old  Chairman  George  Weyerhaeuser 
still  in  control  of  the  board,  this  may 
be  yet  another. 

-Katarzyna  Wandycz 
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Interest  rates  as  low  as  )\%  under  prime. 
PrimeFirst" 


from  $200,000  to  2  m!llion+, 


Owners  of  exceptional  properties  command  exceptional  financ- 
ing througfi  Merrill  Lynch's  PrimeFirsts""  program: 

•  An  initial  6-month  interest  rate  as  low  as  prime  minus  ^/4%* ; 

•  And  interest  rates  as  low  as  prime  minus  V4%  thereafter* ; 

•  PrimeFirsfs'"  mortgages  save  thousands  up  front  vs.  banks 
charging  2-3  points; 

•  Interest-only  monthly  payments  for  the  first  10  years,  principal 
amortized  over  the  remaining  term; 

•  Available  for  first  mortgages;  purchase  money  or  cashout 
refinancing**; 

•  72-hour  conditional  commitment  on  completed  applications, 
2 1  -day  final  approval . 

You  might  also  be  interested  in  our  Equity  Access®  home  equity  line 
of  credit,  with  100%  deductibility  for  qualifying  interest  expense! 

*Dependiiigon  mortgage  size. 

**Cashout  refinancing  is  not  available  in  Texas. 

t  Interest  expense  may  not  lie  deductible  for  all  taxpayers.Consult  with  your  tax  advisor. 

PrimeFirst  mortgage  available  in  AZ,  CA,  CO,  CT,  DE,  FL,  GA,  HI,  IL,  IN,  KY,  MA,  MD,  Ml,  NC,  NJ, 
NM  NV,  NY,  OH,  PA,  Rl,  TX,  VA,  VI,  WA,  WV  &  DC.  Financing  made  available  by  Merrill  Lynch 
Credit  Corporation  or  an  affiliated  company,  7751  Belfort  Pkw7,  Jacksonville,  FL  32256.  MLCC 
is  a  Licensed  Mortgage  Banker- NJ  and  NYS  Department  of  Banking.  Illinois  Residential  Mort- 
gage Licensee.  AZ  Lie  BK10071.  y^ 

SECONDARY  MORTGAGE  LENDER.  *^ 


EOUMJMuaNG 


PrimeFirst" 

For  fastest  reply,  contact  your  local  Merrill  Lynch  Financial  Consultant  or  call: 

1-800-854-7154,  ext.  5238 

D  Yes!  Please  send  me  complete  information  and  an  application  for  the  PrimeFirstsw  mortgage. 
D  Please  send  me  infomiation  on  your  Equity  Access®  line  of  credit. 

Name 


~\ 


Address. 


-City- 


) 


Home  Phone_L 

Mail  to: 

Merrill  Lynch  Credit  Corporation 

7751  Belfort  Parkway 

Jacksonville,  FL  32256 


'  OFFICIAL  SPC»60R  OF  THE  1902  US  OLYMPC  TE/*il 
!IO  1992  Merrill  Lynch  &  Co..  Inc 


Business  Phone_L. 


.State- 


.Zip. 


5238 


Merrill  Lynch 

Atradition  of  trust. 
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Lorenzo  flies  again 

Despite  the  seven-year  noncompete 
agreement  he  signed  with  Continen- 
tal Airhnes  in  1990,  Frank  Lorenzo 
seems  to  be  trying  to  get  back  into  the 
airline  business.  Sources  in  Houston 
say  Lorenzo  and  Jose  (Pepe)  Kuri- 
Brena,  who  worked  with  Lorenzo  at 
Continental  and  then  at  Mexicana 
Airlines  until  last  fall,  are  trying  to  buy 
into  Taesa.  Based  in  Mexico  City, 
Taesa  flies  to  several  Mexican  cities. 
Taesa  is  trying  to  expand  its  scheduled 
service  out  of  Mexico  City  and  devel- 
op charter  operations  linking  the 
Mexican  Caribbean  resort  of  Canciin 
to  the  U.S.  and  Canada. 

North  of  the  border.  Savoy  Capital, 
Lorenzo's  Houston- based  invest- 
ment firm,  is  serving  as  a  consultant 
for  MarkAir  Inc.,  a  small  airline  based 
in  Anchorage,  Alaska.  MarkAir, 
owned  by  Neil  Bergt,  former  head  of 
Western  Airlines,  used  to  be  an  in- 
state puddle  jumper  that  carried  pas- 
sengers, fish  and  mail.  Now  it's  ex- 
panding into  Seatde  and  recendy  add- 
ed six  Boeing  737s  to  its  fleet.  Savoy 
Capital  is  helping  MarkAir  find  fi-' 
nancing,  which  may  include  an  IPO  in 
March  by  Kidder,  Peabody. 

Through  a  spokesman,  Lorenzo, 
who  is  still  a  director  of  Continental, 
denies  plans  to  purchase  any  Mexican 
airlines.  -Claire  Poole 


Succession 
question 

When  a  retiring  chair- 
man pushes  his  replace- 
ment to  his  board,  direc- 
tors usually  comply.  Not 
so  at  the  Oakland,  Calif - 
based  Clorox  Co. 

Li  December  Clor- 
ox's  longtime  chief  exec- 
utive, C.R.  (Chick) 
Weaver,  63,  announced 
that  he  would  retire 
from  the  company  this 
summer.  Weaver  sup- 
ported President  Robert 
A.  Bolingbroke,  a  30- 
year  Clorox  veteran,  as 
his  replacement.  But 
rather  than  give  Boling- 
broke the  nod,  the  board 
set  up  a  committee  to 
find  a  successor. 

Clorox's    recent    re- 
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Frank  Lorenzo 


suits  may  have  something  to  do  with 
the  board's  hesitation.  In  fiscal  1991, 
which  ended  last  June  30,  Clorox's 
earnings  dropped  66%,  the  victim  of  a 
$78  million  writeoffto  cover  the  costs 
of  exiting  the  detergent  business  and 
closing  plants.  Although  the  compa- 
ny's earnings  were  up  16%  in  1992's 
first  half,  the  company's  core  bleach 
business  is  under  pressure. 

Clorox  officials  expect  to  pick  a  new 
chief  executive  by  April.  Bolingbroke, 
53,  isn't  entirely  out  of  the  running. 
The  candidate  declined  to  say  wheth- 
er he  will  leave  if  he  is  passed  over. 

-John  H.  Taylor 


DiH,  undished 

Rakers  of  the  Holly- 
wood muck  will  be  dis- 
appointed with  this  bit 
of  news:  One  of  Tinsel- 
town's messier  lawsuits 
has  been  settied  and 
sealed. 

The  argument  was  be- 
tween erstwhile  movie- 
maker Jerry  Weintraub 
and  his  former  fiiend 
(and  former  Weintraub 
Entertainment  Group 
president)  Kenneth 

Kleinberg. 

A  year  ago  Jerr)'  Wein- 
traub sued  Kleinberg  for 
reimbursement  of  a 
$714,000  loan  made  to 
Kleinberg  that  Wein- 
traub had  guaranteed 
and  had  kept  current. 
Kleinberg  countcrsued, 
claiming  that  Wein- 
traub had  assured  him 


the  loan  would  never  need  to  be 
repaid.  Unfortunately  for  Kleinberg, 
the  agreement  (if  it  existed)  was  not 
in  writing.  Weintraub  Entertainment 
crashed  and  burned  in  1990,  just 
four  years  and  nearly  half  a  billion 
dollars  after  it  was  born. 

At  the  end  of  last  year  the  two 
parties  quietiy  settied  the  dispute. 
Word  around  town  was  that  Wein- 
traub was  desperate  to  avoid  a  public 
trial  that  might  give  even  the  tiniest 
bit  of  ammunition  to  the  weg  share- 
holder suits  against  him  that  are  still 
pending.  Tinseltown  scuttiebutt  is 
that  Kleinberg  must  repay  the  loan  at 
a  rate  of  $50,000  a  year,  but  only  if  he 
reaches  a  certain  level  of  income. 
Kleinberg,  we  understand,  is  now  un- 
employed. -Lisa  Gubernick 

Nabbed 

In  the  early  1980s  Chilean-born 
Juan  Carlos  Schidlowski  and  pals  ran 
OTC  Net,  Inc.,  one  of  the  biggest  and 
smelliest  penny- stock  boiler  rooms 
ever.  Then  the  sec  came  along  and 
ruined  their  fun,  closing  OTC  Net. 
Schidlowski  and  his  partners  were  in- 
dicted in  a  complex  securities  fraud 
scheme  and  pleaded  guilt}'  to  federal 
charges  of  income  tax  \iolations. 

Rather  than  go  to  jail,  Schidlowski 
fled  the  coimtr}^  in  1986.  But  then, 
early  last  month,  Schidlo\\ski  tripped 
up  big.  He  went  to  Miami,  where  he 
was  arrested  by  the  feds,  who  returned 
him  to  Colorado  to  face  the  conse- 
quences of  his  original  plea  and  to 
stand  trial  on  new  charges  of  failure  to 
surrender. 

Why  did  Schidlowski  dare  to  ven- 
ture back  to  the  U.S.,  where  things 
were  still  hot?  That's  still  something 
of  a  mystery^  Apparentiy  even  crooks 
get  the  homesick  blues. 

-Rich.\rd  L.  Stern 


No  rosy  scenario 

Through  the  1980s  Texas  oil  heir- 
ess Caroline  Rose  Hunt  managed  to 
avoid  the  disastrous  investments  that 
decimated  her  brothers'  net  worths. 
Now  she's  got  troubles  of  her  own. 

Last  month  Tra\elers  Insurance 
Co.  foreclosed  on  Premier  Place,  a 
20-stor>-  siher-glass  office  tower  in 
suburban  Dallas  owned  b\'  Hunt's 
investment  vehicle.  Rosewood  Prop- 
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erty  Co.  Rosewood  executives  tried  to 
refinance  the  $49  million  note,  but 
Travelers  rejected  their  offers,  choos- 
ing instead  to  take  possession  of  the 
building. 

The  foreclosure  came  five  months 
aft:er  Citicorp  filed  a  lawsuit  claiming 
Rosewood  was  technically  insolvent 
aft:er  defaulting,  with  partner  Lincoln 
Property  Co.,  on  a  $28.8  million  loan 
for  a  mixed -use  development  in  At- 
lanta. Rosewood  executives  coun- 
tered that  the  firm  had  more  than  $75 
million  in  equity.  When  the  parties 
worked  out  a  restructuring  of  the 
note,  Citicorp  dropped  the  suit. 

Still,  Rosewood  Property  is  a  shad- 
ow of  its  former  self.  It  has  shuttered 
its  offices  in  Philadelphia  and  Hart- 
ford and  put  some  major  new  projects 
on  hold.  Caroline  Hunt's  overall  em- 
pire has  shrunk  from  nearly  $1  billion 
five  years  ago  to  about  $500  million 
today.  The  bloom  is  definitely  off  this 
rose.  -C.P. 


Dogfight 


.As  REPORTED  IN  the  Los  An^fcles  Times 
late  last  month,  Time  Warner  Inc.  is 
embroiled  in  an  embarrassing  lawsuit 
with  film  writer  and  director  Gyorgy 
Fodor.  A  French  citizen  who  claims  to 
have  been  a  jet  fighter  pilot  in  the 
Hungarian  air  force,  Fodor  charges 
the  media  conglomerate  stole  his  film 
script  submitted  to  the  Warner  Bros, 
studio  about  the  radar-eluding  B-2 
bomber  and  turned  it  into  a  Warner 
Books  thriller  called  Tarpfet  Stealth,  by 
Dennis  Anderson.  Time  Warner  and 
writer  Anderson  deny  the  charges. 
But  a  U.S.  District  Court  in  Los 
Angeles  has  not  dismissed  Fodor's 
suit.  In  pretrial  proceedings  the  judge 
noted:  "The  general  ideas  of  the  two 
works  resemble  each  other  greatiy." 

According  to  Fodor,  Warner  Bros, 
general  counsel  John  Schulman  has 
pressured  him  to  drop  his  $5  million 
suit.  Fodor  quotes  Schulman's  threat- 
ening him  with  the  venerable  Holly- 
wood line:  "You'll  never  work  in  this 
town  again."  Schulman  denies  this 
remark  and  calls  the  suit  meritiess. 

But  Fodor,  39,  is  sticking  to  his 
guns.  And  why  not?  He  is  being  repre- 
sented by  the  firm  of  84-year-old  trial 
lawyer/celebrity  Melvin  Belli,  who's 
working  on  a  contingency-fee  basis. 
-William  Heuslein  WM 
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NEW  AND  NO  LOAD  FROM  FIDELITY 


How  to 
Take  Advantage  of 

High  Global  Yields 

Fidelity  Short-Term  World  Income  Fund 


See  How  Global  Yields  Compare 


High  Yields  From  Around  The  World 

Fidelity  Short- 
Term  Worldlncome 
Fund  offers  investors 
an  opportunity  to 
enjoy  the  signijfi- 
cantly  higher  yields 
currently  available 
from  many  short- 
term  international 
securities.  That's 
good  news  if  you're 
investing  for  income. 


Tbday,  short-term  rates  in  many  foreign  countries  are  higher 
than  in  the  U.S.  This  chart  compares  three-month  Eurodeposit 
CD  rates  as  of  1/15/92.  Rates  are  not  intended  to  reflect  the  yield 
or  investments  of  the  Fund.  Source:  Reuters. 


Managed  For 
High  StabiUty 

The  Fund  pursues  a  high  level  of  price  stability  by  investing  primarily 
in  short-term  securities  and  using  hedging  techniques  to  help  reduce  the 
impact  of  changing  currency  rates.  Of  course,  the  Fund's  share  price,  yield 
and  return  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares. 

Fidelity  Makes  It  Easy  To  Invest 

You  can  even  use  the  proceeds  from  your  maturing  CD  to  open  an 
account.^  And,  it's  easy  to  open  an  IRA  or  transfer  an  existing  one.  Just  call 
us  and  we'll  assist  you.  Minimum  investment:  $2,500.  (Minimum  retirement 
investment:  $500) 

Visit  Your  Local  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


FitleUty 


2r 


Investments 


CODE:  FORB/SWI/021792 

For  more  complete  information,  including  management  fees  and  expenses,  call  today  for  a  free 
prospectus.  Read  it  carefully  before  you  invest  or  send  money.  'Unlike  many  CDs,  the  Fund  is  not  FDIC- 
insured.  Fidelity  Distributors  Corporation,  82  Devonshire  Street,  Boston,  MA  02109 


'The  Spirit  of  St.  Louis  ,, 

It  did  not  advance  aeronautics  by  a  single  inch.  • 

Yet  it  did  nothing  less  than  change  the  world." 
Who  said  that? 

jThe  man  who  designed  and  built 
the  first  human -powered- aircraft.  Paul  MacCready. 
How  did  he  get  his  idea? 
l^ittle  birdie  told  him.) 

At  first,  nothing  worked.  His  designs  were  doomed 
by  traditional  thinking. 

luccess  didn't  come  until  he  approached  the  problem 
from  a  completely  different  perspective. 
pWithout  mind-numbing  preconceptions.) 
-|I  kept  aerodynamic  principles  in  mind. 

but  I  had  to  pretend  I'd  never  seen  an  airplane." 
So  his  inspiration  became  the  way  birds  fly, 
-^  instead  of  the  way  machines  fly. 
'  "^  ;ometimes  you  have  to  forget  what  you  know 
;  make  a  breakthrough.) 
Dun  &  Bradstreet  Software  can  help  you  re-invent  the  way  you 
do  business,  while  preserving  your  existing  computer  investment 
With  a  clear  migration  path  to  future  innovation. 
^Use  your  intuition. 
(There's  no  limit  to  what  you  can  do.) 

t>BSa^TV¥U® 

Dun&  Bradstreet  Software 


C  orpfirahon 


READERS  SAY 


he  voice  of  freedom 
never  faltered,  even 
though  it  stuttered. 

Winston  Churchill  was  perhaps  the 
most  stirring,  eloquent  speaker  of  this 
century.  He  also  stuttered. 

If  you  stutter,  you  should  know  about 
Churchill.  Because  his  life  is  proof  that, 
with  the  will  to  achieve,  a  speech 
impediment  is  no  impediment. 

Learn  about  the  many  ways  you  can 
help  yourself  or  your  child.  Because  your 
finest  hour  lies  ahead. 


I 


Stuttering 
Foundation 
OF  America 


FORMERLY  SPEECH  KMJNDATION  OF  AMERICA 

A  Non-Profit  Organization 

Since  1947  - 

Helping  Those  Who  Stutter 


P.O.  Box  11749  •  Memphis,  TN  38111-0749 


1  -800-888-9896 

Call 

FORBES  SUBSCRIBER 
SERVICE 

To  Change  Your  Address  Or 

Order  A  New  Subscription 

(Allow  4-6  weeks  for  Address  Change. 

Please  quote  subscriber  number  on  address  label 

of  magazine.) 

or ... 

mail  this  coupon 
with  current  address  label. 


Name . 


New  Address . 


City. 


State . 


Zip. 


NEW  SUBSCRIPTION 

D  1  Year  (27  issues)  $52 
D  3  Years  (81  issues)  $104 
In  Canada,  1  year  $90  Can. 
International,  add  $67  to  U.S.  annual  rate. 

Forbes 

P.O.  Box  10048 
Des  Moines,  lA  50340-0048 


Redefining  M.B  A.s 
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Sir:  Re  "Another  boom  ends"  (Jan. 
20).  Business  schools  should  contin- 
ue to  aggressively  evaluate  their  ef- 
forts and  the  degree  to  which  an 
M.B.A.  program  satisfies  both  market 
and  student  needs.  I  hope  your  article 
will  provoke  thoughtfiil  analysis  and 
even  positive  action. 
-Professor  Meyer  Feldberg 
Dean 

Columbia  Business  School 
New  York,  N.T. 

Sir:  I  was  disturbed  by  a  reference  to 
FDU  and  Pace  as  "M.B.A.   mills," 
which  would  be  the  first  to  go  out  of 
business.  Customers  vote  with  their 
wallets,  and  the  steady  and  consistent 
growth  in  enrollments  our  M.B.A. 
program  has  enjoyed  reflects  market 
confidence  in  the  university. 
-Bernard  H.  Tenenbaum 
Director 
Geor£fe  Rothman  Institute 

of  Entrepreneurial  Studies 
Fairlei^h  Dickinson  University 
Madison,  N.J. 

Sir:  The  article  did  a  good  job  of 
emphasizing  a  point  that  is  important 
not  only  to  business  schools  but  to  all 
of  higher  education:  the  importance 
of  a  customer  orientation. 
-William  K.  Laidlaw  Jr. 
Executive  Vice  President 
American  Assembly  of  Colle£fiate 

Schools  of  Business 
St.  Louis,  Mo. 

Sir:  I  graduated  from  the  Stanford 
Business  School  in  1989,  having  re- 
ceived what  I  think  is  a  fantastic  edu- 
cation, and  entered  the  real  estate 
investment  and  development  field.  I 
am  working  in  the  upper  manage- 
ment of  a  company  under  a  veteran  of 
the  field,  who  has  made  it  possible  for 
me  to  see  how  little  I  really  know- 
about  putting  together  deals. 
-Ken  Randall 
Portland,  Ore. 


Sir:  The  motivation  of  an  M.B.A.  is 
not  only  a  better  job.  The  goal  is 
mosdy  a  search  for  a  diflPerent  job.  The 
elite  M.B.A.  schools  are  populated  by 
career  switchers  that  would  pay  any- 
thing to  change  the  careers  they  se- 
lected during  their  undergraduate  . 
studies.  I'm  glad  every  month  when  I 
make  out  my  $187  payment  on  my  . 
student  loan. 
-Steven  Silbiger 
Senior  Competitive  Analyst 
Nutri/System 
Blue  Bell,  Pa. 

Not  one  and  the  same 

Sir:  Re  "A  southern  saga"  (Dec.  23, 
1991).  Your  recent  article  on  Ken- 
tucky Central  Life  Insurance  Co.  has 
prompted  inquiries  to  our  company, 
Kentucky  Home  Mutual.  The  inquir- 
ers, unfortunately,  have  assumed  that 
Kentucky  Central  and  Kentucky' 
Home  Mutual  are  one  and  the  same. 
This,  of  course,  is  not  the  case.  Ken- 
tucky Home  Mutual  is  rated  "A" 
(excellent)  by  Best's  and  "A+"  by 
Duff  &  Phelps. 
-James  M.  Ouimet 
President  and  Chief  Executive  Officer 
Kentucky  Home  Mutual 
Louisville,  Ky. 

The  wrong  man 

Sir:  Re  "Who  will  be  die  next  TR>" 
(Fact  and  Comment,  Jan.  20).  Teddy 
Roosevelt  denounced  the  "malefac- 
tors of  great  wealth"  and  claimed  big 
business  victimized  the  poor.  Calling 
for  President  Bush  to  usher  in  a  new 
progressive  movement  is  like  calling 
for  the  slaughter  of  what  littie  free- 
dom remains  in  this  mixed  economy. 
-Scott  M.  Holler\n 
Glendale,  Calif. 

Self-sufficient 

Sir:  Re  "Forest  products  &  packag- 
ing" (Jan.  6).  You  assert  that  "Boise 
Cascade  and  many  smaller  private 
companies  heaxily  reliant  on  govern- 
ment-owned wood  could  suffer  if 
supplies  tighten  and  prices  rise."  Our 
relatively  high  degree  of  fiber  self- 
sufficiency  will  allow  us  to  be  among 
the  handful  of  companies  that  remain 
in  the  region  after  the  dust  settles  to 
capitalize  on  the  new    balance  be 
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tween  timber  supply  and  productive 

capacity. 

-Richard  B.  Parrish 

Senior  Vice  President 

Timber  and  Wood  Products  Division 

Boise  Cascade 

Boise,  Idaho 

The  real  thing 

Sir:  Re  "Good-bye,  hair  shirt"  (Jan. 
6).  You  implied  that  Chrysler  Presi- 
dent Bob  Lutz's  Cobra  is  a  replica  kit 
car.  Bob's  car  is  a  real  aluminum- 
bodied  A.C.  Cobra  Mark  IV,  made  by 
Autokraft/A.C.  Cars. 
-J.  Arthur  Urciuoli 
Riverside,  Conn. 

The  M.B  A.  literati 

Sir:  Luigi  Salvaneschi  claims  that 
M.B.A.s  "are  frightening.  Absolutely 
frightening"  ("Dante,  M.B.A.,"  Jan 
20).  I'm  sorry  to  hear  that,  but  per- 
haps he  can  take  some  solace  from  the 
fact  that  there  is  at  least  one  M.B.A.  in 
America  who  reads  Virgil  like  him. 
-John  J.  Dunne 
Scottsdale,  Ariz. 

Tailor-made 

Sir:  Re  "Self-made  press  lords"  (Dec. 
9,  1991).  A  custom  magazine  may 
have  a  higher  cost  per  reader  than  does 
traditional  advertising,  but  there  is  no 
waste  circulation  or  competition  from 
other  advertisements.  The  overall  cost 
of  a  custom  magazine  program  is  a 
fraction  of  what  a  company  typically 
spends  on  traditional  advertising. 
-John  B.  Caldv^Ll  Jr. 
President 

Marblehead  Communications 
Boston,  Mass. 

Risky  business 

Sir:  Graying  boomers  considering 
motorcycles  might  want  to  check 
with  an  orthopedic  surgeon  before 
getting  on  the  saddle  ("The  graying 
wild  ones»"  Jan.  6).  Middle-aged 
people  don't  fare  as  well  in  a  crash  as  a 
teenager.  It's  been  almost  a  year  since 
my  bike  accident  (shattered  leg,  mul- 
tiple compound  fractures  to  arm,  bro- 
ken rib),  and  I'm  only  37. 
-J,\i\iES  Nichols 
San  Mateo,  Calif. 
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Introducing  The 
Stereo  System  That 
Isn^t  For  Everybody. 


We  could  claim  that  the  Bose'  Acoustic 
Wave'  music  system  is  for  everyone.  After  all, 
it  sounds  like  much  larger,  more  expensive 
stereos.  It  fits  almost  anywhere  you  can  put  a 
briefcase.  And  it's  as  easy  to  use  as  a  TV. 

But  we  think  you're  the  one  to  decide  if  the 
only  stereo  system  we  know  of  to  be  named 
Invemm.  of  tlie  Year  is  for  you.  Because,  with 
all  die  patented  technology  on  the  inside  and 
all  the  simplicity  on  the  outside,  the  Acoustic 
Wave*  system  is  so  advanced  it  may  seem 
technically  impossible.  It  also  looks  unlike 
any  other  stereo  system  you've  ever  seen. 
And  its  compact  disc  player  (or  cassette), 
AM/FM  radio,  amplifiers,  and  built-in 
patented  speakers  deliver  sound  you  won't 
believe  until  you  hear  it  in  your  home. 


YcM  /uMJe  to  hear 
it  to  believe  it. 


So,  if  the  idea  of  owning  a  revolutionary  stereo 
from  one  of  the  best  respected  names  in 
sound  intrigues  you,  ask  for 
our  booklet.  It's  free,  and 
like  the  Acoustic  Wave* 
music  system,  it's  available 
only  by  calling  or  writing 
Bose  Corporation. 


Better  soiaxi  through  research. 

Bose  Corporation,  The  Mountain,  Framingham,  MA  01701-9168  USA 
©  1992  hoie  Corporation 


Call  For 

This  FREE  Booklet! 

1^800.282'BOSE  Ext  39 


Name 

(39) 

Street 

City 

State 

Z,P 

Zip 

Phone ( 

) 

HOW  TO 

CHOOSE  A  TAX  FREE 

PORTFOLIO 


STEP  1:  CONSIDER 
YIELD  POTENTIAL.  In  a 

bond  fund,  other  things  being  equal, 
lower  costs  mean  higher  yields.  The 
Vanguard  Municipal  Bond  Fund  has 
virtually  the  lowest  operating  costs 
in  the  industry:  0.25  of  1%*— with  no 
commissions,  no  fees.  Minimum 
investment:  $3,000. 

STEP  2:  CHOOSE  MATURITY  LEVEL. 

The  longer  the  average  maturity 
length  of  the  bonds,  the  higher  the 
market  volatility— and  potential 
returns. 

Vanguard  offers  you  two  short- 
term  portfolios  for  lowest  risk;  two 
intermediate-term  portfolios  for 
higher  yields  with  some  volatility; 
three  long-term  portfolios  for  high- 
est yield  potential. 

STEP  3:  CALL  1-800-662-SHIP  for  our 

free  TaxJree  Investing  Kit. 

A  portion  of  income  may  be  subject  to  the 
Federal  alternative  minimum  tax. 
*Lipper  Directors'  Analytical  Data. 


Residents  of  CA,  NY,  NJ,  OH,  PA:  Please 
ask  about  our  State  Tax^ree  Funds. 


n 


Please  send  me  the  free  Vanguard 
Tax-Free  Investing  Information  Kit. 

I  understand  it  contains  a  prospec- 
tus with  more  complete  information 
on  the  Vanguard  Municipal  Bond 
Fund,  including  advisory  fees,  distri- 
bution charges  and  other  expenses. 
I  will  read  it  carefully  before  I  invest 
or  send  money 

Vanguard  Mimicipal  Bond  Fund 

RO.  Box  2800 
Valley  Forge,  Pennsylvania  19482 


Name. 


n 


Address. 
City 


State. 

(95) 


-Zip- 
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LE  PERSONE  DISTINGUONO  FRIGQ  FA  LA 

STESSA  COSA  WAUSAU. 

"People  make  a  difference  at  Frigo.  So  does  Wausau." 
Frigo  Cheese  has  a  unique  way  of  viewing  the  cheese  making  process.  While  they  have  high- 
'tech  computers  and  automated  production  lines,  their  authentic  Italian  cheeses  are  still  made 

by  authentic  cheese  makers. 

"People  make  this  com- 
pany work"  says  David 
Leonhardt,  President  of  this 
Green  Bay,  Wisconsin, 
company.  "And,  it's  the 
quality  of  these  people 
—  how  they  feel  about 
themselves,  their  sense  of 
accomplishment  —  that 
makes  this  company  suc- 


' '  F' : ,  .;  all  the  senice  we  expected 

wiih  u  Uauxiu  40l(k);  our  earnings 
were  ei'en  better  than  expected":  David 
Leonhardt,  President,  Frigo  Cheese  Corp. 


"To  offer  our  people  the  best  possible  employee  benefit  plans,  we  look  to  Wausau  Insurance  as  a  provider  of  personal 
service.  Our  employees  have  people  to  talk  to  at  Wausau  —  people  they  know. 


"And  there's  an 

Because  Frigo  Cheese 
considers  their 
people  a  main 
ingredient, 
they  chose 
Wausau 
for  group 
health,  life, 
dental  and  projit 
sharing  plans. 


intangible,  too.  When  our  employees  hear  'Wausau',  they're  reassured.  It's  Wausau's 
image,  their  service  reputation,  that  gives  our  employees  a  good,  comfortable  feeling!' 
When  people  are  important  to  a  com- 


yiMWAUSSJ 

pany,  the  company  finds  it  important     |B^^*™™*  rVTCf  ID  A^ir^l? 
^kim    to  be  with  Wausau. 


Wausau  Insurance  Companies,  2000  Westwood  Drive,  Wausau,  Wisconsin  54401  Telephone  (715)  845-5211   A  Member  of  the  Nationwide'  Group 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


A  WIDELY  BELIEVED  MYTH 

is  that  the  U.S.  is  no  longer  competitive  in 
international  markets.  U.S.  exports  have 
grown  impressively  in  recent  years.  No  na- 
tion today  sells  more  beyond  its  borders  than 
we  do.  Why  do  so  many  Americans  believe 
no  one  wants  to  buy  what  we  make.'' 


Total  exports  (Sbillions) 

$425 


Gennany 


325- 


Japan 


225  - 


125 


U.K. 


I 

'90 
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Source:  Department  of  International  Economic  &  Social  Affairs,  U.N.  and  others 


WILL  HISTORY  PUNCTURE  PRETENTIOUS  PUNDITS? 


That  superb  State  of  the  Union  focused  mosdy  on 
domestic  issues.  Commentators,  including  occasionally 
this  one,  have  reproved  the  President  for  overly  concen- 
trating on  foreign  affairs.  Will  historians  regard  this 
criticism  as  on  target  in  the  context  of  ^^^^^^_^^^ 
these  times.^ 

Communism  has  collapsed.  The  Sovi- 
et Empire  has  fallen  to  pieces.  The  West 
has  won  the  Cold  War.  Just  a  year  ago  the 
^  U.S.  pulled  off  the  most  sensational  mili- 
tary victory  in  more  than  500  years.  Can 
a  President  be  forgiven  for  spending  the 
preponderance  of  his  time  on  these  mo- 
mentous events.^ 


The  nation  has  had  recessions  before,  and  we  have  had 
worse  ones  than  this.  Despite  the  pervasive  pessimism, 
the  economy  will  soon  expand.  The  President's  capital 
gains  tax  cut  proposal  and  his  determination  to  pass  it 
^^^_^^^^     guarantee  that. 

Pontificators  like  this  one  will  contin- 
ue to  put  forth  proposals  for  pumping 
up  the  President's  popularity  and  for 
producing  economic  prosperity.  But 
these  seemingly  penetrating  pieces 
don't  necessarily  preclude  the  possibility 
that  posterity  will  treat  our  pronounce- 
ments less  as  profundities  and  more  as 
products  of  our  posteriors. 


HOW  FORBES  FIGHTS  MEDICAL  INFLATION 


Like  countless  other  companies,  Forbes  was  hit  with 
gargantuan  increases  in  its  health  insurance  premiums. 
And  like  so  many  others,  we've  had  to  respond  by 
increasing  deductibles,  upping  the  proportion  of  premi- 
ums paid  by  employees,  offering  HMO  alternatives,  etc. 

But  we've  added  a  new  twist. 

We  are  rewarding  those  who  stay  healthy  and  those 
who  avoid  filing  claims  for  smallish  medical  expenses. 
People  here  can  earn  up  to  $1,000  of  extra  income. 

Here's  how  our  carrot  works:  If  someone's  total 
claims  are  under  $500  for  this  calendar  year,  we'll  pay 
him  or  her  not  only  the  difference  between  what  this 
individual  submits  and  the  $500,  but  we  also  will 
double  it.  By  filing  no  claims,  an  employee  will  receive 
$1,000  ($500  X  2).  Should  he  submit  medical  claims  of 
$300,  his  reward  would  be  $400  ($500  -  $300  =  $200; 
$200  X  2  =  $400).  Thus,  he  comes  out  ahead  if  his 
total  submissions  are  under  $1,000.  (Say  his  expenses 
are  $900.  If  he  doesn't  submit  them  to  the  insurer  for 
reimbursement,  he  will  receive  that  $1,000  and  come 


out  ahead  by  $100.)  People  are  recognizing  that  each 
one  dollar  of  claims  can  cost  them  two  dollars. 

The  purpose  of  this  incentive  is  simple:  to  cut  down  on 
routine  expenses.  These  submissions  are  time-consuming 
and  costiy.  Paperwork  is  mountainous.  In  many  cases,  the 
handling  charges  equal  or  exceed  the  reimbursement.  It 
would  be  as  if  the  U.S.  had  a  home  insurance  system 
through  which  you  filed  a  claim  every  time  you  broke  a 
glass  or  ripped  a  sheet. 

Our  medical  insurance  system  today  makes  people  obliv- 
ious to  price.  The  attitude  is:  "Let  the  insurance  company 
pay  for  it."  We  all  end  up  paying  more  for  bloated  expenses 
and  gross  inefficiencies.  Medical  inflation  will  drop  sharply 
when  tens  of  millions  of  consumers,  instead  of  insurance 
companies  and  government  bureaucrats,  are  policing  costs. 
The  way  to  do  this  is  to  give  the  tax  breaks  for  medical 
insurance  premiums  to  individuals  rather  than  to  employ- 
ers. What  people  really  need  is  coverage  for  major  illnesses 
or  accidents,  not  for  everything  else. 

Early  indications  are  that  our  plan  is  beginning  to  work. 
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One  colleague  told  me  he  noticed  that  his  medication  cost  Other  companies  should  consider  such  incentive- 
$43  at  one  drugstore  and  $28  at  another.  It  never  would  oriented  experiments.  Free  enterprise  can  work  with 
have  occurred  to  him  to  "shop"  for  his  prescription  before,      health  care  just  as  it  does  with  food,  shelter,  etc. 

BOWING  TO  THE  WIND  IS  A  BLOW  TO  SCIENCE 


FDA  Commissioner  David  A. 
Kessler  has  sacrificed  science  to 
hysteria  with  his  decision  to  halt 
sales  of  silicone  gel  breast  im- 
plants pending  "further  study." 
He  caved  in  to  emotions 
whipped  up  primarily  by  trial 
lawyers  looking  for  new  ways  to 
pick  the  deep  pockets  of  insurers 
for  physicians  and  pharmaceuti- 
cal companies.  Implants  have 
been  used  for  30  years  by  mil- 
lions of  women.  There  have  been 


(S'T^'^X^^'^^ 


"FDA  Chairman  Kessler  today  called  for  a  moratorium  on 
people  leaving  their  homes  because  'It's  risky  out  there.' " 

SUCCESSFUL  SUCCESSION 


serious  complications  in  less  than 
1%  of  these  operations.  Kessler's 
move  was  based  on  anecdotal 
horror  stories  and  a  handful  of 
out-of-context  internal  corpo- 
rate memos. 

Now  those  who  wish  to  im- 
dergo  this  procedure  must  trav- 
el to  Mexico,  the  Caribbean  or 
Europe. 

Commissioner  Kessler  exhibit- 
ed all  the  backbone  of  an  eclair, 
er,  silicone  jelly. 


As  AN  ADOLESCENT,  I  quickly  learned  how  utterly  indis- 
pensable the  Niew  Tork  Times  is  to  learning  what  is  going 
on  around  the  world.  During  summer  vacation  auto  trips 
to  Wyoming,  this  novice  news  junkie 
was  stunned  by  the  difference  be- 
tween the  rest  of  the  nation's  news- 
papers and  the  comprehensive  Times. 

Despite  the  proliferation  of  cable 
TV  and  the  immediacy  that  it  and  the 
networks  now  give  to  world  events, 
the  Times  is  still  the  essential  source. 
It's  no  coincidence  that  nightiy  news 
shows  use  it  as  their  guide  for  what  is 
important. 

It  was  thus  with  enormous  relief  that 
Times  addicts  greeted  the  news  that 


CEO  Arthur  Ochs  "Punch"  Sulzberger  was  passing  the 
publisher's  baton  on  to  his  enormously  able  son,  Arthur  Ir. 
Even  a  newspaper  as  great  as  this  one  will  falter  if  it  is  in 
weak  hands.  Twenty  years  ago  profit 
margins  for  the  old  gray  lady  were 
fast  shrinking,  and  a  growing  number 
of  readers  felt  the  paper  was  turning 
stale.  Punch  Sulzberger  engineered  a 
brilliant  renaissance. 

Arthur  Sulzberger  Jr.  is  well-versed 
in  the  workings  of  the  Times.  He  is 
very  sensitive  to  the  paper's  constitu- 
encies and  to  the  needs  of  local,  na- 
tional and  international  readers. 

This  vital  institution  will  continue 
to  flourish. 


PICTURE  PHONES-BOO! 

AT&T  HAS  UNVEILED  a  TV  telephone  where  parties  can  This  gizmo  will  destroy  all  those  excuses  and  white 

see  each  other  as  they  talk  away.  Has  Ma  Bell  gone  off  lies  that  lubricate  our  lives.  No  longer  will  you  be  able 

her  rocker?  to  call  home  from  a  saloon  claiming  you  have  been 

There  is  no  better  device  to  discourage  telephone  use  delayed   at  work.   Mistresses  will   have   to   redecorate 

than  this  one.  You  won't  be  able  to  frown,  roll  your  eyes,  their  apartments  to  look  like  their  lovers'  offices.  Only 

yawn,  read  the  paper,  sip  your  coffee  while  conversing.  900-number  purveyors  of  pornography  will  welcome 

You  will  have  to  think  about  how  you  look — is  the  hair  videophones. 

combed,  the  makeup  on,  the  five  o'clock  shadow  attended  AT&T  introduced  a  clumsier,  more  expensive  version 

to,  the  tie  knotted  right.^  And  bye-bye  to  blind  dates.  25  years  ago.  It  was  a  flop.  This  will  be  one,  too. 

RESTAURANTS— GO,  CONSIDER ,  STOP 

Ken  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 

•  Aureole— 34  E.  6Ist  St.  (Tel:  319-1660).  Should  •  John  Clancy's  East— 206  E.  63rd  St.  (Tel:  752- 
have  been  a  Four  Star  in  our  year-end  New  York  restau-  6666).  Memorably  delicious  seafood.  House  wine  superb, 
rant  firmament  and  was  inexplicably  left  out.  Food  here  is  Barbetta — 321  VV.  46th  St.  (Tel:  246-9171 ).  This 

superb.  Presentation,  too — large  plates  with  just  the  right     classic  theater  district  grande  dame  could  be  one  of  the 
amount  of  food  elaborately  arranged.  You  must  sample      most  elegant,  charming  places  in  town.  If  only  it  were 
the  bittersweet  chocolate  timbale  and  the  creme  brulee —     spruced  up  and,  most  important,  the  food  were  better, 
the  best  we've  had  in  a  long  time.  Surprisingly  good         •  Periyali — 35  W.  20th  St.  (Tel:  463-7890).  Enjoy- 


acoustics:  You  can  hear  what  your  partner  is  saying. 

•  Remi— 145  W.  53rd  St.  (Tel:  581-4242).  Murals  of 
Venice  make  a  lovely  setting.  Tuna  carpaccio  in  an  olive 
oil  and  basil  dressing  is  outstanding;  pastas  are  excellent. 


able,  not  excessively  expensive  experience.  There  arc  pho- 
tos of  the  Greek  islands  and  Greek  wines  on  the  menu,  but 
only  at  dessert  time  does  Greek  traditional  cuisine  domi- 
nate the  menu  (baklava  and  other  honey  pastries).        ^ 
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You  want  to  see  everything.  Maybe  bring  something  back 
so  you  remember  it  all.  Now  if  you  could  just  find  a  few  nice  stores. 

Ah,  there's  one.  And  another.  And . . . 


The  Card. 
The  American  Express'  Card. 


Call  1-800-THE  CARD,  to  apply. 


How  to  look  like 

It  would  seem  the  path  to  success  for  many  cars  today  is  to  emulate  some  established,  renowned  thoroughbred 

However  nothing  can  ever  look  like  a  Porsche  quite  like  another  Porsche.  Because  each  and  every  model  since  our 
first,  handbuiit  roadster  emerged  over 40  years  ago  has  been  driven  by  a  unique  philosophy  founded  in  pure  function 
Still,  while  that  means  all  Porsches  share  a  certain  family  resemblance,  even  within  the  Porsche  stable  there  are  variances 
in  both  price  and  rarity 

The  959  shown  on  the  left  possesses  a  silhouette  that  would  make  it  seem  you  have  seen  it  often.  Yet,  it  is  one  of 
only  200  such  "rolling  test  beds"  in  existence.  A  200  mph  Supercar  project  that  allowed  our  engineers  to  explore  what 
would  be  possible  by  the  turn  of  the  century  Literally  a  physics  lab  on  wheels. 

Which  brings  us  to  the  new  968,  shown  on  the  right.  In  typical  Porsche  fashion,  it  is  an  amalgam  of  everything  we 
have  learned  to  this  moment.  Futuristic  thinking,  melded  with  the  classic  Porsche  essence.  So  it  is  only  natural  it  would  bear 
a  resemblance  to  the  959,  along  with  other 
forebears.  Is  it  heresy  that  a  new  $39,850 
production  car  look  so  strikingly  like 
a  car  that  collectors  pay  close  to 
$1,000,000  to  acquire?  No,  it's 
simply  part  of  the  evolution 

which  provides  Porsche  y^^/^^^^^^^^^^^^^^^^^^^^^^^^^^^^Yvm  m. 
a  heritage   /^^j^^^^^^^^^^^^^^^^^^^^^^^^^^^KSi^%\ 

unduplicated  in 
automotive  history. 


Porsche  959: 
About  SlOOO.OOO  if  you  can  find  one. 


'  Wn  Pcitii  lie  Cars  North  AnicrK  ,i.  Irir  Pprsrhe  n'romniends  sejl  bell  UbJRe  and  obwcvjnce  ol  .ill  trdllic  laws  M  dll  liinos 
I  850  MSRP  on  1992  968  coupe  excludes  Idxes,  license  and  legisltjlion  lees  "Comparison  ol  tPA  Fedctal  lest  Priwduio  results  toi  968  coup*  .iiid«44S.-  iixip* 


million  bucks. 

The  968  not  only  shares  lines  with  the  959;  it  shares  thinking/as  well.  You  will  find  evidence  of  the  959  in  the  new 

^heel  design,  carefully  sculpted  to  reduce  rotating  mass  and  improve  brake  cooling.  You  will  find  it  in  the  body  aerody- 

amics,  which  actually  use  airflow  for  purposes  such  as  directing  rain  spray  away  from  the  windshield.  The  principle  of 

fjnternal  aerodynamics"  carries  over  as  well,  in  which  meticulous  shaping  of  underbody  components  speeds  the  flow 

)f  air  through  the  chassis  to  reduce  drag  and  lift,  while  providing  more  prodigious  cooling. 

Then  again,  the  968  brings  along  new  thinking  of  its  own.  Like  the  patented  new  Porsche  VarioCam"  which 
lontinuously  varies  valve  timing  to  burn  fuel  more  thoroughly  and  efficiently,  providing  more  power  and  instant  throttle 
esponse  while  dramatically  reducing  emissions!*  Plus  details  like  a  patented  new  headlamp  system  that  uses  the  prin- 
:iple  of  a  bee's  eyes,  employing  over  1,000  reflective  facets  to  provide  variable  point  focus  and  cut  reflected  glare. 

As  you  can  see,  even  since  the  959,  with  the  new  968  we  have  moved  on.  Call  1-800-252-4444  for  more  information, 

or  to  arrange  a  private  viewing  at  your 


authorized  Porsche  dealership. 

The  fact  is,  based  on  pure  daily 

practicality,  the  968  is  probably  an 

even  more  desirable  Porsche  to 

have  in  your  garage.  Of  course, 

if  someone  thinks  they  see  you 

loading  groceries 

into  a  $1,000,000 
car,  why 

(quibble? 


.i^x-; 


Porsche  968: 
About  $40,000  at  your  local  dealer. 


i^  next  evolution. 


Other  Comments 


Supreme  Phrasemaker 

Devoted  to  Edward  VIII  to  the 
last,  Winston  Churchill  lunched 
with  him  on  the  very  day  he  made 
his  abdication  broadcast  and  appar- 
endy  wrote  every  word  of  it  for 
him,  as  the  King  was  all  but  inco- 
herent. It  was  one  of  Churchill's 
finest  efforts,  straight  from  the 
pages  of  a  romantic  novel  and  full 
of  phrases  that  would  catch  the 
heartstrings  of  the  nation. 
-The  Private  Lives  of  Winston 
Churchill,  by  John  Pearson 

Fanning  the  Flames 

A  Dow  Corning  Corp.  executive  ac- 
knowledged that  the  company  has 
been  considering  the  possibility  of 
abandoning  the  breast-implant  busi- 
ness. The  company  faces,  as  do  other 
implant  makers,  a  proliferation  of  li- 
ability^ lawsuits  by  women  seeking 
millions  of  dollars  in  alleged  dam- 
ages. Robert  Rylee  [a  vice  president 
of  Dow  Corning]  said  that  [the  com- 
pany] is  releasing  90  corporate  docu- 
ments as  requested  by  the  FDA.  "By 
releasing  this  old  internal  company 
correspondence,  we  will  be  doing 
nothing  to  address  real  science  and 
safety  issues  surrounding  breast  im- 
plants," he  said.  "In  fact  we  are  do- 
ing nothing  more  than  fanning  the 
flames  created  by  contingency-fee 
lawyers  who  base  their  cases  against 


manufacturers  not  on  what  the  scien- 
tific evidence  shows,  but  on  15 -year- 
old  memos  that  state  one  person's 
opinion  about  what  research  should 
have  been  done." 
-Bruce  Ingersoll, 
Wall  Street  Journal 


The  Democrats  can't  get 
elected  if  they  spend 
a  billion  dollars. 

-Horace  Busby,  campaign 
manager  for  Lyndon  John- 
son, 1964,  in  a  discussion  on 
campaign  financing  with  sev- 
en other  former  presidential 
campaign  managers,  on  the 
PBS  program.  Campaigning 
for  the  Presidency 

The  Sole  Role 

As  A  MEMBER  of  the  metropolitan 
staff  [of  the  New  York  Times]  Mr. 
[Arthur  Ochs]  Sulzberger  Jr.  be- 
came an  assignment  editor  for  a 
year,  which  he  described  as  "the  sin- 
gle most  exhausting  job  I  ever  had." 
This  was  his  first  management  expe- 
rience. "1  was  not  a  great  manager, 
but  I  walked  around  a  lot,  often 
without  shoes  on,  and  that  walking 
around  will  cover  a  multitude  of 
sins,"  he  said,  adding  that  he  con- 
cluded that  the  fundamental  role  of 


MATH  SKILLS  TEST 


Wha-1- 


IS  pi  r 


3.14159Z+ 


TYPICAL 
GERMAN 
STUPENT 


STUPENT        AMERICAN 

sTuPENT  "°^"" 


a  good  manager  is  motivation. 

"It's  no  different  from  now,"  he 
said,    and,    indeed,    he    still    walks 
around  a  lot,  speaking  to  people  in 
the  newsroom,  but  wearing  shoes. 
-New  York  Times, 
reporting  on  the  naming  of 
Arthur  Ochs  Sulzberger  Jr. 
as  its  publisher 

Reject  False  Concepts 

Soviet-style  communism  may  have 
lost  its  power  to  move  men,  but  we 
will  not  be  able  to  complete  or  con- 
solidate the  victor}'  of  freedom  until 
we  defeat  the  Utopian  vision  of  the 
omnipotent  state.  Completing  and 
consolidating  victory  means  continu- 
ing to  spread  the  word  of  freedom 
and  supporting  political  and  eco- 
nomic reform  instead  of  the  status 
quo.  Here  in  the  United  States,  com- 
pleting and  consolidating  freedom's 
victor}'  also  means  not  giving  in  to 
the  mistaken  idea  that  central  plan- 
ning, as  long  as  we  call  it  something 
other  than  communism  or  socialism, 
can  work. 

-Ken  Tomlinson,  editor-in-chief. 
Reader's  Digest,  at  Hillsdale  College 

Fantastic  Phrases 

Here  is  my  annual  fantasy  of  what 
certain  public  figures  might  have 
said  about — or  to — others  on  New 
Year's  Eve. 

Bush  Chief  of  Staff  Sam  Skinner 
on  Congress:  "After  all  is  said  and 
done,  more  is  said  than  done." 

Treasun,'  Secretan,-  Nicholas  Bra- 
dy's response  to  Democratic  claims  of 
tax  unfairness:  "Let  us  tax  rich  bache- 
lors heavily — it  is  not  fair  that  some 
men  should  be  happier  than  others." 

Edward  Finkclstein,  chairman  of 
R.H.  Maq',  on  the  slow  Christmas 
season:  "When  people  don't  want  to 
come,  nothing  will  stop  them." 

All  presidential  candidates  on  for- 
mer Governor  Jern  Brown:  "He  has 
lost  the  art  of  conversation  but  not, 
unfortunately,  the  power  of  speech." 
-Mortimer  B.  Zi'crerm.\n, 
editor-in-chief, 
U.S.  News  C^  World  Report  ^ 
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At  U.S.Trust,  there  is  a  tradition  of  investment  expertise  that  has  helped  our  clients 


and  their  families  consistentl)  increase  their  assets.  It's  a  tradition  we  can  uphold 


for  you.  To  learn  how  our  asset  management,  private  banking  and  trust  sen  ices 


can  benefit  you,  call  Brian  Keeney,  Senior  Vice  President,  at  1-800-772-TRUST. 


i 


Pjlin  Beach 


Boca  Raton 


Los  Angeles 


SIEMENS 


1847  That  was  then. 


Werner  Siemens  opens  his  first  factory,  a  small  shop  to  manufacture  the  world's 
most  advanced  telegraph. 


©  Siemens  Corporation  1992 


1992.  This  is  now. 


All  across  America,  more  than  60  Siemens  manufacturing  and  assembly  plants  are 
turning  out  an  astonishing  variety  of  high-tech  electronic  and  electrical  products  with 
quality  American  industry  can  count  on.  Over  15,000  Siemens  U.S.  employees  have 
manufacturing  jobs  in  these  plants,  and  are  helping  to  build  products  in  a  wide  range 
of  fields,  including  energy  communications,  automotive,  medical  and  automation 
technology  In  fact,  13%  of  Siemens'  $4.5  billion  annual  sales  are  derived  from 
exports  from  these  factories  to  the  rest  of  the  world.  Siemens.  Precision  Thinking. 


For  more  information,  write  for  Siemens  '92.  Box  8003MG,  Trenton,  New  Jersey  08650. 


Automation 
Lighting  Systems 


Automotive  Electronics 
Medical  Systems 


Electronic  Components         Energy         Information  Systems 
Power  Generation  Telecommunications  Transportation 
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For  nearly  a  century  and  a  half,  the  Shield  has  t)een  poised 

not  to  do  battle  but  to  defend. 
Protecting  business  and  home,  property  and  possessions. 
A  worldwide  symbol  of  an  organization  with  a  rich  history 

as  legacy  And  a  bright  future  as  promise. 
Strong.  Stable.  Steadfast. 
Royal  Insurance.  Your  shield  against  the  unexpected. 


Royal  Insurance 


YbuR  Shield  against 

THE  UNEXPECTED. 
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Gommentairy 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


A  TALE  OF  TWO  CITIES 


Jonty  cart  in  Killarney;  Northern  Ireland's  Duniuce  Castle 


Dublin  in  the  Irish  Free  State  and  Belfast  in  Northern 
Ireland  are  cities  of  many  differences — but  even  more 
similarities.  The  biggest  contrast  Steve  and  Christopher 
Forbes  and  I  encountered  on  a  recent  trip  there  was 
between  the  U.S.  perception  of  Northern  Ireland  and 
the  reality. 

As  to  Dubhn:  It  is  a  busy,  busding  city,  with  a  full 
appreciation  of  the  importance  of  tourism  and  the  trade 
that  visitors  bring — and  a  consequent  desire  to  end  the 
turmoil  and  troubles  between  the  North  and  South. 

We   did   not,   so 
far    as    we    know, 
talk   to   any   mem-   | 
bers    of  the    IRA.   | 
But    we    found    a 
great        unanimity 
among  the  business 
and       government 
people  we  did  meet 
«in    their   desire    to 
work  with  respon- 
sible   elements    ev- 
erywhere    to     im- 
prove the  impression  Americans  have  of  Ireland.  They 
are   as   unhappy  with   the   IRA  as  we   are   with   any 
terrorist  group. 

I  was  particularly  struck  by  the  number  of  Northern 
Ireland  enterprises,  such  as  the  Northern  Ireland  Tourist 
Board,  that  have  offices  or  branches  in  Dublin.  Interna- 
tional banks  and  businesses  operate  in  both  cities,  and 
there  is  substantial  tourist  flow  back  and  forth  across  the 
border.  Anglican  churches,  of  course,  hold  services  in 
Dublin,  as  do  Catholic  churches  in  Belfast. 

It  is  true  that  there  are  too  many  evidences  of  the 
problems  that  have  plagued  the  island  for  so  many  hun- 
dreds of  years.  December  saw  an  increase  in  IRA  bomb- 
ings in  Belfast  (and  in  Lx)ndon),  and  there  was  a  particu- 
larly heinous  murder  of  seven  men  by  bombing  near  the 
northern  capital  a  few  days  after  we  left.  The  government 
remains  determined  to  hunt  down  all  the  killers. 

The  damaged  areas  are,  of  course,  noticeable,  but  life 
goes  on  in  Belfast  with  little  visible  evidence  of  fear  or  a 
siege  mentality.  A  large  ball  with  hundreds  of  guests  was 
held  without  incident  in  Belfast's  handsome  old  Victorian 
City  Hall,  even  though  the  event  had  been  widely  publi- 


cized for  several  days. 

Tourism  in  the  North  has  actually  increased,  and  the 
number  of  vacationing  visitors  has  doubled  in  the  last 
three  years.  More  than  £100  million  ($178  million)  is 
currently  committed  to  building  new  hotels  and  other 
facilities  for  tourists  in  the  North. 

There  is  a  substantial  manufacturing  base.  A  most 
impressive  Belfast  operation  is  Shorts  Aircraft,  a  compa- 
ny that  manufactures  NATO  aircraft,  wings  for 
Boeing's   747s   and   many   other   high-tech   products. 

Shorts  is  one  of 
Northern  Ireland's 
largest  employers. 
It  operates  a  super- 
modern  plant, 
complete  with  ro- 
bots and  capable  of 
producing,  among 
other  things,  all  the 
very  low  tolerance 
components  for  a 
new,  highly  accu- 
rate missile. 

Everyone,  North  and  South,  praises  the  quality  of  the 
Irish  work  force — the  level  of  education,  the  adaptability 
to  new  tasks  and  the  high-tech  skills. 

Peter  Brooke,  the  highly  regarded  Secretary  of  State  for 
Northern  Ireland,  is  the  top  official  of  the  United  King- 
dom's government  in  Belfast.  He  warmly  endorses  North 
participation  in  joint  and  individual  activities  in  the 
South,  and  vice  versa. 

Brooke  has  been  conducting  talks  and  negotiations 
that  are  leading  to  some  reduction  in  the  tension  and  that 
could  ultimately  bring  significant  progress  in  the  centu- 
ries-old conflict.  He  encountered  some  strong  criticisms 
for  his  appearance  on  a  television  program,  but  his  posi- 
tion seemed  strengthened  when  he  received  the  strong 
backing  of  Prime  Minister  Major. 

The  more  joint  activities,  such  as  industrial  develop- 
ment and  efforts  to  attract  tourism,  can  continue,  the 
more  chance  there  will  be  of  reducing  terrorism,  which  all 
responsible  people.  North  and  South,  desire.  All  of  which 
proves  again  that  one  of  the  greatest  forces  for  peace 
between  opposing  parties  is  ever- increasing  trade  be- 
tween the  two.  Hi 
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TWO  ROOMS  TWO  BUSINESS  DEALS 
TWICE  THE  PRODUCTWITY 


TWICE  THE  ROOM.  A  laige 
private  bedroom.  A  separate 
spacious  living  room  with  a 
well-lit  work  area  perfect  for 
small  meeting.  Each  suite  also 
has  two  telephones,  two  TVs, 
a  wet  bar  with  refri^rator, 
cofiee  maker  and  microwave. 
Computer  modem  hookup 
available  in  most  suites. 

For  people  who  travel  a  TWICE  THE  VALUE.  A  free, 

lot  on  business,  there  is  no  cooked-to-orderbreakfestis 

better  partner  than  Embassy  served  each  morning.  Two 

Suites  hotels.  hours  of  complimentary 
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beverages^  each  evening. 
Both  sure  to  help  keep  your 
expense  report  in  line. 

Next  time  you  need  a  hotel 
room,  Think  TwiceThen  call 
your  travel  agent  or  Twice 
TheHotein-SOO-EMBASSY 


Free,  cooked-to-order  breakfast. 


EMBASSY 
SUITES" 

HiMO.  cat  l-8l»<»-}-UMUI 


+Sub)ftt  to  state  and  local  laws 
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EDITED  BY  HDWARD  BANKS 


Do  we  have  a  trade  problem  with  Japan? 


To  ITS  DISCREDIT,  the  world's  second-largest 
industrial  power  is  still  overregulated  by  its  bu- 
reaucracy, as  if  it  were  exporting  cheap  dolls 
and  ashtrays.  Many  markets,  from  food  to  insur- 
ance to  stocks  and  bonds,  remain  adminis- 
tered, with  the  result  that  Japan's  trading  part- 
ners can  righdy  claim  Japan  is  in  many  in- 
stances a  protected  market  that  needs  opening. 

The  U.S.  media  panned  George  Bush's  re- 
cent visit  to  Japan,  preferring  to  see  it  through 
Japanese  eyes:  as  a  humbled  American  beg- 
ging for  trade  concessions.  In  fact,  however. 
Bush  and  his  negotiators  made  real  progress  in 
prying  open  Japan's  glass,  paper,  financial  ser- 
vices and  other  markets.  Bush  did  not  start  this 
process;  nor  will  his  January  trip  end  it. 

Why  is  Japan- bashing  back  in  style  in  Wash- 


U.S./Japanese  merchandise  trade 
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•Annualized  based  on  first  eleven  months. 
Source:  U.S.  Department  of  Commerce 


ington,  in  Los  Angeles  (where  local  pols  yanked 
a  $122  million  railcar  contract  from  Sumi- 
tomo Corp.  of  America  for  the  most  jingoistic  of 
reasons)  and  many  places  in  between? 

A  quick  look  at  the  chart  suggests  that  Ja- 
pan's merchandise  trade  surpluses  with  the 
U.S.,  while  large,  are  already  subsiding.  From 
a  peak  of  $56  billion  in  1987,  Japan's  surplus  has 
dropped  to  around  $40  billion  last  year.  As  a 
percentage  of  U.S.  gnp,  the  drop  is  even  more 
pronounced.  Were  it  not  for  Japan's  exports  of 
automobiles  and  auto  parts  ($30  biUion  last 
year),  the  world's  two  largest  economies 
would  have  almost  perfecdy  balanced  merchan- 
dise trade. 

Why,  then,  is  the  Bush  Administration  so 
worried  about  Japan's  trade  surpluses?  Because 
many  of  the  Administration's  economists  are 
looking  ahead. 

The  chart  shows  that  when  the  U.S.  econo- 
my recovers  from  a  slump — as  after  1975  and 
again  after  1982 — Japan's  trade  surpluses  also 
rise  as  American  consumers  buy  more  Toyotas 
and  Sonys  to  go  with  their  new  houses.  This 
was  especially  true  during  the  prosperous  mid- 


Forbes  ■  February  1/,  1992 


1980s.  Despite  the  sharp  revaluation  of  the 
yen  after  the  Plaza  Agreement  in  September 
1985,  our  imports  of  Japanese  products  con- 
tinued to  surge.  Only  as  recession  settied  in 
during  1990  did  the  trade  imbalance  improve. 

On  the  Asia  tour  last  month.  Bush's  close 
advisers  confidentiy  predicted  tharthe  U.S. 
economy  will  recover  in  the  second  half  of  this 
year.  The  stock  market  agrees.  If  the  advisers 
and  the  market  are  right,  then  Japan's  trade 
surpluses  are  likely  to  begin  spurting  again  this 
year  and  next. 

"That,"  said  one  Commerce  Department 
staffer,  "is  why  we're  working  on  them  [the 
Japanese]  to  open  up  their  markets  now,  be- 
fore the  surpluses  get  out  of  hand  again." 

Representative  Richard  A.  Gephardt 
(D.-Mo.)  and  all  three  chairmen  of  the  U.S. 
auto  companies  want  to  force  the  Japanese  to 
cut  their  bilateral  surplus  with  the  U.S.  by  20%  a 
year  over  the  next  five  years.  But  with  surplus- 
es certain  to  rise  as  the  U.S.  economy  recovers, 
that  proposal  makes  sense,  unless  Gephardt 
wants  to  keep  out  Japanese  cars.  In  any  case,  the 
Administration's  staffers  on  the  Asia  trip  were 
careful  to  distance  themselves  from  it.  "Not  our 
policy,"  said  one.    . 

Looking  ahead  to  the  second  half  of  the 
decade,  the  U.S. -Japan  merchandise  trade  ac- 
count is  likely  to  rhove  closer  to  a  balanced 
position.  Partiy  this  is  because  Japan  will  contin- 
ue to  open  its  markets.  Japanese  consumers 
will  also  buy  more  goods,  easing  the  pressure  on 
Japanese  companies  to  export. 

There's  a  third  reason:  Japanese  industry 
has  been  moving  much  of  its  manufacturing 
base  overseas,  especially  to  Southeast  Asia. 

In  1990  (the  latest  year  for  which  figures  are 
available)  Japan  exported  over  $82  billion  worth 
of  goods — much  of  it  capital  equipment  and 
semifinished  goods — to  Southeast  Asian  na- 
tions. It  has  also  made  huge  direct  investments 
in  the  U.S.  ($83  billion  as  of  1990,  second  only 
to  Britain's  investments)  and  in  Europe. 

Tokyo-based  Kenneth  Courtis,  senior 
economist  at  Deutsche  Bank  Capital  Markets 
(Asia),  predicts  that  the  value  of  Japanese 
goods  manufactured  outside  Japan  will  rise 
from  $165  billion  in  1990  to  over  $1  trillion 
by  the  end  of  the  decade.  Among  other  things, 
that  means  more  and  more  "Japanese"  prod- 
ucts will,  in  the  years  ahead,  be  exported  to  the 
U.S.  from  factories  in  Thailand,  Indonesia, 
Malaysia.  U.S.  business  people  and  trade  nego- 
tiators will  have  to  stay  on  their  toes  lest  these 
developing  countries'  surpluses  present  Wash- 
ington with  a  new  trade  headache. 

— Lawrence  Minard  ^ 
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THE  FORBES  INDEX 


BY  TIMOTHY  DODMAN 


The  Forbes  Index  (i967=ioo) 
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■  How  weak  was  the  economy  in  1991?  Pretty  weak.  New 
i  housing  starts  fell  nearly  15%  last  year,  to  just  over  1 
million  units,  the  lowest  level  since  1945.  Retail  sales 
gained  0.7%  in  1991,  the  smallest  increase  in  three 
decades.  By  contrast,  the  Consumer  Price  Index  was  3.1% 
higher  in  December  than  it  was  a  year  earher.  With  weak 
*  consumer  demand  and  plenty  of  excess  industrial  capacit\% 
corporations  may  have  a  hard  time  raising  prices.  This 
could  put  a  damper  on  the  earnings  rebound  that  many 
expect  for  the  year  ahead. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

6.5% 

Auto  sales  year  to  date  vs  1991 ' 

Ward's  Automotive 

-«.]% 

index  of  leading  indicators  Nov  vs  Oct 

Dept  of  Commerce 

-0.3%     - 

Trade  balance  12  months  ended  Nov  1991 
All-commodity  producer  price  Index  Dec  vs  Nov^ 

Dept  of  Commerce 
Dept  of  Labor 
Dept  of  Commerce 
Federal  Reserve 

-$65  bll 
-0.4% 
1.8%    1 
1.6%    1 

GDP  3rd  quarter  vs  2nd — annualized  growth 
M2  (3-month  change) — annualized  growth^ 

^  U.S. -based  manufacturers,  excludes  imports,  as  of  1/20/92.  ^  Wholesale  goods.  ^  Includes  M 1 
(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 


Services     •    Total  index 


Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


Inventories     •    New  orders 


270 


210 


150 


Manufacturers'  new  orders  and  inventories 
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Industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Reserve) 
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New  unemployment  claims  aveiage  lor  montti 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 


NDJFIVIAIVIJ    JASOND 


50 


155 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


Retail  sales  i$billions), 

seasonally  adjusted  (Dept  of  Commerce) 
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Personal  income  (Sbiilions)  wage  and  salary 

disbursements,  seasonally  adjusted  lOeot  cf  Comm«fcel 
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■ttAO  UGHTlY-CWrt  WSPONSav  Of  f  SOD 


PLEASE  BUCKIE  UP  FOR  SECURITY  t  1992  RANGE  RCWER  OF  NORTH  AMERICA,  INC 


Where  do  you  suppose  they  keep  the  Range  Rover? 


A 


Range  Rover  is  quite  at  home  in 
weather  that  would  keep  other  luxury 
cars,  well,  at  home. 

After  all,  with  its  permanent  4-wheel 
drive  and  powerful  V-8  engine,  you  can 
plow  through  unplowed  roads. 

Tool  along  slushy  streets. 

Make  it  up  sleet-covered  hills. 

And  easily  cope  with  conditions 
that  would  discourage  a  sled  dog. 


In  fact,  the  Range  Rover  County 
even  comes  with  an  anti-lock  braking 
system  considered  by  many  to  be  the 
most  sophisticated  one  on  four  wheels. 


A 


GRANGE  ROVER 


Which  not  only  means  you  can 
drive  with  a  reassuring  amount  of 
control. 

You  can  stop  with  it  too. 

So  why  not  call  1-800-FINE  4WD  for 
the  name  of  a  dealer  near  you? 

Granted,  with  Range  Rovers  starting 
at  just  under  ^39,000,  it's  not  the  sort  of 
thing  one  should  take  lightly. 

But  then,  neither  is  a  ton  of  snow. 


Forbes 


Suing  for  damages  has  become  both  a  huge  industry 
and  a  tremendous  drag  on  American  industry's 
ability  to  compete. 


The  tort  tax 


By  Leslie  Spencer 

Millions  of  ordinary  Americans  may 
be  worried  about  die  economy,  but 
1992  already  promises  to  be  another 
big  year  for  the  country's  trial  lawyers. 
Arm  in  arm  with  the  Scientologists, 
the  plaintiffs'  bar  is  in  hot  pursuit  of 
Eli  Lilly,  maker  of  the  antidepressant 
Prozac.  A  flurry  of  liability  suits  is 
about  to  engulf  Upjohn,  maker  of 
Halcion,  the  popular  sleeping  pill.  On 
a  third  front,  plaintiffs'  lawyers  have 
just  filed  hundreds  of  cases 
against  Dow  Coming's  silicone 
breast  implants,  which  they  hope 
will  enrich  them  as  asbestos  en- 
riched them  in  the  1980s. 

Further  down  the  line,  plain- 
tiffs' lawyers  are  assessing  their 
prospects  against  Nutri/System 
and  HMR  500  diet  plans.  The  Civil 
Rights  Act  of  1991  promises  to 
generate  countless  lawsuits  against 
employers. 

How  much  does  all  this  tort  litiga- 
tion cost  the  U.S..^  Two  years  ago 
Forbes  reported  the  tort  system's  di- 
rect costs  at  $80  billion  a  year 
(Forbes,  Oct.  16,  1989).  That  figure 
was  based  on  a  study  by  Tillinghast,  a 
Hartford -based  actuarial  consulting 
firm.  It  represented  lawyers'  fees, 
payouts  to  claimants  and  insurers' 
administrative  costs  in  1985. 

The  estimate  did  not  go  down  well 
with  the  trial  lawyers  and  the  groups 
associated  with  them.  Last  October 
Joan  Claybrook,  president  of  Ralph 
Nader's  Public  Citizen,  told  PBS' 
Adam  Smithes  Money  World  that  the 
annual  cost  of  torts  is  just  $30  billion. 
Claybrook  sourced  her  figure  to  a 
study  done  by  Rand  Corp.'s  respected 
Institute  for  Civil  Justice,  and  asserted 
that  the  Forbes  figure  had  ''no  statis- 
tical basis  whatsoever." 

If  anything,  FoRBES'  estimate  un 


40 


derstated  the  true  cost  of  the  tort 
system.  In  a  recendy  released  update 
of  its  1984  study,  Tillinghast  analyzed 
liability  insurers'  costs  for  1987.  Its 
conclusion:  Tort  claims  cost  the 
country  $117  billion  that  year.  James 
Kakalik,  coauthor  of  the  Rand  study 
cited  by  Claybrook,  says  it  is  Tilling- 
hast's  $117  billion  number, 
not  Rand's  $30  billion  to 
$36  billion  range,  that  rep- 
resents the  direct  "tort  tax" 
consumers  end  up  paying. 
Robert  Sturgis,  who 
wrote  the  latest  Tillinghast 
study,  notes  that  from 
1933  until  1950,  U.S.  tort 
costs  grew  in  line  with  the 


overall  economy.  Since  1950,  howev- 
er, they  have  grown  at  a  compound 
rate  of  12%  a  year — much  faster  than 
the  costs  of  workers'  compensation, 
government-paid  health  care  and  wel- 
fare. Assuming  that  tort  costs  kept 
growing  at  12%  after  1987,  the  cost 
last  year  came  to  $  1 84  billion — nearly 
on  a  par  with  the  countr\''s  net  private 
domestic  investment. 

Where  does  all  the  money  go.'  Both 
Rand  and  Tillinghast  agree  that  in- 
jured claimants  end  up  with  only  half 
of  the  proceeds  from  this  tort  tax. 
Further,  according  to  Tillinghast, 
only  a  quarter  compensates  economic 
losses  of  plaintiffs.  (The  other  quarter 
pays  for  plaintiffs'  "pain  and  suffer- 
ing.") The  other  half  goes  to  insurers' 
administration  costs  and  to  lawyers  to 
cover  their  fees  and  the  expenses  they 
incur  on  things  like  discover)'  and 
expert  witnesses. 

How  could  two  studies  come  up 
with  such  different  numbers?  The 
Rand  study  set  out  to  measure  only 
the  costs  direcdy  associated  with  state 
and  federal  lawsuits.  The  Tillinghast 
study  went  fiirther.  It  took  into  ac- 
count such  costs  as  the  payments  to 
resolve  the  millions  of  potential  law- 
suits that  never  reach  the  courthouse, 
and  the  costs  to  insurers  of  processing 


Torts  vs.  GNP 
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Before  1950  tort  costs  grew  in  line  with 
GNP.  After  World  War  II  they  shot  ahead 
of  GNP  and  have  kept  growing  at 
a  compound  rate  of  12%. 
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claims  and  defending  suits. 

Note  that  the  Tilhnghast  and  Rand 
studies  consider  only  the  tort  system's 
direct  costs  to  the  economy.  Beyond 
the  direct  costs  are  the  harder-to- 
measure — but  very  real  nonetheless — 
indirect  costs  incurred  in  efforts  to 
stay  out  of  the  trial  lawyers'  talons. 

For  example,  a  1989  American 
Medical  Association  study  estimated 
that  for  every  $1  they  spend  on  insur- 
ance premiums,  doctors  spend  $2.70 
performing  often  unnecessary  tests 
and  beefing  up  record  keeping  to 
avoid  litigation;  this  suggests  that  ex- 
cluding premium  costs  of  about  $5 
billion  to  $6  billion,  the  indirect  tort 
tax  related  to  medical  malpractice  li- 
ability alone  cost  the  economy  about 
$15  billion  that  year. 

How  much  of  the  nation's  $738- 
billion-a-year  health  care  bill  can  be 
laid  to  the  tort  system?  Hard  to  say, 
but  a  1991  study  of  auto  injury  claims 
in  Hawaii  by  the  Insurance  Research 
Council  gives  some  indication.  The 
study  reports  that  medical  treatment 
of  a  typical  neck  sprain  from  whiplash 
comes  to  about  $1,300  if  handled 
without  a  lawyer,  on  a  no-fault 
basis.  The  cost  to  treat  the  same 
injury  if  part  of  a  tort  claim 
comes  to  about  $8,000. 

Out  front  and  losing 

Tort  costs  as  percent  of  GNP 
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At  2.5%  Of  GNP, 
the  tort  tax  is 
three  to  ei^ 
times  as  high 
in  the  U.S. 
as  elsewhere. 
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Source.  Tilhnghast.  1987  study 


One  can  argue  that  the  right  of 
consumers  to  sue  to  recover  for  injury 
protects  us  against  incompetent  doc- 
tors, and  manufacturers  who  make 
lawnmowers  that  cut  fingers  along 
with  the  grass.  The  problem  with  the 
argument  is  that  the  tort  industry  has 
grown  so  large  that  it  is  now  reducing 
the  quality  and  availability  of  many 


goods  and  services. 

There  are  countless  examples.  Tox- 
ic leak  detectors,  useful  to  anyone 
handling  toxic  substances,  were  de- 
signed in  the  mid-1970s.  But  many 
were  kept  off  the  market  out  of  fear  of 
lawsuits  should  the  detectors  fail. 

Or  take  small  planes.  Ver\'  few  new, 
technologically  advanced  single-  and 


Tortgushers  for  1991 
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Juries  handed  down  these  jaclqiot  tort  verdicts  last  year.  The  top  ten 
total  comes  in  at  three  times  the  total  of  just  three  years  ago. 

$127.7  million      Product  liability  verdict  against  drug  manufacturer  Upjohn  Co.,  alleging  that  anti- 
Chicago  inflammation  drug  Depo-Medrol  caused  blindness,  which  resulted  in  loss  of  plaintiff's  eye. 

$91.3  million       45-plaintiff  consolidated  award  in  case  tried  against  Owens-Corning  Fiberglas  and 
Brooklyn  other  asbestos  manufacturers.  Same  jury  still  deciding  product  identification, 

defendant's  culpability  and  punitive  damages. 

$86.5  million       Sum  of  verdicts  against  Decom  Medical  Waste  Systems,  KML  Corp.,  Bunker  Resources, 
St.  Louis  Recycling  and  Reclamation  Inc.  and  Raymond  Adams,  for  accusing  plaintiff  of  bringing 

AIDS  virus  into  a  hospital.  Settled,  amount  sealed. 

$84.5  million       Premises  liability  award  against  an  apartment  complex  and  its  management  company  in 
Houston  case  of  children  drowned  and  brain-damaged  in  complex  pool.  Settled  for  $17  million. 

$75  million  Product  liability  case  consolidating  36  plaintiffs  against  the  Manville  Trust, 

New  York  Owens-Illinois  and  other  asbestos  manufacturers. 

$62  million  Insurance  bad  faith  award  against  Truck  Insurance  Exchange  and  Farmer's  Insurance 

Santa  Ana,  Exchange  where  insurer  was  accused  of  failing  to  pay  for  insured's  legal  defense. 

Calif.  Judge  reduced  verdict  to  $58  million.  On  appeal. 

$61.2  million       Insurance  bad  faith  case  against  underwriters  at  Lloyd's  of  London  for  failure 
Anchorage  to  pay  a  restaurant  owner's  fire  insurance  claim.  On  appeal. 

$47  million  Product  liability  case  against  Fibreboard  and  three  other  asbestos  manufacturers 

Houston  for  275  plaintiffs. 

$35  million  Finding  against  California  for  failure  to  maintain  center  barrier  of  interstate  highway  in 

Los  Angeles  case  of  accident  resulting  in  quadriplegia  to  a  34-year-old  man.  Settled  for  $15  million. 

$33.8  million       Product  liability  award  against  Merrell-Dow  Pharmaceuticals  for  birth  defects 
Corpus  Christi       allegedly  caused  by  pregnant  woman's  use  of  Bendectin. 

Note:  Excludes  civil  verdicts  against  alleged  or  convicted  criminals. 
Sources:  Jury  Verdict  Research;  Jury  Verdict  Review;  FORBES. 

Where  lawyers  are  prospecting 

If  juries  go  along,  these  hot  new  tort  topics  will  make  plaintiffs' 
lawyers  and  their  expert  witnesses  rich. 

Breast  Hundreds  of  cases  pending  against  Dow  Corning,  other  manufacturers  and  physicians, 

implants  arising  from  alleged  implant  leaks  and  fibrous  tissue  formation. 

Halcion  At  least  20  cases  pending  against  Upjohn  Co.'s  drug  alleging  behavioral  side 

effects  resulting  in  paranoia,  suicide  and  murder. 

Insurance  Hundreds  of  bad  faith  cases  pending  against  many  insurance  companies  and  agents 

policies  alleging  emotional  distress  after  the  insured's  claim  is  rejected. 

Electromagnetic    About  a  dozen  personal  injury  cases  against  several  utility  companies  and  electrical 
fields  transmission  equipment  manufacturers  alleging  brain  damage,  cancer  and  leukemia 

caused  by  electric  and  magnetic  fields. 

Prozac  An  estimated  100  cases  pending  against  Eli  Lilly  &  Co.  Supposed  adverse  effects 

include  suicidal  and  homicidal  behavior. 
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Tort  costs 


twin -engine  planes  are  manufactured 
today  because  of  liability  costs  to  the 
manufacturer.  The  perverse  conse- 
quence: Older  planes  stay  in  use  long- 
er than  they  would  if  prices  of  new 
ones  weren't  so  high. 

Although  impossible  to  quantify 
precisely,  it's  likely  that  the  tort  sys- 
tem's indirect  costs  are  at  least  as  high 
as  the  direct  ones.  That  would  put  the 
annual  tort  tax  at  well  over  $300 
billion  today — and  growing  rapidly. 
Rand's  James  Kakalik  thinks  that  the 
American  Medical  Association's  esti- 
mate that  medical  malpractice's  indi- 
rect costs  are  over  2^2  times  direct 
costs  is  a  fair  high- end  estimate  for  the 
tort  system  as  a  whole. 

Whatever  its  precise  dimension,  the 
tort  tax  is  now  weighing  heavily  on 
the  ability  of  American  industries  to 
innovate  and  to  compete  internation- 
ally. At  2.5%  of  U.S.  GNP,  the  tort 
system's  direct  costs  (as  estimated  by 
Tillinghast  for  1987)  impose  a  bur- 
den in  the  U.S.  five  times  that  in  the 
U.K.,  and  almost  seven  times  the  level 
in  Japan  (see  chart,  p.  41). 

There  are  a  few  rays  of  hope.  Vice 
President  Dan  Quayle  is  pushing  tort 
reform,  targeting  such  areas  as  frivo- 
lous lawsuits,  arbitrary  punitive  dam- 
ages, "junk  science"  in  the  court- 
room (Forbes, /w/y  8,  1991).  Among 
Quayle 's  proposals:  Ban  contingency 
fees  for  expert  witnesses,  curb  puni- 
tive damages  and  adopt  the  English 
Rule,  whereby  losers  pay  the  winners' 
costs.  Last  October  President  George 
Bush  signed  an  executive  order  man- 
dating that  all  government  agencies 
implement  Quayle 's  proposed  re- 
forms when  litigating.  In  his  State  of 
the  Union  address  late  last  month. 
Bush  again  called  for  tort  reform. 

But  effective  reform  remains  elu- 
sive. Those  who  oppose  it  are  too 
powerful  and  have  too  much  at  stake. 
As  of  Jan.  22  a  loser-pays  rule  is 
authorized  in  most  cases  the  govern- 
ment brings.  But  this  sensible  reform 
is  toothless  without  budget  approval 
from  Congress,  whose  members  are 
unlikely  to  approve. 

Perhaps  the  only  real  solution  lies 
with  judges  and  juries.  As  they  begin 
to  appreciate  the  true  magnitude  and 
ramifications  of  the  spiraling  tort  tax, 
they  will  be  more  likely  to  throw 
frivolous  lawsuits  and  venal  demands 
back  at  the  lawyers  responsible.      WM 
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His  enemies  say  it's  only  a  matter  of  time  before 
William  Dean  Singleton's  highly  leveraged  newspaper 
empire  totally  collapses.  The  wait  may  be  long. 

<<We're  the  only 
one  left" 


By  William  P.  Barrett 

William  Dean  Singleton's  first  ef- 
fort at  owning  a  daily  newspaper  end- 
ed badly  but  memorably.  His  Fort 
Worth  Press,  a  poorly  financed  revival 
facing  an  entrenched  competitor, 
shut  in  1975  after  only  three  months. 
On  the  final  day,  angry  reporters 
hurled  beer  cans  at  Singleton  as  he 
made  a  newsroom  speech. 

"I  was  24  years  old  then,"  he  says, 
clearly  pained  by  the  memory.  "I've 
learned  a  lot  since  then." 

Among  the  things  Singleton,  now 
40,  has  learned  is  how  to  finance  his 
acquisitions.  Rule  number  one:  Use 
other  people's  capital.  Rule  number 
two:  Don't  use  all  your  assets  as  coUat- 


MediaNews  Group's  William  Dean  Singleton 
Gets  a  dreadful  word-o^mouth. 


eral  for  a  loan  to  buy  another  proper- 
ty; that  way,  one  piece  of  the  empire 
can  go  down  without  dooming  the 
whole  empire.  And  never  sign  person- 
al guarantees  for  corporate  loans.  An- 
other important  rule:  Keep  overhead 
down.  Singleton's  headquarters  staflf: 
just  14  people. 

With  aggressive  borrowing  and  dil- 
igent cost-chopping,  Singleton — 
who  tends  to  leave  daily  operations  to 
his  lieutenants  while  he  makes  deals — 
has  built  quite  a  business.  Revenues  of 
his  privately  owned  parent,  Houston- 
based  MediaNews  Group,  were  an 
estimated  $450  million  last  year.  Its 
15  daihes  in  9  states  include  the  Den- 
ver Post,  the  Houston  Pojf  and  monop- 
oly papers  in  several  smaller  cities. 

Singleton  made  his  first  Media- 
News  acquisition  in  1983  when  he 
paid  $10  million  for  the  Gloucester 
County  Times,  in  the  New  Jersey  sub- 
urbs of  Philadelphia.  Some  S7  million 
of  that  came  from  banks.  The  rest 
came  from  Richard  Scudder,  a  third- 
generation  newspaper  owner  who 
had  rim  the  now  defimct  Newark 
Evening  News.  Now  78,  Scudder  is 
still  Singleton's  50-50  partner  and 
MediaNews'  chairman. 

As  media  values  rose  during  the 
1980s,  Singleton  was  often  able  to 
entirely  finance  a  new  property*  with  a 
short-term  bank  loan,  later  refinanced 
with  longer-term  investors.  Media- 
News'  debt  and  preferred  stock  is 
down  to  around  S400  million. 

Recently,  of  course,  media  values 
have  been  falling  and  cash  fiows  slow- 
ing. Singleton's  many  detractors — he 
gets  a  dreadful  word -of  mouth  within 
the  business,  partly  because  he  otten 
fijrloughs     employees — predict     his 
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MediaNews  Group  holdings  at  a  glance 

Entity 

Lead  lender,  minority  interest 
Major  properties 

Consolidated  Newspapers 

Bank  of  Boston,  Toronto  Sun  Publishing  Co 

Houston  Post,  Gloucester  County  (NJ)  Times,  Salem  (NJ)  Sunbeam 

Garden  State  Newspapers 

John  Hancock,  Media  General 

Hayward  (CA)  Review,  Alameda  (CA)  Times-Star,  Pleasanton  (CA)  Tri-Valley  Herald,  Fremont  (CA) 
Argus,  Bristol  (CT)  Press,  Ypsilanti  (Ml)  Press,  York  (PA)  Dispatcti,  Woodbridge  (VA)  Potomac  News, 
Las  Cruces  (NM)  Sun-News,  Johnstown  (PA)  Tribune-Democrat 

North  Jersey  Newspapers 

Bankers  Trust,  Media  General 

Nortti  Jersey  (NJ)  Herald  &  News,  ex-Goodson  weeklies 

Denver  Newspapers 

Times  Mirror,  Media  General 
Denver  Post 

Totals 


Daily 

1991  cash 

Debt,            Market  or 

Singleton 

circulation 

flow* 

preferred         liquidation 

stock               value 

estimated:  Smillions 

equity 

340,000 


288,000 


75,000 


253,000 


956,000 


$10 


32 


$120 


150 


$105 


350 


$0 


60 


5 

30 

45 

5 

7 

95 

50 

0 

54 

395 

550 

65 

*Defined  as  earnings  before  interest,  depreciation  and  taxes.     Doesn't  include  newspapers  sold  or  closed  since  January  1991.     Note:  Singleton  has  agreement  to 
buy  Fairbanks  (AK)  Daily  News-Miner.  He  also  has  personal  interests  in  the  Pasadena  (CA)  Star-News  and  several  Utah  weeklies. 

By  grouping  his  properties  in  different  corporations,  Singleton  contains  many  problems. 
The  lack  of  cross-coilateralization  helps  protect  the  empire. 


debt  will  eventually  drag  him  under. 
But  they  may  be  disappointed:  With 
one  or  two  exceptions,  he  was  careful 
not  to  overpay.  Forbes  figures  that 
even  now,  the  four  operating  units 
into  which  Singleton  has  divided  Me- 
diaNews' properties  have  more  than 
sufficient  cash  flow  to  service  the 
debt,  and  a  combined  net  worth  of 
$155  million  (see  table).  Singleton's 
personal  share  is  worth  an  estimated 
$65  million.  Most  of  that  is  in  his 
Garden  State  Newspapers  unit  of 
small  newspapers. 

Boasts  Singleton:  "Look  who  else 
expanded  in  the  1980s  with  highly 
leveraged  acquisitions — Ralph  Inger- 
soll,  Robert  Maxwell,  Tucker  Suther- 
land. We're  the  only  one  left." 

To  his  credit.  Singleton  has  been 
willing  to  sell  as  well  as  buy.  Two 
months  ago,  for  example,  he  sold  a 
Yakima,  Wash,  paper  for  about  $65 
million — more  than  double  what  he 
paid  just -five  years  earlier.  And  after 
paying  Times  Mirror  Co.  $110  mil- 
lion for  the  Dallas  Times  Herald  in 
1986,  he  sold  it  within  two  years  to 
another  business  partner.  Singleton 
and  his  bank  lenders  basically  broke 
even  but  dodged  the  bullet:  The  pa- 
per collapsed  in  December. 


"You  have  to  treat  your  lenders 
right,"  says  Singleton.  By  that  Single- 
ton means  his  major  institutional 
lenders — Bank  of  Boston,  Bankers 
Trust  and  John  Hancock — as  distinct 
from  the  media  companies  that  have 
oft:en  helped  finance  his  purchases  of 
their  properties  by  taking  back  his 
paper.  Last  year  Times  Mirror,  which 
sold  the  Denver  Post  to  Singleton  in 
1987  for  $95  million,  wrote  off  most 
of  the  $75  million  note  it  took  back. 
Legally,  Singleton  still  owes  the  mon- 
ey, but  image -conscious  Times  Mir- 
ror doesn't  want  to  repossess  the  Post, 
now  locked  in  a  dogfight  with  E.W. 
Scripps'  Rocky  Mountain  News.  So 
Times  Mirror  and  Singleton  are  nego- 
tiating some  form  of  actual  debt  relief. 

The  Toronto  Sun  Publishing  Co. 
chopped  in  half  the  $50  million  Sin- 
gleton owes  from  buying  the  Houston 
Post  in  1987  for  $150  million  and 
turned  the  rest  into  preferred  stock 
carrying  no  dividend.  Why.''  The  Post, 
the  main  asset  of  Singleton's  Consoli- 
dated Newspapers,  is  trailing  Hearst 
Corp.'s  dominant  Houston  Chronicle 
and  needs  help.  Singleton  also  rene- 
gotiated Consolidated's  estimated 
$95  million  or  so  of  bank  debt,  get- 
ting lenders  to  postpone  receiving 


interest  on  part  of  the  loans.  Con- 
cedes he:  "We  built  in  some  cyclicality 
in  the  Post  purchase  price,  but  we 
overpaid  by  $50  million."  But  since 
he  isn't  cross -collateralized,  even  a 
Post  collapse  wouldn't  affect  Single- 
ton's other  companies. 

Singleton  does  know  how  to  cut  a 
deal.  Two  years  ago  his  Garden  State 
Newspapers  formed  North  Jersey 
Newspapers,  a  partnership  with 
Goodson  Newspapers.  Singleton 
contributed  dailies  in  Union  City, 
Elizabeth  and  Passaic,  and  Goodson, 
a  dozen  weeklies  in  affluent  suburbs. 

Fair  deal?  While  the  Goodson 
weeklies  thrived,  all  three  Singleton 
dailies  foundered;  two  were  closed. 
Meanwhile,  say  insiders.  Singleton 
made  a  $6  million  or  so  capital  call  on 
Goodson,  which  was  stretched  from 
earlier  acquisitions.  When  Goodson 
couldn't  meet  the  call.  Singleton 
walked  away  with  the  weeklies. 

While  most  media  companies  are 
still  retrenching.  Singleton  is  shoul- 
dering ahead.  "We're  not  done  buy- 
ing papers,"  he  says.  Indeed,  he  just 
agreed  to  buy  the  Fairbanks,  Alaska 
daily  and  has  been  sighted  in  Ogden, 
Utah,  checking  out  that  town's  Stan- 
dard-Examiner. ^M 
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Whether  Lee  makes  too  much  money  or  Toyota  dumps 
aren't  the  issues.  Is  Detroit  expendable?  That's  the  issue. 

The  case  for 
protection 


By  Jerry  Flint 

Arguments  for  protection  general- 
ly get  a  chilly  reception  at  Forbes. 
But  Senior  Editor  Jerry  Flint 
thinks  the  situation  so  dangerous  at 
General  Motors,  Ford  and  Chrysler 
that  protection  may  be  the  only  way 
to  save  them.  Are  they  worth  sav- 
ing? Flint,  who  has  covered  Detroit 
for  30  years,  says  yes.  Whether  or 
not  one  agrees,  the  questions  raised 
are  likely  to  resonate  well  after  this 
recession  ends. 

Late  last  month  I  sent  a  i;ote  to 
Robert  Stempel,  chairman  of  General 
Motors,  asking:  "Is  the  U.S.  auto 
industry  expendable,  and  what  must 
government  do  to  help?"  Pretty  soon 
Stempel  was  on  the  phone.  "This  is 
the  first  time  I've  seen  anyone  get  to 
the  heart  of  the  issue,"  he  said. 

What  happens  if  the  government 
doesn't  help?  Stempel's  candor  made 
me  shudder:  "Well,  the  market  has  a 
neat  way  of  straightening  that  out. 
That's  why  I  say,  this  is  not  a  business 
for  sissies." 

General  Motors,  the  largest  manu- 
facturing company  in  the  world,  cap- 
sizing? Unthinkable!  But  that  was  the 
image  I  thought  was  in  its  chairman's 
mind.  Said  Stempel:  "It's  going  to  be 
tough,  because  we  don't  see  a  rapid 
recovery  in  this  marketplace.  We  do 
see  an  impact  of  the  coming  regula- 
tions [emissions,  safety]  that  will  raise 
vehicle  prices,  thereby  holding  some 
people  out  of  the  market  longer.  We 
see  big-ticket  price  increases  when 
you  add  air  bags  and  CFCs  [rebuilding 
air  conditioners  to  eliminate  chloro- 
fluorocarbons]  and  safety — and,  and, 
and.  Recovery  is  going  to  be  slow. 

"What  it  means  is,  we've  got  a  lot  of 
cutting  to  do  very,  very  rapidly.  And 


to  leave  no  doubt  in  your  mind:  Yeah, 
I  expect  to  be  here,  but  it's  going  to 
be  hard  work." 

Across  Detroit,  Lee  lacocca  was 
even  glummer.  "Could  you  sustain 
three  years  with  volume  like  this? 
With  difficulty,"  he  said.  A  few  more 
economic  downturns,  and  it  could  be 
over  for  Detroit.  We  could  just  fade 
away,  said  the  Chrysler  chairman. 

Before  dismissing  Stempel's  and  la- 
cocca's  remarks  as  self-serving,  let's 
look  at  some  rough  numbers.  GM  has 
been  losing  $500  million  a  month  on 
its  North  American  auto  operations 
while  making  $250  million  a  month 
elsewhere — a  $3  billion  annual  oper- 


ating loss.  The  company  has  about  S3 
billion  in  the  kitt>\  That's  down  from 
$6  billion  in  1990,  enough  to  last 
about  a  year  at  the  current  loss  rate. 

What  happens  when  the  cash  runs 
out?  Cash  is  raised  by  borrowing  and 
selling  stock  or  parts,  as  Nash  sold 
Kelvinator,  as  Chrysler  sold  its  Euro- 
pean business  a  dozen  years  ago,  as  GM 
is  trying  to  sell  Allison  truck  transmis- 
sion today.  Too  often,  though,  this  is 
just  part  of  an  irreversible  spiral. 

What  has  pushed  the  American 
auto  industry  to  the  point  of  no  return 
is  the  combination  of  recession  on  top 
of  a  loss  of  33%  of  its  business  to 
foreigners.  Some  more  numbers  to 
ponder:  Just  six  years  ago  U.S.  car/ 
truck  sales  topped  16  million,  and  12 
million  of  those  were  made  by  the  big 
three.  Today  total  sales  are  running 
around  12  million  and  only  70%  are 
big- three -made,  nearly  a  4  million 
loss.  Bluntiy,  current  volume  isn't 
enough  to  support  Detroit's  cost 
structure. 

Pull  out  the  cars  Detroit  sells  rent-a- 
car  fleets,  and  the  big  three  are  dowTi  to 
55%  or  60%  of  retail  car  sales — and 
dropping.  The  home  team  can't  even 
win  on  its  own  ground.  The  Japanese 
build  their  new  plants  in  the  American 
farm  country,  hire  sturd\'  young  work- 


Chrysler  workers  training  in  a  new  Jeep  assembly  plant 

If  the  industry  collapsed,  would  they  ever  work  a^in? 
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The  Japanese  home  market  edge  and  trade  advantage 
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Home  market  profits  support  Japan's  efforts  here.  Total  vehicle  exports  have  declined, 
yet  the  dollar  total  is  remarkably  stable  thanks  to  parts  sent  to  transplant  factories. 


ers,  have  lower  medical  costs  and  no 
pensions  to  pay,  and  assemble  cars  at 
an  estimated  $8  to  $9  an  hour  labor 
.  cost  advantage  over  the  big  three. 

Talk  of  the  U.S.  makers'  improving 
quality  and  productivity  is  fine — if 
there  were  time.  But  there  may  not  be 
time — without  protection. 

Mention  the  "P"  word  and  the 
,  conversation  quickly  moves  out  of 
focus  and  into  crime  and  punishment. 
Doesn't  Lee  make  too  much  money? 
Isn't  Toyota  dumping?  Mustn't  we 
solve  the  health  care  crisis  first?  Don't 
those  s.o.b.s  deserve  it  afiier  all  the 
trouble  I  had  with  my  '86  Detroit 
iron?  Didn't  Japan  spend  40  years 
building  a  wall  around  its  industry? 

Books  can  be  written  on  each  of 
these  subjects.  But  guess  what?  Our 
fault,  their  fault — it  doesn't  matter 
anymore.  It's  down  to  that  one  ques- 
tion: Is  our  automobile  industry  ex- 
pendable? Because  if  Detroit  doesn't 
get  help  soon,  there  may  not  be  much 
of  a  U.S.  auto  industry  anymore. 

"What's  wrong  with  protecting 
yourself  if  you  are  getting  the  stuffing 
beat  out  of  you?"  growled  Lee  la- 
cocca.  "In  boxing  you  protect  your 
chin,  in  football  you  protect  the  mid- 
dle, in  basketball  you  protect  the  lane. 
What  the  hell  is  wrong  with  protec- 
tion? Okay,  I'm  out  of  the  closet.  I 
guess  I  want  to  protect  myself" 

Would    consumers    have    to    pay 


more  if  the  industry  were  protected? 
Sure.  Cars  seem  to  cost  as  much  as 
25%  to  75%  more  in  other  places. 
That's  why  the  carmakers  are  losing  so 
much  money  here  that  their  survival  is 
threatened.  Even  the  Japanese  are 
losing  money  in  the  U.S.  (see  chart). 

lacocca  agrees  that  open  competi- 
tion is  good  for  U.S.  consumers.  "But 
Japanese  consumers  get  an  even  big- 
ger break,  because  they  all  have  jobs." 

What's  lost  if  the  U.S.  auto  industry 
fails?  Jobs.  The  Japanese  won't  fill  the 
job  vacuum.  Last  year  Detroit's  big 
three  sold  8.7  million  vehicles  with 
620,000  employees.  The  Japanese  big 
three,  Toyota,  Nissan  and  Honda,  sold 
2.4  million  witii  37,000  U.S.  employ- 
ees. That's  because  most  of  those  2.4 
million  came  here  fi"om  Japan,  with 
most  of  the  engineering  built  in. 

With  auto  capacity  still  expanding 
at  home,  Japan's  carmakers  could  eas- 
ily move  more  vehicles  to  the  U.S.  if 
the  big  three  were  out  of  the  way.  If 
Detroit  struggles  on,  Japan  could  in- 
crease production  in  the  U.S.  Ameri- 
can jobs  would  be  lost  because  cars 
from  transplant  factories  carry  that 
heavy  load  of  Japanese  parts. 

So  there  goes  the  social  safety  net. 
The  big  three  employ  132,000  mi- 
nority workers,  against  only  6,000  for 
Toyota,  Nissan  and  Honda  here. 

More  jobs  undoubtedly  would  be 
lost  in  auto  parts  and  related  indus- 


tries— steel  (Detroit  takes  a  seventh  of 
the  U.S.  steel),  aluminum  (a  sixth) 
and  electronics. 

"If  the  big  ones  capsize,  there  goes 
the  U.S.  pension  guarantee  fiand," 
said  James  Womack,  co-author  of  The 
Machine  that  Changed  the  World,  the 
authoritative  mit- based  auto  industry 
study.  Indeed,  social  costs — unem- 
ployment pay,  welfare,  tax  losses — 
were  key  in  the  Chrysler  loan-guaran- 
tee decision  of  1980. 

What  type  of  protection  would  save 
the  industry?  Action  that  would  push 
down  Japanese  car  imports  and  push 
up  prices.  A  variety  of  methods  would 
work — directed  import  cuts,  quotas, 
dumping  charges  and  even  the  cre- 
ation of  dockside  red  tape. 

Perhaps  my  view  is  too  pessimistic. 
Pent-up  demand  could  blossom  in 
the  spring.  New  product  from  GM, 
Ford  and  Chrysler  over  the  next  18 
months  might  win  back  American 
consumers'  hearts  and  minds. 

But  if  business  doesn't  pick  up,  and 
pretty  fast?  Then  policymakers  must 
ask  themselves  if  the  U.S.  carmakers 
are  expendable.  If  the  answer  is  no, 
then  protection  may  be  the  only  way 
to  save  them.  Said  mit's  Womack: 
"Don't  think  I'm  feeling  any  joy  in 
thinking  of  ways  to  prop  up  the  home 
team.  But  the  most  likely  outcome 
with  completely  open  competition? 
The  home  team  won't  make  it."    IB 
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Now  in  its  fourth  month,  the  UAW's 
strike  against  Caterpillar  is  aimed 
as  much  at  the  struggling  U.S.  automakers 
as  it  is  at  Cat. 

Gat  claws  back 


By  Gary  Slutsker 

Richard  Owens  is  a  union  man. 
Since  Nov.  7  he  has  been  locked  out 
of  his  job  making  gears  for  tractor 
transmissions  at  Caterpillar  Inc.  in 
East  Peoria,  111.,  where  he  has  worked 
since  1974.  With  a  wife  and  five  chil- 
dren to  support,  Owens,  36,  can't 
understand  why  his  union — the  Unit- 
ed Auto  Workers — and  Cat  aren't 
talking.  Said  Owens  to  a  recent  gath- 
ering of  business  and  labor  leaders 
called  by  Peoria  Mayor  James  Maloof: 
"We  want  you  to  begin  talking  to 
each  other  and  continue  doing  so 
until  an  agreement  is  reached." 

The  labor  war  that  has  divided  Peo- 
ria for  the  last  three  months  has  brOad 
implications  for  labor  relations 
throughout  the  country,  but  especial- 
ly in  Detroit.  It  is  a  struggle  about  the 
future  of  so-called  pattern  bargaining, 
still  a  potent  negotiating  tactic  for  the 
UAW,  although  it  was  abandoned  long 
ago  by  unions  in  other  industries  like 
communications  and  steel.  Under 
pattern  bargaining,  a  union  negoti- 
ates a  new  contract  with  one  compa- 
ny. That  contract  then  becomes  the 
pattern  for  contracts  with  that  com- 
pany's competitors — in  Cat's  case, 
Deere  and  Tenneco's  J.I.  Case. 

The  UAW  first  signed  a  fiiU-fledged 
pattern  agreement  with  Cat  in  1958, 
and  it  isn't  about  to  stop  now.  Next 
year  is  labor  bargaining  time  for  the 
big  three  automakers.  The  last  thing 
the  UAW  bosses  want  is  to  let  the  Cat 
negotiations  give  the  carmakers — 
which  among  them  employ  475,000 
UAW  members — an  excuse  to  bolt  the 
pattern.  Noting  that  Cat  workers 
amount  to  under  2%  of  total  UAW 
membership.  Caterpillar's  chief  nego- 
tiator Jerry  Brust  says:  "The  union  is 
not  about  to  let  the  tail  wag  the  dog." 

The  fight  started  Nov.  3,  after  Cat 
tried  to  replace  its  expired  labor  con- 
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UAW  members  on  strike  at  Cat 
"It's  an  antiquated  idea  that  is 
no  longer  realistic  in  the  world 
of  multinational  corporations." 


tract  with  one  that  didn't  follow  the 
pattern  hammered  out  with  the  UAW  a 
month  earlier  at  Deere.  The  UAW 
quickly  struck  two  Cat  plants  employ- 
ing 2,400  workers.  Cat  struck  back  by 
locking  out  5,650  more  workers. 
About  half  the  union  work  force  re- 
mains on  the  job,  while  Cat  managers 
man  the  company's  struck  and 
locked-out  factories.  The  UAW  refijses 
to  bargain  as  long  as  Cat  refiiscs  to  put 
a  pattern  agreement  on  the  table. 


Caterpillar  and  others  have  tried  to 
break  the  pattern  before,  and  have 
paid  a  heavy  price  for  trying.  Cat  last 
tried  it  in  1982,  and  suffered  a  205- 
day  strike  before  finally  accepting  a 
slightiy  altered  pattern.  Fighting  the 
pattern  was  one  reason  International 
Harvester  (now  Navistar)  had  to  get 
out  of  the  farm  equipment  business. 

Cat  says  its  construction  equip- 
ment business  doesn't  have  much  in 
common  with  Deere.  The  tractors 
Deere  makes  in  Moline,  111.  are  sold 
mostly  domestically,  while  Cat  sees 
itself  as  a  U.S. -based  exporter,  ship- 
ping overseas  half  of  what  it  makes 
here.  Analysts  say  Cat  planned  for  this 
strike  during  most  of  1991  and  built 
up  comfortable  dealer  inventories  in  a 
soft  market.  There  are  no  fat  profits 
for  the  union  negotiators  to  attack. 
After  earning  $210  million  in  1990, 
Cat  reported  a  $400  million  loss  for 
1991,  on  sales  of  $10  billion. 

Worker  sentiment  may  be  turning 
against  the  union.  At  a  rally  held  on 
Super  Bowl  Sunday  in  Peoria,  loud 
boos  and  catcalls  greeted  the  news 
that  featured  speaker  Bill  Casstevens, 
second  in  command  at  UAW  head- 
quarters in  Detroit,  had  unexpectedl\- 
canceled.  "He  had  no  time  for  the 
company,"  shouted  one  union  man. 
"Now  he  has  no  time  for  the  union." 

Richard  Owens,  the  locked-out 
UAW  member  with  five  kids,  has  pub- 
licly called  on  the  union  to  dump 
pattern  bargaining.  "It's  an  antiquat- 
ed idea  that  is  no  longer  realistic  in  the 
world  of  multinational  corpora- 
tions," he  wrote  in  a  letter  to  the 
Pekin  Daily  Times.  Adds  Kenneth 
Gschwend,  a  2 5 -year  veteran  Cat 
union  worker  on  permanent  medical 
disabilitN'  who  ser\es  as  mayor  of  Peo- 
ria suburb  South  Pekin:  "This  is  dev- 
astating to  the  blue-collar  worker." 

What  will  Cat  do  if  it  fails?  "Our 
UAW-representcd  employment  has 
gone  steadily  down  for  the  last  decade 
[from  more  than  35,000  to  less  than 
16,000  now],  and  I  think  die  u.\w  has 
no  illusions  that  if  we  were  saddled 
v\'ith  another  pattern  agreement,  UAVV 
employment  would  continue  to  go 
down,"  says  Cat's  Bnist.  But  he 
knows  what  he's  up  against.  "It's 
almost  a  case  where  they  [the  union 
negotiators]  would  sacrifice  the  em- 
ployees at  Caterpillar  in  order  to 
maintain  their  pattern."  IB 
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It's  a  short  flight 
to  the  next  millennium 

The  fastest  way  to 

get  there  is  in  the  new 

Falcon  2000. 
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RAM  Mobile  Data  ai  io 


What?  Find  a  cil 
in  a  green  Buici<  I 
leaves  in  15  minii 


•  National  Thanks  to  RAM  Mobile 
CarRentaL  ^^^^^  ^  revolutionary  wire- 
less data  communications 
service,  missing  briefcases  and  the  cars 
they're  left  in  can  now  be  found 
instantly.  That's  why  National  Car  Rental 
uses  RAM's  mobile  data  service  to  track 
over  120,000  vehicles,  improve  vehicle 
maintenance  management,  provide  better 
customer  service,  and  cut  costs. 

Like  what  you  hear?  Then  let  us 
show  you  how  mobile  data  can  transform 
your  company.  With  a  laptop  or  portable 
computer  and  RAM's  wireless,  radio-based 
network,  your  field  personnel  can  place  or- 
ders, initiate  billing,  and  check  inventory 
whenever,  wherever  they  need  to.  The  RAM 
service  will  give  your  employees  the  ability 
to  send  and  receive  messages  instantaneously 
-  no  matter  where  they  are. 

These  are  just  several  of  the  reasons 
why  National  chose  RAM.  Give  us  a  call  at 
1-800-736-9666  and  find  out  why  RAM 
Mobile  Data  is  the  open  road  to  data." 

RAM  Mobile  Data,  One  Rockefeller 
Plaza,  Suite  1600,  New  York,  NY  10020. 
RAM  Mobile  Data  is  a  joint  venture  of 
BellSouth  Enterprises 
and  RAM  Broadcasting      ^ 
Corporation.  ^ 


V 


a  Qonal  Car  Rental 


mefs  briefcase 
re  his  plane 
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Having  quietly  buiit  Britain's  most  successful 
newspaper  publishing  company,  Lord  Rothermere 
acknowledges  that  he  would  like  to  have  a  go 
at  running  an  American  paper. 

The  sage  of 
Fleet  Street 


Bv  Peter  Fiihrman 


Lord  Rothermere 
A  squire  with  the 
common  touch. 


From  his  dowtdy  three-piece  woolen 
suits  to  his  manicured  fingertips,  the 
Viscount  Rothermere  (a.k.a.  Vere 
Harmsworth)  looks  every  inch  the 
patrician  Brit.  But  Rothermere  is  a 
squire  with  the  common  touch.  His 
gut  feel  for  the  cares  and  ambitions  of 
the  broad  British  middle  class  have 
made  him  perhaps  the  English-speak- 
ing world's  most  successhil  news- 
paperman. 

Now  66,  Lord  Rothermere  inherit- 
ed both  his  tide  and  the  post  as  chair- 
man of  newspaper  publisher  Daily 
Mail  &  General  Trust  Pic,  founded  in 
the  19th  centur>'  by  the  legendarv' 
Fleet  Street  press  baron  Alfred 
Harmsworth,  later  Lord  Northclitfe. 
But  by  the  time  Rothermere  pushed 
aside  his  aged  father  in  1971,  the 
company  was  a  shadow  of  its  old  self 
Readers  and  advertisers  were  depart- 


ing in  droves.  "We  weren't  even  mak- 
ing enough  to  cover  depreciation," 
Rothermere  remembers,  shaking  his 
head  in  disbelief. 

When  Rothermere  took  over.  Lord 
Beaverbrook's  competing  Daily  Ex- 
press was  outselling  his  Daily  Mail  by 
1.7  million  copies  a  day.  Rothermere 
cleaned  house:  He  brought  in  new 
editors,  shifted  the  paper  to  a  tabloid 
format,  and  livened  up  the  tone  of  the 
MaiPs  news  coverage.  Today  Express 
sales  are  down  to  just  1.5  million — 
200,000  below  Rothermere's  resur- 
gent Mail — and  it's  unlikely  the  £v- 
press  will  ever  regain  its  lead. 

"A  good  newspaper  proprietor," 
Rothermere  says,  "should  never  learn 
to  tolerate  a  drop  in  circulation."  His 
main  editor.  Sir  Daud  English,  is 
carefiil  to  keep  Rothermere's  papers 
in  close  conversation  with  their  read- 


ers. For  example,  the  Mail  has  a 
strong  following  among  British  mid- 
dle-aged women,  and  it  tailors  its 
news  coverage  accordingly.  When 
President  Bush  fainted  in  Tok\'o  last 
month,  the  Mailled  with  the  headline 
"Barbara's  moment  of  anguish." 

In  1982  Rothermere  launched  a 
Sunday  version  of  the  Daily  Mail.  It 
now  pulls  in  2  million  readers  a  week 
and  earned  around  S30  million  in 
operating  income  last  year.  One  of  the 
few  major  papers  in  the  world  that 
breaks  even  on  circulation  revenue, 
the  Mail  on  Sunday  is  the  most  suc- 
cessful new  entr}'  in  the  British  news- 
paper market  in  50  years. 

With  the  Daily  Mail  solidly  profit- 
able, Rothermere  pulled  off  a  ftirther 
coup  by  merging  one  of  his  ailing 
papers  with  a  rival's  to  form  the  Eve- 
nin£[  Standard,  London's  only  after- 
noon newspaper.  Now  wholly  owned 
by  Rothermere,  it  sells  500,000 
copies  each  weekday. 

Extending  his  energies  beyond 
newspapers,  Rothermere  backed  the 
launch  of  and  holds  most  of  the  equit\' 
in  Euromoney  Pic,  the  successful  fi- 
nancial publisher.  He  then  accumu- 
lated a  7%  shareholding  in  the  news 
and  information  giant  Reuters  Pic 

Rothermere  spent  much  of  his  early 
Ufe  in  the  U.S.  and  horrified  his  aristo- 
cratic family  when  he  signed  up  as  a 
humble  enlisted  man  in  the  British 
army  during  World  War  II.  It  tough- 
ened his  hide,  and  later  on  he  didn't 
shrink  from  battiing  Britain's  Ludd- 
ite- inspired  print  unions. 

Result:  By  1987  he  shut  down  his 
obsolete  Fleet  Street  presses  and 
moved  to  a  modern  and  highly  auto- 
mated facility';  pretax  profit  margins  at 
the  daily  and  Sunday  Mail  rose  from 
under  3%  in  1986,  when  the  unions 
still  called  the  shots,  to  10%  today. 

The  upshot  is  that  Daily  Mail  & 
General  Trust  Pic,  70%  owned  by 
Rothermere  and  various  relatives, 
with  the  balance  traded  on  the  Lon- 
don Stock  Exchange,  has  seen  its 
market  capitalization  triple  since 
1986,  to  SI  billion.  Its  shares  now 
trade  at  an  alltime  high  of  61,  and 
probabh-  have  higher  to  go.  As  the 
S450  million  investment  program  to 
further  automate  printing  operations 
at  the  company's  regional  new  spapers 
winds dow n  next  \car,  the  tl\A\heel  of 
profits  will  really  begin  to  w  hir,  Roth- 
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wishing  tor  an  ^OHO  -fU*  ^      ^^^^ 

Accord,  now's  the  time  to  "P^UyCL  WOlltrU  end  soon,  so  don't  put  this 
start  driving  one.  Special  two  to  five  dream  off  any  longer.  See  your  local 
year  leases  are  now  available  at  very    Honda  dealer  for  details.1 


IWIH  O  N  D  A. 


'Lease  prognm  available  through  April  2.  1992,  but  payment  subject  to  change  after  February  29,  1992.  Only  through  participating  Honda  dealers  to  qualified  lessees  approved  by  American  Honda 
Finance  Corponrion.  Subject  to  av-ailability .  Advertised  rate  of  $2(W  per  month  is  for  a  60-month  closed-end  lease  for  the  1992  Accord  LX  Sedan  (M/T)  with  an  MSRP  of  $16,1 15  including  destination 
charges.  Taxes,  udc,  license,  optional  equipment  and  services,  and  dealer  charges  not  included,  l^ase  rate  assumes  a  dealer  capital  cost  reduction  of  $1,483.52  ($1,699.51  in  Illinois,  Indiana,  Kansas, 
Mame,  New  >ork,  Oklahoma  and  I'tah  where  nii  sccurir>  deposit  is  required);  condition  of  dealer  participation  may  affect  actual  cost  Total  of  monthly  payments  is  $12,540.00  plus  tax  as  applicable. 
First  month's  lease  payment,  refundable  sccuncv  deposit  equal  to  one  month's  payment  rounded  to  the  next  highest  $25  increment  (except  where  security  deposit  not  collected),  tide,  license  and  reg- 
ismbon  fee  and  tax  to  the  extent  applicable  arc  due  at  lease  signing.  Puahase  oprion  available  at  the  end  of  the  lease  for  purchase  price  equal  to  41%  of  MSRP,  except  in  Mississippi,  New  York  and 
South  Oakou  where  no  purchase  opdon  is  available.  Lessee  pays  for  maintenance,  insurance,  any  taxes  related  to  the  lease  or  vehicle,  annual  registrauon.  repairs  and  excessive  wear  and  tear.  Mileage 
chuBC  of  IS(/milc  ovet  1 5,(XI0  miles  per  year.  A  disposidon  fee  of  no  more  than  $400  is  due  if  vehicle  is  not  purchased  at  end  of  lease  tarn.  MSRP  and  dealer  capital  cost  reduction  different  in  California, 
Nttma  and  Hawaii.  Sec  your  panicipadng  Honda  dealer  for  details.  G1991  .American  Honda  Motor  Co.,  Inc. 


We  foxmd  $30  billioi 


We  found  $200  million  for  one  Fortune  500*company.  And  $32 
million  for  another. 

We're  finding  millions  for  big  companies  and  small  companies. 
Perhaps  you'd  like  us  to  find  something  for  you.  We  can.  By  applying 

better  management  to 
the  purchase  and 
delivery  of  health  care. 

Our  experience  in 
lowering  medical  costs 
suggests  that  the  wide 
adoption  of  our  programs 
and  techniques  could 
save  American  business 
$  30  billion.  Annually. 

Easier  said  than  done, 
you  say?  True,  what 
we  have  may  not  be  a 
panacea.  Because  there 
isn't  one.  The  problem  is 
too  complex  for  that 

But  what  we  can  offer 
your  company  are 
solutions  that  are  working  right  now  out  in  the  real  world.  Solutions 
that  can  help  you  control  costs  without  sacrificing  the  quality  of  care. 
In  fact,  our  goal  is  to  improve  it 
And  we  can  do  it  in  a  way  that  employees  won't  find  hard  to  swallow 
Let's  get  started.  You  don't  have  to  leap  into  the  future.  You  can 
take  it  one  step  at  a  time.  Because  we  offer  such  an  array  of  products 


I 
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buld  you  like  some? 

d  services,  we  can  bring  you  along  at  the  pace  that  suits  you. 

Our  health  care  options  include  everything  ftx)m  traditional 
indemnity  plans  and  preferred  provider  networks  to  HMOs  and  plans 
that  integrate  our  HMO  and  iademnity  options. 

And  each  one  offers  you  successively  higher  levels  of  cost  controls. 

So,  how  do  we  get  your  employees  on  board? 

The  key  is  flexibility  and  freedom  of  choice.  And  making  sure  that 
quality  is  not  compromised.  Recently,  for  example,  94%  of  the 
members  enrolled  in  our  healthplan  rated  their  physicians  highly. 

Not  a  bad  barometer  of  employee  satisfaction. 

With  our  integrated  health  care  programs,  your  employees  can 
receive  medical  care  from  physicians  within  an  HMO  network  or  select 
physicians  from  outside  the  network. 

Giving  them  access  to  the  best  features  of  both  HMO  and  traditional 
indemnity  insurance  coverage. 

.    What's  in  it  for  you?  Combining  choice  and  the  kiad  of  health  care 
management  we're  talking  about  helps  you  rein  in  runaway  costs, 
giving  you  greater  administrative  convenience  and  efficiency. 

How  committed  are  we?  So  committed  we  have  created  one  of  the 
most  extensive  health  care  networks  in  the  coimtry.  Serving  75%  of 
urban  markets  and  over  2  million  people. 

So  committed  we've  created  the  nation's  leading  provider  of 
employee  life  and  health  benefits. 

So  committed  we  can  help  you  in  everything  from  health  and  dental 
care  to  life  and  disability  plans,  too.  Call  CIGNA  Employee  Benefits 
Companies,  1-800-782-0782. 

And  we'll  show  you  how  to  find  what  every  company  is  looking  for. 

Your  rightful  share  of  $30  billion. 


We  get  paid  for  results! 


CIGNA 


Rothemiere 


Bomb 
the  ban 


EUROPE'S  State  tobacco 
monopolies  are  trying  one 
last  desperate  gesture  to 
regain  cigarette  market 
share  lost  to  Philip  Mor- 
ris. In  alliance  with  mainly 
left-wing  politicians  in 
the  European  Communi- 
ty's Parliament,  the  to- 
bacco monopolies  are  sup- 
porting moves  to  ban  all 
forms  of  cigarette  advertis- 
ing in  Western  Europe. 

The  tobacco  monopo- 
lies of  France,  Italy  and 
Spain  both  produce  and 
market  cigarettes;  revenues 
flow  straight  into  govern- 
ment coffers.  A  decade  ago 
they  had  their  domestic 
markets  largely  to  them- 
selves. But  in  France,  Ita- 
ly and  Spain,  Philip  Morris' 
market  share  (led  by 
Marlboro)  has  climbed  by 
no  less  than  12  percent- 
age points  since  1980,  to 
33%  today.  Across  Eu- 
rope, Philip  Morris'  sales 
have  doubled,  to  $3.3 
billion,  in  the  last  decade, 
and  Marlboro  is  now 
Europe's  leading  brand. 

Worried,  Europe's  to- 
bacco monopolies  figure 


that  by  banning  all  tobac- 
co advertising  they  can  cut 
demand  for  Philip  Mor- 
ris' smokes  while  using 
price  to  spur  demand  for 
their  own  products.  The 
monopolies'  leading 
brands  sell  for  about  half 
the  price  of  Marlboro. 

If,  as  seems  likely,  the 
bill  is  approved  soon  by  the 
European  Parliament,  it 
will  probably  be  shot  down 
temporarily  by  a  veto 
from  the  British  and  Ger- 
man governments.  But  as 
the  European  Community 
brings  in  new  members 
like  Sweden  and  Austria, 
the  power  of  Britain  and 
Germany  to  block  an  adver- 
tising ban  will  vanish. 

Lord  Rothermere  is 
leading  European  publish- 
ers in  fighting  the  pro- 
posed ban.  His  papers  carry 
very  litde  tobacco  adver- 
tising, but  he  figures  the 
ban  would  be  the  thin 
edge  of  a  very  big  wedge. 
Indeed,  there's  already 
talk  about  restricting  adver- 
tising for  beer,  spirits  and 
certain  over-the-counter 
medications.         -P.F.  ■■ 


ermere  promises — provided  politi- 
cians in  the  European  Community 
don't  impose  all  sorts  of  foolish  con- 
trols on  advertising  (see  box). 

Could  Rothermere  successfully  run 
an  American  paper.'  That  question 
keeps  many  minds  busy  at  his  compa- 
ny's Kensington  headquarters.  Roth- 
ermere seriously  considered  buying 
New  York's  Daily  News  but  let  the 
late  Robert  Maxwell  have  the  honor. 
("The  [Daily  News']  unions,"  he  ex- 
plains, "were  stealing  it  blind.")  He 
also  decided  against  buying  the  now 
defiinct  Washington  Star.  ("Too  little 
classified  advertising.") 

Still,  Rothermere  makes  it  clear 
that  he  would  love  to  try  his  hand  at 
running  a  U.S.  paper.  "The  U.S. 
newspaper  industry  is  now  where  the 
British  industry  was  a  decade  ago, 
with  declining  circulation,  a  lot  of  old 
technology      and      strong      union 
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power,"  Rothermere  says.  "There 
must  be  a  break  with  the  old  ways,  and 
if  it  comes  we  think  we  could  run 
newspapers  successftilly  in  the  U.S." 

That  said,  however,  Rothermere 
also  acknowledges  he  may  not  be 
running  the  show  for  very  much  long- 
er. Another  generation  is  coming 
along.  His  son  is  24  and  has  finished 
up  a  degree  at  North  Carolina's  Duke 
University.  Rothermere  also  has  a  half 
brother,  Esmond,  42  years  his  junior, 
his  father  having  fathered  a  child  at 
age  69. 

Rothermere's  stern  advice  to  both 
his  son  and  his  half  brother  is  to  stir 
things  up  inside  the  company  as  radi- 
cally as  he  has  done.  "A  newspaper 
should  be  reborn  once  in  ever\'  life- 
time," he  says.  Pausing,  he  then  adds 
with  relish:  "Anyone  who  says  there's 
no  future  in  the  newspaper  business  is 
dead  wrong."  ^ 


Hotels 

united  states 

Austin 

Boston 

Cnicago 

Cnicago 
(Ritz-Ca3ton) 

Houston 

Los  Angeles 

New  York 
( T ne  Pierre) 

Newport  Beacn 

Pnilaaelpnia 

ban  Francisco 

Seattle 

Waskington,  D.C. 

CANADA 
Montreal 

Toronto 

Toronto 
(Inn  on  tne  Park) 

Vancouver 

UNTIED  KINGDOM 

London 
(Inn  on  tne  Park) 

JAPAN 
Tokyo 

Resorts 

Minaki,  Canada 

Nevis,WI. 

Dallas 
(Las  Colinas) 

Maui 
(Wailea) 

Santa  Barbara 
(Tne  Biltmore) 

Under  De\^lopment 

Carlsoad,  California 
(A\iara) 

Hawaii 
(Kona) 


M, 


.exico 


Citv 


Singapore 

For  iv»crv'4tioiu,  0*11  vvnir  tniw  ci^uimvLtc,  iir  in  Ine  t  .S, 
<A\.  (61X1)  332-,1-W:i;  in  Ca.«<Li  0*11:  (i?lXH  268-6382. 


Four  Seasons 

Hotpb*  Resorts 


JEAN-MARIE  KNOWS  THAT 

A  MASTER  CHEF  IS 

A  NECESSITY.  EVEN  IN  AN  ERA 

OF  BELT-TIGHTENING. 


T^^^^^'^'^ 


I:\t'cntivt'  C  nci 
lour  ?f.i#<>ii5  I  lotcl 


jfmrnT 


rn-lii'^^rfiWif 


a  mere 


He  can  add  a  perrectionist  s  touch  to  even  the  simplest  order.  Arford  you  inspired  cuisine, 
elevator  ride  nrom  your  door.  Create  entrees  rich  in  rlavor,  not  cholesterol  or  calories.  Even 
dispatch  a  satisfying  hreahtast  to  your  guest  room,  well  terore  you  depart  ror  your  6  a.m. 
tlight.  Such  ceaseless  dedication  enhances  your  personal  comrort  and,  in  turn,  your    p.  ^-^ 

professional  efficiency  for  the  day  ahead.  And  demonstrates  that  in  these  value-con-     rUUr  ^GaSOllS 
scious  times,  the  demands  ot  a  trip  demand  nothing  less  than  a  Four  Seasons  Hotel.      HOlElS*nGSOrtS 
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Having  built  Smith's  Food  &  Drug  Centers  into  one  of 
the  West's  best-run  supermarket  chains,  Jeff  Smith  is 
now  embarking  on  his  most  difficult  challenge  by  far. 

Mr.  Smith  goes 
to  Rivemde 


By  John  H.  Taylor 

Has  Jeffrey  Smith  finally  bitten  off 
more  than  he  can  chew? 

When  it  comes  to  taking  risks,  few 
chief  executives  have  been  as  aggres- 
sive as  Smith,  the  41 -year-old  chair- 
man of  $2.2  billion  (sales)  Smith's 
Food  &  Drug  Centers. 

Taking  over  the  Salt  Lake 
Cit)'- based  food  chain  four 
years  ago.  Smith  scrapped 
the  blueprint  set  in  place  by 
his  late  father,  who  found- 
ed the  company  in  1948 
and  died  in  1984.  Out  went 
his  father's  strategy'  of 
building  only  42,000- 
square-foot  supermarkets, 
featuring  mosdy  food 
items.  Smith  now  builds  gi- 
ant 75,000-square-foot 
stores,  where  shoppers  can 
get  ever\'thing  from  con- 
cert tickets  to  fax  service 
and  full-service  banking.  In 
its  home  base  of  Utah, 
Smith's  even  sells  ski-lift 
passes  and  bus  tokens. 

Nor  was  Smith  content 
to  stay  in  Salt  Lake  Cit\'  and 
Las  Vegas,  where  his  stores 
have  market  shares  of  40% 
and  35%,  respectively.  Be- 
ginning in  1987,  Jeffrey  and  his  youn- 
ger brother  Richard,  the  company's 
president,  expanded  into  Tucson, 
Reno  and  Phoenix.  All  told.  Smith's 
Food  &  Drug  now  has  100  stores  in 
seven  states — Utah,  Arizona,  Nevada, 
New  Mexico,  Idaho,  Texas  and  Wyo- 
ming. Over  the  last  five  years,  the 
company's  average  return  on  equity 
of  17.7%  and  average  earnings-per- 
share  growth  of  20%  rank  among  the 
best  in  the  supermarket  industry. 
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Now  comes  Smith's  biggest  test. 
By  the  end  of  the  decade,  he  plans  to 
spend  $1.4  billion  to  open  120  stores 
in  California.  The  first  60  stores  will 
be  built  in  southern  Cahfornia — 9,  in 
fact,  were  opened  late  last  year.  The 
company  began  to  raise  money  for 


Smith's  now  has  stores.  Says  Gary 
Giblen,  a  PaineWebber  analyst  who 
has  followed  Smith's  Food  &  Drug's 
progress  over  the  years:  "This  is  a  bet- 
the-ranch  proposition." 

In  defense  of  their  strategy.  Smith's 
executives  point  out  that  weekly  su- 
permarket sales  in  southern  California 
average  $12  per  square  foot,  60% 
more  than  other  areas  where  Smith's 
operates.  The  higher  operating  costs, 
in  other  words,  should  be  offset  by 
higher  revenues. 

Smith's  has  a  hidden  weapon:  a 
relatively  underleveraged  balance 
sheet.  By  contrast,  major  southern 
California  competitors  Vons  Cos. 
(309  stores)  and  Ralph's  Grocer}'  Co. 
(158)  are  heavily  leveraged.  Ralph's, 
which  went  through  an  ill-fated  lever- 
aged buvout  bv  the  Campeau  Corp. 
in  1988  i  had  nearly  $900  million  in 
debt  and  negative  net  worth  in  Octo- 
ber, though  the  company  is  said  to  be 


this  foray  last  summer,  with  a  $170 
million  secondary'  stock  offering.  It 
plans  to  fiind  the  rest  of  the  expansion 
through  a  combination  of  operating 
cash  flow,  debt  and  sale/leascbacks  of 
new  sites. 

Southern  California  will  stretch 
Smith's  abilities  as  they've  never  been 
stretched  before.  Five  chains  already 
have  over  100  stores  each  in  the  re- 
gion, and  operating  costs  are  20% 
higher   than    in    other   areas   where 


Smith's  Food  & 
Drug  Centers 
Chief  Executive 
Jeffrey  Smith  (left) 
and  his  brother 
Richard,  company 
president 
Betting  the 
ranch  that  they 
can  conquer 
California. 


considering  a  public  offering.  Despite 
raising  $122  million  in  a  secondan 
offering  last  May,  Vons  has  a  dcbt-to- 
equit>'  ratio  of  1.7  to  1,  compared 
with  Smith's  0.8  to  I. 

"We  can  attack  aggressively  on 
price,"  says  Alan  Hoefer,  a  Smith's 
board  member,  "and  they  won't  be 
able  to  respond." 

To  succeed  with  fewer  stores  than 
its  big  competitors.  Smith's  will  ha\  c 
to  attract  customers  from  as  fir  aw  a\ 
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b  Principal  Edge.® 

hatever  path  you  take  in  life,  you'll  face  financial 
chgltenges  and  opportunities  along  the  way 
With  The  Principal  Financial  Group,®  youMI  have  all  the- 
tools  you  n6ed  to  handle  them.  Each  of  our  financial 
products  and  services*  whether  for  business  or  Indi- 
viduals, has  its  own  unique  advantage  built  In. 
There's  the  flexibility  of  our  Adjustable  Life  ppR<?y, 
and  the  versatility  of  our  ennployee  benefit  plaHs- 
From  pensions  to  home  mortgages  to  mutual 
f unds,The  Principal®  provides  just  the  right, 
finely-honed  financial  tool  to  fit  your  need. 
Today,  and  down  the  road. 
.That'sThe  Prindipal  Edge.  To  learn  more 
about  It,  call  totr  fr«0rl-8OO-633-O323. 
The  Pi-incipal  Financial  Qroup, 
Pfs^|/loiDeS,jA  50392-01S0. 


The  financial  company 
that  gives  you  an  edge; 


Financial 
Group 


Products  and  services  offered  through  Prirrplpal  Mutual  Ufelrvs.  Co.  (The  Principal)  and  its  «uteidia?fes<.  Mutual  funds  distrib 
through  Princor  Financial  Servioes^^kxpy  a'7«i|^lMed  broker  dealer  (prospectus  avail^jfeluporii^uest), 'The  Principal 


I  Group,  Des  Moines,  (A  50392-01^: 


©  1992  Prindp»Mutual  Life  Ins.Co. 


The  future  belongs  to  those  who  question  the  present,  to  those  who 
don't  hesitate  to  doubt,  and  to  those  who  have  their  own  ideas.  Anc 
history  has  proven  repeatedly  that  one  man's  vision  can  change  thd 
world.  An  engineer  at  Mazda,  Mr.  Yamamoto,  firmly  believed  in; 
the  rotary  engine  even  though  the  rest  of  the  world  doubted.  He 


Ik  ^as  fascinated  by  an  engine  that  promised  to  be  smoother,  quieter 
01  rid  more  powerful  than  any  other.  Working  together,  he  and 
\i  thers  at  Mazda  persevered  and  overcame  every  obstacle.  And  in 
ifie  end,  their  fierce  determination  and  intense  belief  carried  Mazda 
ip  its  historic  victory  in  the  1991  Le  Mans  24-hour  race. 


Mazda  Motor  Corporation. 


Risk  control  for  businesses  that  bruise  easily* 


When  you  ship  $1.2  billion  worth  of  bananas 
worldwide,  a  small  flip  in  currency  exchange  rates 
could  make  a  big  difference  in  profits. 

Chiquita,  like  many  smart  international  com- 
panies, gets  a  good  grip  on  those  risks  with  currency 
options  at  the  Chicago  Mercantile  Exchange.  Hedging 
Deutschemarks,  Pound  Sterling  and  Yen,  Chiquita 
has  successfully  guarded  against  financial  bruising  for 
years.  And  because  80%  of  all  the  exchange  traded 
currency  worldwide  was  traded  on  the  CMEs  Inter- 
national Monetary  Market,  they've  found  it  easy  to 
slip  in  and  out  of  currency  options  quickly. 

The  Chicago  Mercantile  Exchange  is  where  all 
information  that  impacts  foreign  exchange  prices 
comes  together.  So  it's  where  risk  managers  can  find 
efficient  pricing. 

Now,  it  will  become  even  more  efficient  with 
the  launch  of  GLOBEX  -  the  computer 
network  that  expands  futures  and  options 
trading  around  the  world,  around  the 
clock. 
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If  you're  like  the 

top  bananas  at  Chiquita 

and  don't  want  your  international  earnings  frittered 

away,  the  CME's  currency  futures  and  options  should 

hold  great  appeal  for  you. 

^£i^^  CHICAGO 
sasss:  MERCANTILE 
^'£'  EXCHANGE 

The  Exchange  of  Ideas* 

1-800-331-3332  (U.S.  toll  free)  1-312-930-2316  (Chicago)  071-920-0722  (London)  03-3595-2251  (Tokyo) 


Smith's  Food  &  Drug  Centers 


as  5  miles  from  each  store — no  simple 
trick  in  a  region  notorious  for  traffic 
congestion.  To  build  its  customer 
base,  Smith's  has  been  sending  8- 
minute  promotional  videos  to  be- 
tween 20,000  and  40,000  people 
within  3  miles  of  each  of  its  first  nine 
California  stores,  and  is  bombarding 
area  residents  with  mailers. 

"The  key,"  says  Robert  Bolinder, 
Smith's  chief  financial  officer,  who 
does  the  talking  for  the  press-shy  Jeff 
Smith,  "is  getting  people  into  these 
stores  the  first  time.  Once  they  see  all 
the  merchandise,  the  large  parking 
areas  and  the  25  checkout  counters, 
we  think  they'll  be  back." 

Smith's  executives  say  their  initial 
nine  stores,  which  are  scattered  from 
Lancaster  to  Oxnard  and  Riverside, 
are  averaging  more  than  $550,000  a 
week  in  sales — not  bad  for  new  stores, 
diough  still  short  of  the  $600,000  or 
so  a  store  needs  to  break  even.  But 
Wall  Street  seems  convinced  that 
Smith's  will  succeed.  Trading  recendy 
at  37  on  the  New  York  Stock  Ex- 
change, Smith's  Food  &  Drug's 
shares  are  at  a  lofty  23  times  estimated 
1991  earnings.  Among  major  grocery 
store  chains,  only  Salisbury,  N.C.- 


A  sushi  bar  in  Smith's  new  supermarket  in  Yorba  Linda,  Calif. 

Smith's  shoppers  can  get  everything  from  concert  tickets  to  skHift  passes. 


based  Food  Lion  trades  at  a  higher 
earnings  multiple. 

Is  Smith's  southern  California  cam- 
paign a  risk.>  Of  course.  But  Smith's 
Food  &  Drug  has  prospered  precisely 
because  its  young  management  team 
has  consistendy  been  willing  to  take 


intelligent  risks. 

"Everywhere  we've  gone — Tuc- 
son, Reno,  Phoenix — people  said  we 
were  taking  a  big  risk,"  says  Bolinder. 
"But  it's  always  worked.  In  our  indus- 
try you're  either  growing,  or  you're 
dying."  ^ 


NOW  THERE'S  MORE  THAN  ONE  WAY  TO  SAY  "THANK  YOU." 


With  ten  distinctive  finishes  to  choose  from,  there's  a  Parker  Insignia  for  everyone  on  your  corporate  gift  list. 
That's  why  more  and  more  leading  companies  are  making  the  Insignia  their  gift  of  choice.  These  beautiful 
writing  instrumervts  are  designed  to  fit  naturally  in  the  writer's  hand,  and  each    ^^ 
one  comes  with  a  lifetime  guarantee.  Plus,  your  comparry's  logo  can  he  placed      ^P  |/\  Ix  Ix  t  Ix 
on  every  pen  with  jewelry-quality  clip  emblems.  For  more  information,  or  -T-v  t  r>i  j  x^  X  T  T  A 

your  complimentary  Corporate  Gift  Guide,  call  1-800- 5  22- 3021.  lNolvjNi/\ 
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A  promise  to  make  your  kids  my  kids,  wnen  you  need  a  weekend  oir. 


A  promise  tnat  nelp  witn  a  down  payment  won't  require  pride  as  collateral, 


A  promise  to  leave  you  w^itn  advantages  tnat  I  never  nad. 


Nothing  binds  us  one  to  the  otner  like  a  promise  kept.  Notning  divioes  us  like  a  promise  nroken.  At  MassMutual 
we  believe  in  keeping  our  promises.  Tbat  way  all  tne  lamilies  ana  businesses  tbat  rely  on  us  can  keep  tbeirs. 


MassMutual 
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We  help  you  keep  your  promises. 


Possibly  XHe   Only  XHing 

In  Yonr   Office  XHat 
^^orks   98%   Of  The  Time. 


No  offense,  but  your  employees  probably 
don't  work  as  hard  as  a  Lanier  cop- 
ier. They  can 't  compete  with  its 
guaranteed  up  and  running 
time  of  98% .  And  if  it's  off  the 
job  more  than  8  hours,  we'll 


give  you  a  free  loaner  That's  our  P?rform- 
ance  Promise!  For  details  and  a  free  copier 
information  package,  call  your  local  Lanier 
rep.  Or  1-800-852-2679.  Who  knows, 
maybe  a  Lanier  copier  could  set  an  example 
for  some  people  in  your  office. 


*  Some  resfnclions  may  apply 
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LANIER  RESPONDS 


Copying  Systems  Division 


Thanks  to  the  new  transportation  bill,  the  private  sector 
has  more  incentive  than  ever  to  rebuild  and  operate 
f  many  of  the  country's  highways,  bridges  and  tunnels. 


ToUcaU 


By  Janet  Novack 

For  all  the  talk  that  privately  fi- 
nanced and  operated  toll  roads  and 
bridges  might  restore  the  nation's 
infrastructure  without  further  drain- 
ing the  public  coffers,  there  has  been 
very  litde  action  fi-om  the  private  sec- 
tor. The  problem:  The  expected  pay- 
back on  most  projects  is  too  modest 
to  attract  private  funding. 

The  $151  billion  (over  six  years) 
transportation  bill  passed  by  Con- 
gress late  last  year  may  have  solved  this 
problem.  During  last- minute  House - 
Senate  negotiations  on  the  bill,  Sena- 
tor Daniel  Patrick  Moynihan  (D- 
N.Y.)  pushed  through  provisions  (fa- 
vored by  the  Bush  Administration) 
that  allow  government  money  to  be 
made  available  for  toll  projects  devel- 
oped by  the  private  sector.  Stephen 
Lockwood,  an  associate  administra- 
'  tor  of  the  Federal  Highway  Adminis- 
tration, thinks  the  new  law's  provi- 
sions could  radically  increase  the 
number  of  private  projects  that  make 
financial  sense. 

The  key  change  in  the  new  law  is  to 
allow  private  developers  to  collect 
tolls  on  roads,  bridges  and  tunnels 
that  receive  federal  highway  funds 
(exception:  the  federal  interstate 
highway  system).  To  see  how  this 
might  work,  consider  a  bridge  or  road 
that  was  built  decades  back  with 
public  money  and  is  now  in  disrepair. 
The  state  is  probably  too  broke  to 
carry  out  the  repairs.  So  the  state 
leases  the  bridge  or  road  to  a  private 
developer,  who  rebuilds  it  in  ex- 
change for  the  right  to  charge  tolls 
for,  say,  ten  years. 

To  make  the  return  attractive  to  the 
developer,  the  Moynihan  provisions 
allow  the  state  to  use  federal  highway 
funds  to  provide  capital  (in  the  form 
of  a  grant  or  loan)  for  a  portion  of  the 
project.  The  law  limits  the  use  of  these 
fiinds  to  50%  of  the  cost  of  a  road  or 


80%  of  the  cost  of  a  bridge  or  tunnel, 
with  the  remaining  capital  supplied  by 
the  private  developer.  It's  a  win-win 
situation.  The  public  authorities  can 
leverage  their  highway  funds  to  build 
more  projects,  and  private  developers 
can  earn  a  reasonable  return  on  a 
smaller  commitment  of  their  capital. 
Says  Alexander  Liidi  of  Union 
Bank  of  Switzerland,  approvingly: 
"The  new  law  will  help  significantiy 


handsomely.  Drivers  stand  to  pay 
more  tolls;  today  tolls  are  charged  on 
just  4,732  miles  of  U.S.  roads, 
bridges  and  tunnels.  Total  collected: 
about  $2.5  billion  a  year. 

Hurdles,  however,  remain.  For  ex- 
ample, the  American  Automobile  As- 
sociation, long  a  critic  of  toll  roads, 
protests  that  its  members  have  already 
paid  for  roads  through  gasoline  taxes 
and  shouldn't  have  to  pay  tolls,  too. 

Nor  is  it  clear  what  rates  of  return 
the  politicians  will  allow  the  private 
developers  to  earn  on  their  invest- 
ments. Warns  Carl  Williams,  the  Cali- 
fornia Department  of  Transporta- 
tion's expert  on  privatization:  "The 
first  time  that  one  of  these  grants  [to  a 
private  toll  project  builder]  is  misused 
or  misapplied,  the  law  allowing  them 
is  going  to  be  wiped  out." 

Still,  the  new  transportation  law's 
goal  of  encouraging  the  private  sector 
to  take  an  active  role  in  rebuilding  and 


Traffic  at  a  crawl 
The  new  federal 
transportation  bill 
may  finally  get 
the  private  toll- 
road  business 
moving. 


to  bring  forward  private  financing  for 
this  market,  which  has  been  a  bit 
stuck." 

Steven  Steckler,  a  Price  Water- 
house  consultant  who  heads  the  Pri- 
vatization Council's  transportation 
task  force,  thinks  that  if  states  encour- 
age entrepreneurs  to  rebuild  decaying 
bridges  and  roads  and  recoup  their 
investment  by  collecting  tolls,  the 
number  of  feasible  private  toll  proj- 
ects could  increase  tenfold. 

If  he's  right,  the  country's  big 
roadbuilding  and  engineering 
firms — including  Bechtel,  Brown  & 
Root,  Fluor,  ICF  Kaiser  Engineers 
and  Kasler  Corp. — stand  to  benefit 


operating  the  country's  roads,  tun- 
nels and  bridges  is  a  promising  step 
forward. 

Harvard  University  urban  policy 
Professor  Jose  Gomez-Ibanez  be- 
lieves that  the  private  sector  can  bring 
more  innovation  and  flexibility  to 
road  design  and  construction.  Exam- 
ples of  innovation  can  be  found  in 
four  private  road  proposals  approved 
by  California  a  littie  over  a  year  ago. 
Three  were  projects  the  state  hadn't 
even  considered  building,  and  all  in- 
clude new  ideas,  such  as  a  cars-only 
road  to  reduce  construction  costs  and 
charging  higher  tolls  at  rush  hour  to 
reduce  congestion.  WU 
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When  ideology  conflicts  with  facts  and  figures 
these  days,  ideology  usually  wins. 

Don't  confuse  us 
vAth  the  numbeirs 


BY  THOMAS  SOWELL 


most  of  what  we  know  consists  of 
estimates.  If  we  restricted  ourselves  to 
discussing  only  what  is  known  with 
certainty  and  precision,  our  days 
would  be  filled  with  long  hours 
of  silence. 

Ask  some  people  for  an  estimate, 
and  they  act  as  if  they  are  going  to  be 
sued  for  their  life's  savings  if  they 
don't  hit  the  nail  on  the  head.  They 
have  a  large  vocabulary  of  words  and 
phrases  with  which  to  cop  out. 
"It  all  depends,"  they  say. 

Of  course  it  all  depends.  Could 

anyone  possibly  have  doubted  that  it 

One  of  the  most  exasperating  types     ail  depends? 

of  individuals  is  someone  who  reftises         If  someone  from  Mars  asked  you 

to  make  estimates — especially  since     how  tail  human  beings  are  on  Earth, 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


you  could  similarly  answer:  "It  ail 
depends."  It  depends  on  age,  sex, 
race,  nutrition  and  probably  other 
tilings  as  well.  But  if  you  said  that  the 
majority  of  adults  on  Earth  fall  in  the 
range  from  five  to  seven  feet  in  height, 
you  would  be  conveying  some  reliable 
information  instead  of  pettifogger)'. 

Ask  for  an  estimate  in  time,  and  you 
may  well  get  an  answer  beginning, 
"If  everything  goes  according  to 
plan  ..."  or  "Other  things  being 
equal.  .  .  ." 

Is  there  any  documented  case  in 
history  where  everything  went  ac- 
cording to  plan.^  Have  other  things 
ever  been  equal.'  Then  why  waste 
everyone's  time  with  anytiiing  so 
hypothetical.' 

Anyone  who  runs  a  business, 
chooses  a  mate  or  just  drives  down  the 
street  knows  that  everything  we  do 
involves  risk.  Estimating  those  risks  is 
a  task  inseparable  fi"om  living. 

Nothing  is  so  reckless  as  waiting  for 
certainty.  That  is  a  game  we  are  sure  to 
lose.  In  ordinary,  day-to-day  life,  we 
realize  this — or  at  least  we  act  as  if  we 
do,  which  is  what  counts.  It  is  only  in 
loftier  realms — intellectual  activity, 
the  law  or  public  policy  making — that 


While  it  may  be  lonely 
at  the  top,  we  make  it  extremely  comfortable. 
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we  abandon  common  sense  and  start 
talking  in  abstractions  that  ignore 
mundane  realities. 

Courts  of  law  in  recent  times  have 
been  death  on  all  sorts  of  systems  of 
estimating  probabilities,  especially 
when  those  estimates  have  conflicted 
with  the  Zeitgeist. 

No  industry  is  so  dependent  on 
statistical  probabilities  as  the  insur- 
ance. Yet  courts  have  struck  down 
both  insurance  and  annuity  systems 
that  either  charge  different  premiums 
or  pay  different  amounts  annually  to 
men  and  women.  No  one  can  deny 
that  women  live  longer,  creating  all 
sorts  of  problems  for  unisex  insurance 
or  annuities,  for  employers  who  pro- 
vide such  benefits  to  their  employees 
and  ultimately  for  those  job  applicants 
whose  costs  to  employers  have  been 
artificially  inflated  by  court  decisions. 

Yet  a  U.S.  Supreme  Court  decision 
has  loftily  insisted  that  "we  focus  on 
fairness  to  individuals" — not  groups. 
But  the  very  reason  for  the  existence 
of  insurance  is  that  we  have  no  reliable 
knowledge  about  which  individuals 
will  die  when,  whose  car  will  be  stolen 
when  or  whose  house  wdll  burst  into 
flames  when.  The  only  reliable  infor- 


mation we  have  consists  of  statistical 
estimates  for  groups. 

Estimates  of  probabilities  have  to 
be  made  in  everything  from  banking 
to  college  admissions.  But  let  these 
estimates  conflict  with  the  Zeitgeist 
and  the  Zeitgeist  wins  every  tirrie, 
whether  among  politicians,  judges  or 
the  intelligentsia. 

No  one  denies  that  rates  of  vandal- 
ism, fire  and  other  destruction  of 
property  values  are  higher  in  some 
parts  of  town  than  in  others.  But  let  a 
bank  decide  that  the  risks  in  some 
places  are  too  high  to  gamble  on  loans 
based  on  vulnerable  property  there 
and  they  are  guilty  of  the  ideological 
crime  of  "red -lining."  Let  auto  insur- 
ance rates  be  higher  in  those  neigh- 
borhoods where  cars  are  more  likely 
to  be  stolen,  or  to  have  traffic  acci- 
dents, and  the  same  rejection  of  esti- 
mates will  occur. 

Estimates  in  conflict  with  the 
Zeitgeist  are  condemned  as  "stereo- 
types"— regardless  of  what  the  evi- 
dence supports. 

This  hostility  to  estimates  that 
bring  unwelcome  news  extends  also 
to  mental  tests,  whether  used  in  col- 
lege admissions  or  in  employment  or 


promotions  decisions.  These  meth- 
ods of  estimating  future  performance 
are  not  judged  by  whether  they  turn 
out  to  have  better  or  worse  predic- 
tions than  alternative  methods,  but 
by  whether  they  meet  the  preconcep- 
tions of  the  Equal  Employment 
Opportunity  Commission,  judges, 
politicians  or  intellectuab. 

Those  opposed  to  these  tests  are 
seldom  required  to  produce  any  evi- 
dence meeting  the  same  standards  as 
the  evidence  of  those  supporting  the 
tests.  The  eeoc,  for  example,  has 
come  up  with  a  formula  that  makes 
any  test  suspect  when  any  group  does 
not  pass  at  least  80%  as  often  as  some 
other  group.  No  one  requires  them  to 
produce  any  evidence  whatever  to 
support  this  magic  number. 

The  broader  claim  that  mental  tests 
of  various  sorts  predict  a  lower  future 
performance  for  various  low- scoring 
groups  than  they  in  fact  have  is  a  claim 
flady  contradicted  by  evidence  for  a 
wide  range  of  tests,  a  wide  range  of 
groups,  and  for  both  American  soci- 
ety and  countries  overseas. 

Still,  these  tests  provide  only  esti- 
mates— which  is  enough  to  get  them 
rejected  in  favor  of  dogmas.  ^M 


Success  has  its  price,  but  it 
does  yield  some  handsome 
dividends.  Such  as  a  stay  at 
the  Regent  Hong  Kong. 


HONG  KONG 
A  REGENT®INTERNATIONAL  HOTEL 


LA  LUMPUR.  MELBOURNE.  MILAN.  NEW  YORK.  SINGAPORE.  SYDNEY.  TAIPEI. 


(800)545-4000 


^ww 


'.^'^nre'St, 


y^y 


r^  ■* 


,">■:•:'• 


?^^.     ■     IW. 


HOW  TO  SURVIVE  IN  A  CHANGING  ECONOMY 

AS  REVEALED  BY  GUMBY 


Upturns,  downturns,  recessions,  depressions,  sudden 

recoveries,  and  slumps.  Companies  that  can't  bend 

with  change  are  companies  that  can't  survive  it. 

Olsten   has  the  solution:   flexibility. 

With  Olsten's  Flexible  Workforce™,  you  can 

reduce  overhead  and  improve  efficiency  by 

utilizing  people  only  when  you  need  them. 

During  slower  periods,  maintain  a  core  staff 

of  full-time  workers.  During  peak  periods,  supplement  that  staff  with 

Olsten  temporary  workers.  Your  staff  works  more  efficiently.  More 

productively.  And  your  company  sustains  its  competitive  edge. 

So  make  Olsten  your  partner  for  the  future.  Olsten  can  supply 


you  with  the  innovative  thinking  and  long 


term  planning  that  make  a  company 


more  resilient.  Because  in  business  today. 


to  be  tough  you  have  to  be  flexible. 


Lower  overhead, 
higher  profits. 

CALL 
1-800-225-TEMP 


TMnporary  Services 


THE     WORKING      SOLUTION' 


He  taught  ballroom  dancing  and 
owned  some  Arthur  Murray  franchises. 
She  ran  a  gym  in  New  Orleans. 
Together  they  founded  the  Jenny  Craig 
chain  of  diet  centers,  which  made 
them  demibillionaires. 

Fat  city 


By  Phyllis  Berman  with  Amy  Feldman 


On  a  Monday  morning  two  weeks 
after  they  took  their  company  public, 
Sidney  and  Genevieve  Craig  toured 
the  floor  of  the  New  York  Stock  Ex- 
change. It  was  a  visit  they  had  worked 
toward  for  decades.  A  former  gym 
owner,  Jenny  Craig  was  trim  and  ex- 
cited and  dressed  head  to  toe  in  black 
Chanel.  Her  husband,  a  former  ball- 
room dance  teacher,  was  slim  and 
perfecdy  coiffed.  "My  dream  was  al- 
ways to  own  a  New  York  Stock 
Exchange  company,"  gushed  Sid 
Craig  as  he  watched  the  screen, 
where  shares  of  Jenny  Craig,  Inc., 
the  couple's  chain  of  weight-loss 
centers,  climbed  from  2678  to 
29^4  in  the  space  of  a  half  hour — a 
move  that  added  $39  million  to 
the  couple's  paper  worth,  bring- 
ing it  to  $478  million. 

The  Craigs  are  in  fat  city  be- 
cause millions  of  Americans  will 
go  to  great  expense  to  lose 
weight.  (For  a  related  story,  see 
page  140.)  At  Jenny  Craig 
weight-loss  centers,  customers 
sign  up  at  an  initial  cost  of  $79  or 
more  and  purchase  Jenny  Craig- 
brand  low- calorie  food  at  an  ad- 
ditional cost  of  $52  or  more  per 
week.  In  essence,  the  Craigs  are  in 
the  specialty  food  business.  They 
have  a  captive  customer  for  four 
months,  on  average.  Jenny  Craig 
dieters  also  attend  the  company's 
weekly  nutritional  counseling 
sessions. 

The  average  Jenny  Craig  dieter 
is  a  woman  with  some  30  pounds 
to  lose.  At  a  rate  of  I V2  pounds  to 
2  pounds  per  week  (the  usual 
goal),  that  woman  would  shell 


out  at  least  $920  to  Jenny  Craig. 

With  something  like  50  million 
American  dieters  to  cater  to,  Jenny 
Craig,  Inc.  has  been  growing  like  a 
weed.  Sid  Craig  promises  to  add  90 
new  diet  clinics  this  year  alone  to  his 
653  units.  With  that  kind  of  growth, 
he  thinks  he  can  keep  revenues  climb- 
ing 15%  to  20%  per  year.  The  cost  of 
opening  a  center  is  around  $125,000. 
Unlike  its  larger  competitors — nota- 
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They've  grown  fat  off  America's 
obsession  witli  being  thin. 


bly  Nutri/System  (with  1,800  cen- 
ters) and  Diet  Center  (with  1,600 
centers) — Jenny  Craig  does  little 
franchising. 

Wall  Street  loves  the  diet  center 
concept  and  has  priced  Jenny  Craig 
accordingly.  Revenues  and  profits  last 
year  were  $412  million  and  $31  mil- 
lion ($1.29  a  share),  respectively. 
Market  cap:  $808  million. 

The  Craigs'  success  came  about 
relatively  rapidly,  but  not  overnight. 
Sid  Craig's  father  never  held  a  full- 
time  job;  his  mother  owned  a  tiny 
dress  shop.  As  a  child  in  Alhambra, 
Calif,  in  the  1930s,  Sid,  who  is  now 
59,  tap-danced  in  some  of  the  Our 
Gan0  comedies.  As  a  student  at  Fres- 
no State  College  in  the  mid-1950s  he 
taught  ballroom  dancing  in  the  eve- 
nings at  an  Arthur  Murray  dance  stu- 
dio, and  went  on  to  acquire  five  Ar- 
thur Murray  franchises. 

Jenny  Craig,  also  59,  grew  up  in 
New  Orleans,  the  youngest  of  six 
children  of  a  boat  captain  who  carried 
crews  and  supplies  to  oil  rigs  in  the 
Gulf  of  Mexico.  She  married  a  local 
powerboat  racer  and  began  raising  a 

family. 
-f       In  1970  Sid  Craig,  then  36, 
I  sold  his  Arthur  Murray  franchises 
I  and  bought  a  half  interest  in  a 
chain  of  troubled  diet  centers 
called    Body    Contour.    Jenny 
Craig,  meanwhile,  had  been  run- 
ning a  gym  in  New  Orleans.  In 
1970  she  got  a  job  at  Body  Con- 
tour, where  she  met  the  compa- 
ny's boss,  Sid  Craig.  A  few  years 
later  they  were  di\'orced  from 
their   respective    spouses.    They 
were  married  in  1979. 

After  building  Body  Contour 
into  a  $35-million-sales-ayear 
business,  the  Craigs  and  their 
partner  sold  out  to  Nutri/System 
in  1982.  The  Craigs  collected 
$3.5  million,  signed  a  two-year 
noncompete  agreement  covering 
the  U.S.  weight- loss  market  and 
left  for  Australia,  where  they 
opened  100  diet  centers  under 
the  name  Jenny  Craig.  After  the 
noncompete  agreement  expired, 
■:^-3  thev  began  building  Jenny  Craig 
■^     centers  in  the  U.S. 

Bv  1987  the  company  had 
opened  46  U.S.  outlets,  and  the 
Craigs  were  ready  to  take  money 
out  of  the  business.  But  how  ? 
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Did  An  Accident 

OF  Nature  Make  It 

The  Quietest  Car 
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A  mong  the  most  purely  enjoyable  of  all  the  comforts  Lincoln  owners  an  advanced  V-8  engine  which  operates  with  uncanny  silence 
enjoy  is  the  sense  of  hushed  calm  that  envelops  the  passenger  and  smoothness.  And  places  today's  Town  Car  among  the  most  fuel 
cabin  of  Lincoln  Town  Car  The  quietest  automobile  you  can  own.         efficient  ever  built*  A  nother  Lincoln  engineering  achievement  that 

T  o  accomplish  this,  genuine  breakthroughs  were  required.  Including         was  no  mere  accident  of  nature. 

IBTf, 

LINCOLN  What  A  Luxury  Car  Should  Be. 

For  more  information  on  the  1992  Lincolns,  coll  1  -800-446-8888.    LINCOLN-MERCURY  division    ^:       Buckle  up-together  we  can  save  lives 

*EFAeslimates.  Fof  comparison,  17 city,  23  highway. 


Jenny  Craig,  Inc. 

They  tried  taking  the  company  pub- 
he,  but  withdrew  the  offering  as  the 
market  weakened. 

Enter  Michael  Tennenbaum,  vice 
chairman  of  investment  banking  at 
Bear,  Stearns.  Tennenbaum  got  ta 
Associates,  an  investment  and  venture 
capital  firm,  New  York  Life  Insurance 
Co.  and  his  partners  at  Bear,  Stearns, 
among  others,  to  put  $50  million  into 
Jenny  Craig.  Two  banks  lent  the  com- 
pany an  additional  $50  million.  The 
investors  got  16.5%  on  their  money, 
and  they  and  the  banks  received  war- 
rants for  25%  of  the  company's  equity, 
priced  at  19  cents  a  share. 

Did  the  company  need  the  money 
to  expand?  Not  at  all.  In  the  recap,  the 
Craigs  and  their  children  picked  up  a 
$108  million  dividend. 

The  really  big  score  was  made  last 
October.  With  the  initial  public  offer- 
ing market  hot  again,  Jenny  Craig 
issued  3.5  million  shares  to  the  public 
at  $21  a  share,  or  a  total  of  $73.5 
million,  which  was  used  to  repay  part 
of  the  bank  debt  and  money  put  up  by 
Tennenbaum's  investor  group.  The 
Craigs  sold  another  1.65  million 
shares  to  the  public  for  $35  million; 
the   banks   and  investors  also  sold 


550,000  shares  for  $11.5  million. 
That  left  the  Craigs  with  59%  of  the 
company,  the  banks  and  investors 
with  20%,  and  the  public  with  the  rest. 

Having  made  their  fortune,  can  the 
Craigs  continue  to  expand  it?  Doing 
so  will  prove  difficult. 

Dieting  techniques  go  in  and  out  of 
fashion.  For  example,  in  the  1970s 
over-the-counter  diet  pills  were  all  the 


"I  always  knew  I'd  own 
a  limousine  someday," 
says  Sid  Craig,  who  as  a 
young  man  used  to  write 
his  goals  on  his  bath- 
room mirror  every 
morning. 

rage,  but  in  the  1980s  many  consum- 
ers switched  to  meal  replacements 
and  diet  centers.  Thanks  to  the 
growth  of  chains  like  Jenny  Craig, 
Nutri/System  and  Diet  Center,  the 
U.S.  is  beginning  to  be  blanketed  by 
weight-loss  clinics,  according  to  John 
La  Rosa  of  Marketdata  Enterprises,  a 
Valley  Stream,  N.Y. -based  market  re- 
search firm.  This  comes  while  the 


number  of  dieters  is  leveling  off. 

There  are  other  clouds  on  the  hori- 
zon. The  Federal  Trade  Commission 
wants  to  put  new  restrictions  on  diet 
companies'  advertising,  and  the  plain- 
tiff lawyers  are  beginning  to  target  the 
industr\^  There  are  already  several 
court  cases  pending  against  Jenny 
Craig  and  one  of  its  competitors  alleg- 
ing gall-bladder  damage  as  a  result  of 
their  weight-loss  programs. 

Meanwhile,  the  Craigs,  Tennen- 
baum and  TA  Associates  together  own 
a  half  interest  in  Glen  Ivy  Holdings, 
Inc.,  a  big  time-share  resort  developer 
that  is  under  criminal  investigation  by 
California  authorities  for  fraudulent 
sales  and  phoney  bookkeeping. 

But  whatever  happens  to  Glen  I\y, 
don't  worry  about  the  Craigs.  They 
worked  hard,  got  luck\'  and  are  sitting 
prett\'  with  $143  million  already  tak- 
en out  of  Jenny  Craig.  Recalling  that 
as  a  young  man  he  used  to  write  his 
goals  on  his  bathroom  mirror  ever\' 
morning  (a  frequent  entr\':  "Become 
the  owner  of  the  company"),  Sid 
Craig  says:  "1  always  knew  I'd  own  a 
limousine  someday."  Money  for  lim- 
ousines and  much  else  is  already  safely 
tucked  awav.  WM 


A  Discovery  That  Beats 

the  S&P500! 


Discover  a  winner... Up  67.6%  in  1991 ! 

As  of  December  31,  1991 ,  the  Strong  Discovery  Fund  was  up 

67.6%  for  the  year.  The  Standard  &  Poor's  500  was  up  30.3%  for 
the  same  period.''  For  a  proven,  successful  investment  in  common 
stocks,  make  a  Strong  Discovery. 


CALL  1800368-1030 

24  hours,  toll-free. 

Strong  Discovery  Fund  ro.i 
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*+25.3%  and  +64.2%were  the  Fund's  average  annual  total  returns  since  inception  on  12/31/87  and  for  the  1-year  period  ended 
12/31/91.  respectively.  The  ycar-to-datc  return  of  67.6'7f  includes  changes  in  share  price  and  reinvestment  of  all  di\idends  and  capital  gains 
distributions  but  docs  not  include  the  effects  of  the  2^/c  sales  charge.  All  returns  are  historical.  Returns  and  pnncipal  will  %ar\.  and  \ou  ma\ 
have  a  gain  or  loss  when  you  sell  shares.  The  Standard  &  Poor's  is  an  unmanaged  index  of  51X)  leading  companies.  The  index  includes  changes 
in  prices  of  the  stocks  in  the  index  and  reinvestment  of  dividends.  For  more  complete  infomiation.  including  charges  and  exjvnses,  call  or  write  tor 
a  free  prospectus.  Please  read  it  carefullv  before  vou  invest  or  send  monev.  Stronc/Comeliuson  Capital  Management.  Inc..  disuibutor. 
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MOST  SUCCESSFUL  COMMERCIAL  AIRCRAFT  MANUFACTURER  IN  THE  WORLD. 


20  years  after  Airbus  Industrie  began,  it  has 
become  the  world's  Number  2  commercial  aircraft  man- 
ufacturer. Over  100  worldwide  operators  have  ordered 
more  than  1,700  Airbus  aircraft  to  date.  And  more  than 
750,000,000  passengers  have  flown  on  Airbus  airliners. 

The  Airbus  family  now  includes  6  advanced  aircraft: 
the  A300,  A3 10,  A320,  A321,  A330  and  A340.  And 
more  than  400   U.S.   suppliers  have  provided  over 


$3,500,000,000  worth  of  components  for  these 
programs. 

The  innovations  within  our  family  have  made  us  1st 
in  advanced  aviation  technology.  And  that's  not  all. 
We're  now  working  on  the  aircraft  that  will  debut  the 
Ists  of  the  2 1st  century. 

That's  why,  in  commercial  aviation,  we're  Number 
2  and  leading. 
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UP  AND  COMERS 


For  two  generations  family-owned  Calumet  Farm  was  a 
jewel  among  Kentucky  horse  farms.  It  took  only  nine 
years  for  the  next  two  generations  to  destroy  it. 

Lots  of  horses 
but  no 
horse  sense 
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By  Carol  M.  Cropper 

In  the  glittering  world  of  Thor- 
oughbred racing,  Calumet  Farm  spar- 
kled like  Baccarat.  No  other  farm 
could  match  its  claim  to  eight  Ken- 
tucky Derby  winners  and  two  takers 
(Whirlaway  and  Citation)  of  the  Tri- 
ple Crown.  Nor  could  many  farms 
match  the  millions  it  brought  home 
from  the  track. 

That  was  ten  years  ago,  when  the 
850-acre  farm  had  no  debt,  and  assets 
worth  about  $21  million.  But  Calu- 
met's glory  days  are  over.  Last  July  the 
Lexington,  Ky.-based  farm  filed  for 
Chapter  1 1  bankruptcy,  with  debts  of 
$127  milhon.  Meanwhile,  its  assets 
were  worth,  at  best,  $60  million. 

What  happened?  The  story  of  Calu- 
met's disastrous  passage  from  frugal, 
able  hands  to  free -spending,  over- 
reaching ones  begins  in  1982,  when 
founder  William  Monroe  Wright's 
daughter-in-law  died.  At  that  time  a 
family  trust,  which  included  control 
of  the  farm  and  some  $40  million 
worth  of  securities  and  oil  and  gas 
leases,  passed  into  the  hands  of  Bertha 
Cochran  Wright,  the  founder's 
granddaughter-in-law,  and  then  to 
her  four  children. 

To  head  up  the  farm,  the  heirs 
selected  J.T.  Lundy,  a  former  tenant 
farmer  who  had  married  Bertha's  16- 
year-old  daughter,  Lucille  (Cindy) 
Wright,  in  1962.  Lundy  had  long 
coveted  Calumet;  those  who  know 
him  recall  his  endless  criticism  of  the 
way  the  farm  was  being  run.  Once  in 
charge,  he  quickly  tapped  the  family's 


other  holdings,  borrowing  an  esti- 
mated $10  million  to  reftirbish  the 
farm.  Lundy  added  a  sophisticated 
equine  clinic  and  a  swimming  pool  for 
horses — extravagances  that  other 
farms  deemed  unnecessary.  Ameni- 
ties for  the  humans  included  new 
tennis  courts,  a  swimming  pool  and  a 
leased  jet.  Lundy  began  jaunting  to 
Australia,  South  Africa  and  Japan. 

Ill  prepared  to  look  after  their  in- 
heritance themselves,  the  heirs  let 
Lundy  have  his  way.  "I  was  not 
brought  into  this  world  to  be  busi- 
ness-wise, and  I  never  have  been," 


says  Bertha  Wright,  now  72.  "We 
went  along  %vith  whatever  J.T.  said. 
It's  called  blind  trust." 

Raising  Thoroughbred  horses  has 
always  been  a  business  for  the  rich, 
not  a  business  where  one  can  expect 
to  get  rich.  Most  old-line  horse  farm- 
ers operate  conservatively,  bming 
champion    stallions    in    syndication 
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Calumet  Farm's  former  president,  J.T.  Lundy 

First  he  coveted  the  farm,  then  he  ran  it  into  the  ground. 
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with  as  many  as  40  other  investors. 
While  the  stallion's  valuable  breeding 
rights  are  diluted,  so  is  the  risk. 

Then,  in  the  late  Seventies,  oil-rich 
Arabs  jumped  into  this  genteel  mar- 
ket, driving  up  Thoroughbred  prices 
^  16%  a  year  between  1978  and  1983. 
Rising  prices,  plus  an  aversion  to  high 
taxes  during  those  inflationary  times, 
attracted  to  horse  breeding  lawyers, 
stockbrokers  and  dentists,  who  be- 
came instant  members  of  the  horsey 
set  by  buying  into  tax-advantaged 
limited  partnerships.  Liquidity  from 
the  partnerships  drove  prices  even 
higher. 

Mistaking  this  bubble  for  a  genuine 
change  in  the  breeding  business,  Lun- 
dy  piled  more  debt  onto  Calumet.  In 
1986  he  borrowed  $20  million  from 
the  Mutual  Benefit  Life  Insurance 
Co.  in  New  Jersey.  The  next  month 
he  paid  $6.5  million,  along  with 
breeding  rights  worth  perhaps  $2.5 
million,  for  a  half  interest  in  Mo- 
gambo,  the  1985  winner  of  the 
Champagne  Stakes  at  Belmont.  It  was 
a  terrible  investment:  Mogambo  nev- 
er fetched  big  breeding  fees  and  was 
sold  last  year  for  $550,000.  Interests 
in  other  unproven  stallions  were 
bought  for  as  much  as  $25  million. 

Meanwhile,  Lundy,  who  once  told 


LEFT: 

Calumet  Farm 
An  unprecedent- 
ed eight  Kentucky 
Derby  winners, 
and  two  takers  of 
the  Triple  Crown. 


his  wife's  grandmother  he'd  be  rich 
when  she  died,  was  pulling  out  money 
with  both  hands.  During  his  nine- 
year  tenure,  Lundy  paid  himself  as 
much  as  $12  million  in  commissions 
and  breeding  rights. 

Lyle  Robey,  Calumet's  former  sec- 
retary/treasurer, defends  Lundy,  say- 
ing there  would  have  been  no  prob- 
lems if  prices  had  stayed  high.  "I  think 
he  would  look  like  a  genius,"  Robey 
effuses.  But  in  1986  the  horse  boom 
bubble  began  to  rupture.  The  tax 
reform  act  of  that  year  eliminated 
most  of  the  tax  benefits  to  limited 
partnership  investors  and  sharply  cut 
the  inflated  prices  that  horses  com- 
manded. As  the  value  of  his  collateral 
shrank,  Lundy  began  breeding  the 
farm's  stallions  90  or  100  times  a 
year — almost  twice  as  often  as  owners 
traditionally  do.  This  helped  generate 
more  cash,  but  it  also  drove  down  the 
stallions'  long-term  value  as  the  mar- 
ket was  flooded  with  lots  of  their  foals. 

By  this  time  Lundy  was  on  a  debt 
treadmill.  In  1988  and  1989  he  bor- 
rowed $44.8  million  and  continued 
to  buy  horses  as  losses  mounted. 

Lundy  was  going  bust,  but  he  was 
going  in  style.  In  1981,  the  last  full 
year  before  Lundy  took  control,  Cal- 
umet's operating  expenses  had  run  to 


just  $2.5  million,  against  revenues  of 
$4  million.  In  1990  alone,  Lundy  ran 
up  $45  million  in  operating  expenses, 
against  revenues  of  just  $13  million. 
Among  the  correspondence  left  be- 
hind when  he  resigned  was  a  letter 
from  Christie's  off'ering  to  sell  two 
paintings  by  Miro  and  Picasso  for  a 
total  estimated  at  between  $4.8  mil- 
lion and  $6.2  million.  (The  auction 
house  says  it  was  told  Lundy  con- 
trolled the  paintings  through  an  op- 
tion he  apparendy  never  exercised.) 
Word  of  Lundy 's  newfound  refine- 
ment left  one  prominent  Lexington 
horseman  chuckling.  "JT.'s  not  a 
real  Picasso-type  guy.  He  had  a  Coke 
machine  in  his  house." 

Finally,  last  spring,  Lundy's  game 
began  to  fall  apart.  Banks  began  com- 
plaining to  the  Wrights  about  the 
mounting  debt.  By  April  Lundy  was 
out.  Now  separated  from  his  wife, 
he's  rurming  a  litde  horse  farm  of  his 
own  in  a  neighboring  county.  Lundy 
did  not  return  Forbes'  calls. 

Meanwhile,  his  mother-in-law  and 
benefactress.  Bertha  Wright,  has 
moved  out  of  her  family's  I4-room 
white-columned  mansion  and  is  liv- 
ing in  a  two- bedroom  apartment  in 
Lexington.  An  auction  on  the  entire 
farm  is  planned  for  sometime  next 
month.  Likely  price:  in  the  range  of 
$15  million  to  $25  million. 

In  the  end,  sentiment — and  a  pack 
of  lawsuits — may  be  all  that's  left  of 
this  once  great  farm.  One  morning 
last  November  Calumet's  125  stal- 
lions, broodmares  and  yearlings  were 
led  across  mist-shrouded  fields  to- 
ward the  auction  block  at  Keeneland 
racetrack  next  door.  Dozens  of  Calu- 
met grooms  and  trainers,  soon  to  be 
unemployed  after  decades  of  service, 
came  out  before  dawn  to  witness  the 
end  of  this  majestic  racing  legacy. 
Bertha  Wright,  who  still  lived  in  the 
big  house,  declined  to  watch.  "I  was 
afraid  I  might  cry,"  she  says.  ^ 
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1.  "Zerodur"  from  Schott: 
it  does  not  expand  one 
iota,  even  when  subjected 
to  temperatures  of 
1,500°F. 


When  it  comes  to  inventiveness, 
nature  is  hard  to  beat.  Examples 
from  the  mineral  kingdom  alone 
attest  to  an  extraordinary  range 
of  creativity. 

Carbon    is   transformed 

into  diamond,  the  world's  hard- 
est mineral.  Another  mineral  has 
magnetic  attraction.  Some  float 
on  water,  and  still  others  can 
produce  electricity. 
Mineralogists  have  cate- 


gorized over  2,000  minerals 
with  an  amazing  variety  of 
characteristics. 

But    there's    something 

missing  in  nature's  catalogue:  a 
material  that  does  not  expand 
under  extreme  temperatures. 

And  so  Schott  has  filled 

the  gap  with  a  glass-ceramic 
called  "Zerodur".  It  has  a  70% 
crystal  content  and  does  not 
alter  its  shape  or  size  one  iota, 


even  when  subjected  to  tem- 
peratures up  to  1,500°F. 

A    material    with    such 

stability  is  proving  indispensa- 
ble to  the  aviation  industry 
and  astronomers.  It's  making 
it  possible  for  the  European 
Southern  Observatory  to  build 
the  world's  largest  telescope 
using  4  "Zerodur"  mirror  blanks, 
each  measuring  almost  27  feet 
in  diameter. 


)ture  left  off. 
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1  "Zerodur':  zero  expan- 
sion, i.  Pumice:  floats 

on  water.  3.  Ttiurmaline: 
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produces  electnoity. 
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carbon.  0.  Diamond: -the 
hardest  mineral,  another 
form  of  carbon. 
10.  Granite:  the  hardest 
stone.  11.  Magnetite:  a 
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natural  magnet. 

12.  Grossularite:  highly 
symmetrical  crystals. 

13.  Mica:  composed  of 
thin,  heat  resistant  layers. 

14.  Autunite:  fluoresces 
under  ultraviolet  light 

15.  Opal:  one  of  the  moat 
beautifut  minerals. 

19.  Natural  glass. 
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Ideally  suited  for  use  in 

space,  Schott's  glass-ceramic 
also  has  its  place  in  the  kitchen. 
Our  "Ceran"  cooktops  never 
warp  -  and  keep  the  heat  from 
wandering. 

Glass  -  ceramics,  avail- 
able from  Schott  Glass  Technol- 
ogies, are  just  one  example  of 
how  Schott's  innovative  devel- 
opment responds  to  specific 
needs.  In  today's  world,  special 


Write  to:  Schott  Corporation, 
Department  F21,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


glass  helps  keep  technology 
advancing. 

Schott  worldwide:  50,000 

products,  50  production  facili- 
ties, represented  in  more  than 
1 00  countries,  with  over  $1.5  bil- 
lion in  sales. 

Schott  in  North  America: 

11  companies  employing  more 
than  1,800  people. 

Would  you  like  to  know 

more  about  our  special  glass?       Nobody  knows  more  about  glass. 


n  SCHOTT 


STRATEGY 


UP  AND  COMERS 


Tom  Reed  thinks  his  profitable  little  genetic  testing 
lab  can  continue  to  prosper  by  focusing  on  service 
and  leaving  the  R&D  to  others.  A  big  customer  agrees, 
but  Wall  Street  isn't  so  sure. 

Testing  times 


By  Fleming  Meeks 

For  those  of  an  entrepreneurial 
bent,  good  ideas  can  turn  up  almost 
anywhere.  Consider  Thomas  Reed,  a 
former  stockbroker  and  money  man- 
ager who  founded  Santa  Fe,  N.M.- 
based  Vivigen,  Inc.,  the  country's 
largest  prenatal  testing  lab. 

A  veteran  of  some  20  startups — 
from  radio  stations  in  Hawaii  to  com- 
puter software — Reed  met  up  with  a 
geneticist  in  1981  who  was  looking  to 
change  careers  and  become  a  money 
manager.  In  the  course  of  talking  to 
the  scientist,  Reed  learned  that  prena- 
tal genetic  testing — analysis  of  amni- 
otic fluid  to  pinpoint  fetal  defects — 
was  mostiy  done  by  university  teach- 
ing hospitals  and  small  doctor-owned 
labs.  More  important,  he  learned  that 
the  labs  weren't  very  efficient.  Typi- 
cally, it  took  them  three  weeks  to 
produce  results  for  anxious  pregnant 
women.  Prices?  Pretty  much  what  the 
labs  felt  like  charging,  sometimes  as 
much  as  $600  per  test. 

Observing  that  the  cost  of  entry  to 
the  business  was  low — genetic  testing 
technology  was  available  off"  the 
shelf— Reed  put  up  $100,000  of  his 
own  cash  and  raised  another 
$500,000  from  people  who  had  in- 
vested with  him  in  the  past.  In  1982, 
its  first  year,  fledgling  Vivigen  did 
$60,000  worth  of  testing.  The  fol- 
lowing year  Reed  took  advantage  of 
the  hot  stock  market  and  sold  26%  of 
the  company  to  the  public  for  $2.1 
million — a  dizzy  136  times  revenues. 

His  timing  was  perfect.  Increasing- 
ly, women  over  35 — the  highest-risk 
group  for  fetal  abnormalities  like 
Down's  syndrome — were  having  ba- 
bies. And  ultrasound  machines, 
which  allow  doctors  to  monitor  the 
position  of  the  fetus  as  they  use  a  long 
needle  to  draw  out  the  amniotic  fluid, 
were  making  amniocentesis  a  much 
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safer  procedure.  Vivigen  priced  its 
services  20%  or  more  below  those  of 
competing  labs.  And  by  trimming  the 
lag  time  between  a  series  of  complex 
procedures,  it  was  able  to  produce  test 
results  in  just  seven  days. 

Cost- conscious  health  mainte- 
nance organizations,  like  the  Harvard 
Community  Health  Plan,  quickly  be- 
gan specifying  Vivigen  as  their  pre- 
ferred testing  lab.  Even  the  university 
labs  sent  their  overflow  business  to 
Vivigen.  Through  much  of  the  Eight- 
ies, with  virtually  no  marketing  ef- 


forts, Vivigen's  revenues  grew  at  50% 
a  year;  profits  doubled  annually.  In 
1989  profits  hit  $1.6  million  (64 
cents  a  share)  on  sales  of  $9.1  million, 
and  Vivigen's  2.5  million  American 
Stock  Exchange-listed  shares  hit  a 
high  of  27%  (offering  price:  $3.25). 

So  far,  a  happy  litde  tale.  But  last 
year  Vivigen  earned  $1.2  million  (47 
cents  a  share)  on  revenues  of  $11.4 
million;  the  stock  recendy  traded  at 
14.  (Reed  owns  18%  of  the  company, 
worth  about  $7  million.) 

Vivigen's  problem:  a  well-financed 
research-oriented  competitor  that  is 
pushing  itself  into  the  market.  Fra- 
mingham,  Mass. -based  IG  Laborato- 
ries, which  is  56%-owned  by  Gen- 
zyme  Corp.  (Forbes,  May  27,  1991), 
has  invested  $3.3  million  in  research 
on  new  prenatal  testing  technologies 
over  the  past  two  years.  Among  them: 
gene  probes — synthetic  strands  of 
DNA,  radioactively  marked,  which  at- 
tach to  mutated  genes — that  identify 
Down's  syndrome  and  several  other 
abnormalities  in  just  48  hours.  Gen- 
zyme  has  already  pumped  $4  million 


Vivigen  Chairman 
Thomas  Reed 
"If  I'm  wrong, 
I'm  wrong." 
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You  know  where  you  stand.  Your  finances  are  under  control. 
With  no  revolving  credit  on  bankcards.  No  more  interest  charge  "surprises." 

You  take  a  different  view.  You're  happy. 


The  Card. 
The  American  Express'Card. 


Call  1-800-THE  CARD,  to  apply. 


We'd  Like  To  Thank  These  Companies  For  Choosing 
Us  To  Lead  Manage  Their  Equity  Offerings. 

In  1991,  we  served  as  lead  manager  or  global  coordinator  for  a  record  $23  billion  in  equity  transactions  on  behalf  of  our 
issuing  clients.  Global  transactions  that  drew  on  our  sales,  trading  and  research  expertise  to  reach  a  woridwide  base  of 
investing  clients.  Transactions  that  earned  us  the  leading  market  share  in  both  U.S.  and  international  equity  issuance.  And 
most  importantly,  transactions  that  assisted  both  our  new  and  long-standing  clients  in  meeting  their  financial  objectives. 


Issuer 


Equity  Issues  Lead  Managed  by  Goldman  Sachs  in  1991 

(U.S.  Dollars  in  Millions) 

Description  of  Transaction 


Global 
Dollar  Amount 


Ford  Motor  Company 
Telefonos  de  Mexico,  SA  de  C.V.* 

RJR  Nabisco  Holdings  Corp. 
MBNA  Corporation 
Grupo  Televisa,  S  A  de  C.V. 

Telecom  Corporation 

of  New  Zealand  Limited  * 
Elf  Enterprise  Petroleum  Ltd. 
BT 

The  Reader's  Digest  Association,  Inc. 

EXEL  Limited 

Elsevier  NVt 

The  Goodyear  Tire  &  Rubber  Company 

Societe  Nationale  Elf  Aquitaine* 

Colgate-Palmolive  Company 

PNC  Financial  Corp 

Banc  One  Corporation 

Safeway,  Inc. 

Destec  Energy,  Inc. 

Irish  Life  pic 

LVMH  Moet  Hennessy  Louis  Vuittont 

AMR  Corporation 

Freeport-McMoRan  Inc. 

Santa  Fe  Pacific  Corporation 

LVMH  Moet  Hennessy  Louis  Vuittont 

MGIC  Investment  Corporation 

Novo  Nordisk  A/S 

ShopKo  Stores,  Inc. 

Rogers  Cantel  Mobile  Communications  Inc.* 

Texas  Utilities  Company 

The  Bank  of  New  York  Company,  Inc. 

The  Chubb  Corporation 

First  Union  Corporation 

Owens-Corning  Fiberglas  Corporation 


National  Power  PLC  &  PowerGen  pic 

Smith's  Food  &  Drug  Centers,  Inc. 
Carnival  Cruise  Lines,  Inc. 
The  Kroger  Co. 

Credito  Italiano  S.pA 
Mellon  Bank  Corporation 
Knight-Ridder,  Inc. 


Convertible  Preferred  Stock  $2,300.0 

Global  Offering  of  Ordinary  Shares  2,173.2 

and  American  Depositary  Shares 

Common  Stock  1,293-8 

Initial  Public  Offering  of  Common  Stock  947.8 
Global  Offering  of  Rule  144A  American  Depositary  Shares,       862.5 

Global  Depositary  Shares,  and  Series  L  Shares 

Global  Offering  of  Ordinary  Shares  817.9 

and  American  Depositary  Shares 

Euroexchangeable  Offering;  Joint  Lead  742.0 

International  Offering  of  Ordinary  Shares  714.7 

and  American  Depositary  Shares 

Class  A  Non-Voting  Common  Stock  665.0 

Initial  Public  Offering  of  Ordinary  Shares  630.5 

Block  Trade  616.O 

Common  Stock  6OO.O 

Global  Offering  of  Ordinary  Shares  and  464.6 

American  Depositary  Shares 

Common  Stock  460.0 

Common  Stock  441.2 

Common  Stock  370.9 

Common  Stock  358.8 

Initial  Public  Offering  of  Common  Stock  345.0 

Global  Offering  of  Ordinary  Shares  327.3 

Block  Trade  304.0 

Common  Stock  301.9 

Convertible  Subordinated  Notes  296.5 

Common  Stock  290.6 

Block  Trade  280.0 

Initial  Public  Offering  of  Common  Stock  276.0 

Managed  Rights  Offering  264.0 

Initial  Public  Offering  of  Common  Stock  258.8 

Global  Initial  Public  Offering  of  255.0 

Class  B  Subordinated  Voting  Stock 

Common  Stock  250.1 

Convertible  Subordinated  Debentures  250.0 

Euroconvertible  Offering;  Joint  Lead                     '  250.0 

Common  Stock  242.6 

Simultaneous  Rule  144A  Offering  and  230.0 

Euroconvertible  Offering  of  Convertible 

Junior  Subordinated  Debentures 

Intemational  Privatization  Offering  of  209.0 

Rule  144A  American  Depositary  Shares 

Class  B  Common  Stock               '  201.0 

Class  A  Common  Stock  194.1 

Rule  144A  Offering  of  Convertible  170.0 

Subordinated  Debentures 

Global  Offering  of  Ordinary-  Shares  102.0 

Common  Stock  153-8 

Common  Stock  152.3 


Issuer 

CffiA-GEIGYAG 

American  Greetings  Corporation 

Tate  &  Lyle  pic 

Household  International,  Inc. 

BWIP  Holding,  Inc. 

Airborne  Freight  Corporation 

Television  Fran^aise  It 

Dell  Computer  Corporation 

Eastman  Kodak  Company 

McDermott  International,  Inc. 

Best  Buy  Co.,  Inc. 

Royal  Appliance  Mfg.  Co. 

Source  Perriert 

Republic  of  Austria 

Affymax  N.V. 

AutoZone,  Inc. 

Health  Management  Associates,  Inc. 

PictureTel  Corporation 

Filene's  Basement  Corp. 

Manufacturers  Hanover  Corporation 

Morrison  Knudsen  Corporation 

Filene's  Basement  Corp. 

PT  Indocement  Tunggal  Prakarsa 

United  Technologies  Corporation 

Advanced  Telecommimications  Corporation 

William  Low  &  Company  PLCt 

Atlantic  Energy,  Inc. 

Wellfleet  Communications,  Inc. 

Technology  Solutions  Company 

Lechters 

Boston  Edison  Company 

Read-Rite  Corporation 

Chili's,  Inc. 

Sybase,  Inc. 

Heilig-Meyers  Company 

Refuge  Group  PLCt 

Cytel  Corporation 

General  Physics  Corporation 

PictureTel  Corporation 

Tecnol  Medical  Products,  Inc. 

Health  Management  Associates,  Inc. 

Lechters 

Komag,  Incorporated 

The  Penn  Traffic  Company 

Wisconsin  Central  Transportation  Corporation 

Soft  Warehouse,  Inc. 

Smithfield  Foods,  Inc. 

Mobile  Telecommunication  Technologies  Corp. 

British  Bio-technology  Group  pic 

IWC  Resources  Corporation 

The  Business  Depot  Ltd. 

Cencom  of  Alabama,  LP. 


Global 

Description  of  Transaction 

Dollar  Amount 

International  Offering  of  Bonds  with  Warrants 

150.0 

Class  A  Common  Stock 

140.4 

International  Offering  of  Bonds  with  Warrants 

121.0 

Common  Stock 

117.5 

Initial  Public  Offering  of  Class  A  Common  Stock 

116.0 

Convertible  Subordinated  -Debentures 

115.0 

Block  Trade 

112.0 

Common  Stock 

111.4 

Rule  144a  Offering  of  Zero  Coupon 

'     109.5 

Exchangeable  Senior  Debentures 

Common  Stock 

106.1 

Common  Stock 

103.5 

Initial  Public  Offering  of  Common  Stock 

100.7 

Block  Trade 

100.0 

Stock  Indexed  Growth  Notes 

100.0 

Initial  Public  Offering  of  Common  Stock 

92.0 

Initial  Public  Offering  of  Common  Stock 

86.0 

Class  A  Common  Stock 

85.2 

Common  Stock 

82.8 

Common  Stock 

82.7 

Block  Offering 

82.0 

Common  Stock 

81.1 

Initial  Public  Offering  of  Common  Stock 

80.0 

Euroconvertible  Offering 

75.0 

Zero  Coupon  Pharmaceutical  Exchange  Notes 

75.0 

Common  Stock 

73.2 

Block  Trade 

71.0 

Common  Stock 

69.0 

Initial  Public  Offering  of  Common  Stock 

68.4 

Initial  Public  Offering  ot  Common  Stock    - 

65.3 

Euroconvertible  Offering 

65.0 

Common  Stock 

61.8 

Initial  Public  Offering  of  Common  Stock 

58.6 

Common  Stock 

57.1 

Common  Stock 

57.1 

Common  Stock 

55.2 

Block  Trade 

52.0 

Initial  Public  Offering  of  Common  Stock 

52.0 

Initial  Public  Offering  of  Common  Stock 

52.0 

Initial  Public  Offering  of  Common  Stock 

47.7 

Initial  Public  Offering  of  Common  Stock 

47.4 

Initial  Public  Offering  of  Class  A  Common  Stock 

46.9 

Common  Stock 

46.7 

Common  Stock 

44.9 

Common  Stock 

43.3 

Initial  Public  Offering  of  Common  Stock 

39.8 

Convertible  Preferred  Stock 

28.0 

Common  Stock 

26.6 

Common  Stock 

24.5 

Preferred  Ordinary  Shares 

19.7 

Common  Stock 

17.0 

Convertible  Preferred  Stock 

13.6 

Partnership  Units 

11.0 

TOTAL 


$23,862.6 


*  Goldman  Sachs  served  as  global  coordinator. 

T  Thest  blcKk  traasaaiom  were  completed  on  behalf  of  third  parties. 


New  York    London  Tokyo 

Boston  Chicago  Dallas  Frankfurt 

Hong  Kong  Houston  Los  Angeles 

Memphis    Miami     Montreal 

Paris  Philadelphia    San  Francisco 

Singapore  Sydney  Toronto  Zurich 


STEADY     ON. 


After  we  acquired  Great  Northern  Nekoosa, 

our  plan  was  to  pay  down  debt  as  quickly  as  possible.  In  part, 

by  divesting  the  company  of  non-strategic  assets. 

A  recent  case  in  point  is  the  sale  of  an  80%  interest  in 

two  papermaking  facilities  and  timberlands  in  Maine  for 

$300  million.  It's  money  we'll  use  to  further  reduce  debt.  Which,  in 

turn,  will  bring  our  total  debt  reduction  to  $1.5  billion. 

And  considering  we  did  this  in  less  than  two  years, 
we  think  it's  an  accomplishment  worth  noting. 

We'U  continue  with  our  plan  to  strategically  manage  debt 

And  we'll  continue  to  focus  on  our  core  businesses. 

Strengthening  them.  Adding  value  to  them. 

While  affirming  to  our  shareholders  that 
we  are  steadily  on  course. 


Georgia 


©  1992  Geoi;gia-Paciric  Corporation.  All  rights  reserved. 


UP  AND  COMERS 


into  IG  and  will  sink  another 
$34  million  into  the  com- 
pany early  this  year. 

Has  Vivigen,  which 
spends  no  money  on  re- 
search and  development 
and  relies  on  licensing  tech- 
nology from  others,  missed 
the  boat?  Reed  insists  not. 
"Public  money  throughout 
the  world  is  pouring  into 
these  technologies,"  he 
says.  His  strategy:  Contin- 
ue to  focus  on  service — 
which  has  made  Vivigen  far 
and  away  the  most  respect- 
ed lab  in  the  business — and 
license  whatever  new  tech- 
nologies come  along. 

It's  a  risky  strategy, 
hitching  your  future  to  oth- 
er parties'  technologies, 
and  Reed  knows  it.  "If  I'm 
wrong,  I'm  wrong,"  he 
shrugs  when  a  reporter  re- 
minds him  that  Wall  Street 

seems  to  favor  IG  Laboratories'  strate-  lion  (revenues)  Caremark  subsidiary, 
gy  of  developing  proprietary  testing  which  operates  170  health  care  cen- 
products.  But  health  care  giant  Baxter  ters  around  the  country,  began  open- 
International  doesn't  think  Reed  is  ing  specialized  centers  for  women  and 
wrong.  Last  year  Baxter's  $775  mil-     picked  Vivigen  to  do  all  of  its  prenatal 
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Vivigen's  prenatal  test  lab 

Efficient  tecliniques  cut  result  time  by  two-thinis. 


testing.  This  means  Vivi- 
gen, which  has  never  field- 
ed its  own  sales  force,  now 
has  40  Caremark  salespeo- 
ple selling  its  services  to  ob- 
stetricians in  all  50  states. 

What's  next  for  Vivigen? 
Applying    genetic    testing 
techniques  to  cancer  diag- 
nosis. This  could  be  a  huge 
market.  Not  only  can  ge- 
netic techniques  be  applied 
to  analyzing  the  chromo- 
somal changes  caused  by 
cancer,  but  thev  can  also  be 
used  to  assess  the  effective- 
ness of  treatments  like  che- 
motherapy. (As  with  prena-. 
tal  testing,  Vivigen  uses  off- 
the-shelf  technology. 
Genetic  tests  for  a  number 
of  cancers  are  now  available 
from       cancer       research 
groups.)  That  means  that 
cancer  patients  may  end  up 
being  tested  as  many  as  five 
times  over  the  course  of  treatment. 
Baxter  expects  to  complete  an  agree- 
ment to  send  all  of  its  genetic  testing 
work  for  cancer  to  Vivigen  by  early 
spring.  ^ 


New  Audi  Takes  Aim  At  Lexus  And  Acura. 


In  order  to  stand  out  in  the  highly  competitive  American  car  market,  Audi  has  invested  millions  of 

dollars  in  redesigning  and  rethinking  every  automobile  in  its  line-up,  starting  with  the  all-new  Audi  100  V-6.  At 

a  base  price  of  only  $29,900f  it's  dear  Audi  is  not  content  to  let  Lexus  and  Acura  comer  the  market.  Indeed, 

Audi  believes  the  new  100  will  break  from  the  pack,  being  the  first  new  automobile  in  its  class  to  offer  German 

engineering  with  Japanese  pricing.  With  front-wheel  drive,  driver's  side  air  bag,  and  ABS  standard  on  every 

Audi  100,  Japanese  car  buyers  may  find  the  new  Audi  too  good  a  value  to  ignore. 

-  KARL  TREUTLER,  DETROIT 

'Manufiacturer's  suggested  retail  price,  excluding  taxes,  licetue,  freight,  dealer  charges  and  options.  Price  subject  to  change.  100  S  shown  with  $470  optional  metallic  paint. 


What  do  you  get  when  you  combine  a  generous  health 
plan,  a  fear  of  drug  testing  and  some  friendly  union 
officers?  One  heck  of  a  business  opportunity. 

Health  care 
loco-motives 


By  James  R-  Norman 

If  you,  like  the  rest  of  us,  are  mystified     of  Way  Employes  and  opposed  union 


about  why  health  care  costs  keep  go- 
ing through  the  roof  in  defiance  of 
gravity,  Warren  Coscia's  resignation 
letter  may  give  you  some  insight.  A 
year  ago,  he  quit  as  executive  vice 
president  of  Philadelphia- based  Ma- 


endorsement  of  Matrix. 

Coscia's  charges  against  his  old 
firm  added  fiiel  to  a  raft:  of  state  and 
federal  investigations  into  possible 
union  corruption  and  health  care 
fi-aud  in  the  overbuilt  and  patient- 


trix  Health  Management  Inc.,  a  small,  hungry  psychiatric  care  industry.  In 
private,  but  apparendy  very  lucrative,  particular,  the  Texas  attorney  general 
mental    health    and    sub- 


stance abuse  referral  busi- 
ness. As  he  left,  he  wrote  a 
scathing  letter  to  his  broth- 
er Jack,  one  of  Matrix's 
controlling  partners.  In  it, 
Warren  lambasted  Matrix 
as  a  "continuing  criminal 
enterprise." 

Matrix,  he  warned,  was 
preying  on  railroad  workers 
and  their  generous  health 
insurance  through  "bribery 
of  union  officials  .  .  .  fee- 
splitting  with  hospitals 
.  .  .  [and]  paying  patients 
to  enter  treatment." 

Matrix  dismisses  Cos- 
cia's letter  as  the  ravings  of  a 
madman.  "None  of  it's 
true,"  insists  brother  Jack. 
Matrix's  lawyer  refused  further  com- 
ment. Warren  won't  talk,  either. 

But  interviews  with  union  leaders, 
rail  managers  and  insurers  confirm 


Matrix  Health  Management's  Philadelphia  office 
Referral  service  or  conduit  for  union  payoffs? 


has  filed  suit  against  Psychiatric  Insti- 
tutes of  America,  a  unit  of  National 
Medical  Enterprises,  alleging  referral 
kickbacks  and  other  abuses.  Until  re- 
many  of  the  points  in  Coscia's  letter,  cendy  Matrix  had  a  referral  deal  with 
including  the  delivery  of  fax  machines  pia's  Sarasota,  Fla.  hospital, 
and  other  gadgets  to  union  officers  Matrix  relies  mainly  on  outside 
and  the  payment  by  Matrix  of  thou-  physicians  and  operates  out  of  a  house 
sands  of  dollars  for  union  mailings  in  Philadelphia.  It  was  founded  by  ex- 
that  could  have  influenced  union  Amtrak  employee  counselor  Louis 
elections.  Among  other  things,  Cos-  Butier  in  the  late  1980s  as  a  "pro- 
cia's  letter  claims  Matrix  helped  de-  labor"  alternative  to  company  sub- 
feat  Geoffrey  Zeh,  who  was  president  stance  abuse  programs.  It  offered  free 
of  the  Brotherhood  of  Maintenance     drug  tests,  with  the  implied  assurance 


that  any  participating  railworker  test- 
ing positive  could  be  hospitalized  as  a 
mental  patient — at  a  cost  several  times 
that  of  drug  treatment — rather  than 
have  drug  use  on  his  record  and  thus 
be  subject  to  random  follow-up  tests. 
Matrix  apparentiy  earns  its  money 
from  referral  fees  from  high-priced 
psychiatric  facilities. 

To  railroad  workers  concerned 
about  job  security,  Matrix  came  along 
at  the  right  time.  Unions  feared  the 
railroads  would  use  drug  tests  as  a 
pretext  to  fire  workers.  This  was  espe- 
cially feared  at  Conrail,  which  has 
canned  500  workers  for  substance 
abuse  since  the  mid-  1980s,  as  it  cut  its 
payroll  by  a  third,  to  25,000. 

So  Conrail  and  Amtrak  units  of  the 
BMWE,  Brotherhood  of  Locomotive 
Engineers  and  Brotherhood  of  Rail- 
road Signalmen  referred  hundreds  of 
workers  to  Matrix,  which  quickly  gar- 
nered the  lion's  share  of  railroad  drug 
referrals.  As  Matrix  channeled  work- 
ers to  Substance  abuse  and  psychiatric 
facilities,  the  railroad  health 
plan  run  by  Travelers  Corp. 
was  hit  for  millions  of  dol- 
lars in  claims — many  of 
which  have  been  disputed. 
Around  1988  Matrix  be- 
gan mass  screening  of  track 
workers  for  emotional 
"stress."  That  could  dou- 
ble the  income  of  laid-ofF 
seasonal  workers  by  adding 
disability  payments  to  their 
unemployment  benefits. 

Altogether,  Matrix 

helped  hospitalize  hun- 
dreds of  railworkers  at  fees 
of  sometimes  more  than 
$1,500  a  day,  of  which  a 
sizable  sum  was  apparentiy 
rebated  to  Matrix.  Travel- 
ers won't  discuss  the  prob- 
lem, citing  a  federal  investigation. 

But  sources  say  Travelers  has  dis- 
puted several  million  dollars  in  claims 
from  just  one  of  many  Matrix-linked 
psychiatric  hospitals:  suburban  Phila- 
delphia's Northwestern  Institute. 
Northwestern  now  says  it  has  ended 
its  affiliation  with  Matrix. 

Luckily,  planned  changes  in  the  rail 
health  plan  could  crack  down  on  such 
abuse.  So  Matrix  may  be  looking  else- 
where for  referrals.  A  prime  target: 
federal  employees  with  rich  health 
plans — and  a  fear  of  drug  tests.      ^ 
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Russell  Fraser  has  transformed  sleepy  Fitch  Investors 
Service  into  a  credit  ratings  burr  under  the  saddles 
of  Standard  &  Poor's  and  Moody's. 


tests. 
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Ratings 
shootout 


By  Toddi  Gutner 

A  VERY  LONG  time  ago,  the  Fitch  Bond 
Book  was  the  bible  for  bond  traders 
and  analysts.  But  the  world  passed  it 
by,  and  three  years  ago  Fitch  Investors 
Service  was  teetering  on  the  brink  of 
bankruptcy,  a  tiny  47-employee  firm 
dwarfed  by  Moody's  and  Standard  & 
Poor's.  "We  had  customers  for  two 
reasons,"  recalls  Russell  Fraser,  now 
chairman  and  chief  executive.  "We 
were  cheap  and  we  rated  too  high." 

Not  anymore.  Fraser,  50,  is  a  for- 
mer credit  analyst  whose  fondness  for 
cowboy  boots  and  other  Western 
garb  is  exceeded  only  by  his  zeal  to 
win.  In  1989  he  paid  $1  million  and 
convinced  a  friend,  financier  Robert 
Van  Kampen,  to  put  up  another  $10 
million  to  buy  the  firm  from  the 
successors  of  Francis  Emory  Fitch. 

Wasting  no  time,  Fraser  cut  all  but 
16  employees,  moved  into  splashy 
new  headquarters  overlooking  New 
York  Harbor  and  raided  S&P  and 
Moody's  for  new  talent — staffing  up 
to  145.  Four  top  S&P  and  Moody's 
analysts  came  over,  adding  clients  like 
BankAmerica,  Primerica  and  the  gov- 
ernments of  Connecticut  and  Massa- 
chusetts to  Fitch's  roster. 

Like  its  larger  competitors.  Fitch 
makes  its  money  by  evaluating  and 
rating  new  debt  issues.  Analysts  first 
grill  the  issuer's  top  executives  on 
company  operations  and  then  study 
financial  documents  to  reach  a  rating. 
Fitch  charges  a  negotiated  flat  annual 
fee  or  1 V2  to  2  basis  points  per  issue  ( 1 
basis  point  is  0.01%  of  yield). 

About  95%  of  Fitch's  revenues 
come  from  rating  fees  paid  by  issuers, 
the  rest  from  publishing  ratings  sum- 
maries and  research  reports. 

As    a    former   client    himself — he 


Fitch  Chairman  Russell  Fraser 
Bucking  the  ratings  game. 


spent  nine  years  at  Citicorp's  Ambac 
Indemnity  unit,  a  municipal  bond 
insurer — Fraser  never  felt  he  was  get- 
ting the  right  kind  of  service  from  the 
bigger  rating  agencies.  He  could  not 
receive  timely  ratings  or  reach  analysts 
to  ask  questions.  So  he  ordered 
Fitch's  switchboard  to  be  staffed  24 
hours  a  day,  put  home  phone  num- 
bers on  all  the  employees'  business 
cards  and  launched  the  publication  of 
research  reports.  Fitch  now  churns 
out  about  60  reports  a  month. 

Going  on  the  road,  Fraser  quizzed 
issuers,  investors  and  investment 
bankers  about  what  they  wanted.  One 
result:  an  electronic  database  that  up- 
dates defaults  and  delinquencies  of 
specific  asset- backed  securities  on  a 


weekly  basis.  Previously,  that  kind  of 
information  was  available  only  in  a 
quarterly  S&P  printed  report.  And 
Fitch  plans  to  roll  out  a  new  rating 
product  later  this  month. 

More  important,  Fraser  toughened 
Fitch's  rating  standards  to  reinforce 
the  perception  that  the  firm  is  behold- 
en to  the  credit  markets,  not  issuers. 
Fitch  was  the  first  rating  agency,  for 
instance,  to  take  Chrysler  Corp.  out  of 
investment  grade  last  year,  moving  it 
to  BB-i-  from  BBB.  s&P  and  Moody's 
followed  suit  one  month  later. 

Fraser  has  also  doubled  the  rating 
fee  his  firm  charges.  Regular  clients, 
for  instance,  pay  between  $75,000 
and  $200,000  for  an  unlimited  num- 
ber of  issues  per  year.  The  more  com- 
plex and  frequent  the  issue,  the  higher 
the  fee.  Even  with  such  increases, 
business  is  booming.  Fitch  broke  even 
in  August,  six  months  ahead  of  sched- 
ule. From  revenues  of  $200,000  a 
month.  Fitch  is  now  pulling  in  about 
$2  million  monthly. 

Van  Kampen  clearly  likes  what  he 
sees.  From  family  trusts,  he's  put  in 
another  $30  million  in  working  capi- 
tal and  now  owns  69%  of  the  firm.  A 
friend  of  Van  Kampen's  and  24  em- 
ployees own  24%.  Eraser's  stake  is  7%. 
Fitch  plans  to  distribute  another  20% 
of  the  shares  to  all  employees  once 
certain  profit  goals  are  met. 

Fitch's  fortunes  have  also  been  en- 
hanced by  a  recent  Securities  &  Ex- 
change Commission  ruling  that  re- 
stricts a  mutual  fund  from  purchasing 
a  company's  commercial  paper  unless 
the  company  has  top  commercial  pa- 
per ratings  from  two  agencies.  (The 
old  rules  specified  only  that  fund 
managers  be  confident  that  securities 
were  "high  quality.")  That  has 
brought  Fitch  15  to  20  new  clients. 

Fitch's  aggressive  moves  have 
spurred  S&P  to  develop  an  electronic 
service  to  update  defaults  and  delin- 
quencies. In  general  Fitch  has  stirred 
things  up  in  the  hitherto  staid  ratings 
industry.  "s&P  and  Moody's  have  be- 
come more  innovative  and  service 
oriented,"  says  Richard  Ciccarone,  a 
bond  analyst  at  Kemper  Securities 
Group.  "They  call  you  back  quicker 
and  get  out  more  in  the  field  to  visit 
clients." 

Fitch  may  still  be  smaller  than  s&P 
and  Moody's,  but,  thanks  to  Russell 
Fraser,  momentum  is  on  its  side.    WM 
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For  five  centuries  Germany's  TInurn  und  Taxis 
empire  has  survived  wars,  revolutions, 
inflation  and  nationalizations.  Its  greatest 
challenge  may  well  be  Princess  Gloria. 

Dumbing  it  away 

By  Richard  C.  Morals 

Bavarlvs  31 -year-old 

Princess  Gloria  von  Thurn 
vind  Taxis  wants  blood.  The 
lively  widow  of  the  eccen- 
tric billionaire  Prince  Jo- 
hannes recendy  filed  crimi- 
nal charges  against  her  for- 
mer top  management, 
alleging  "suspicion  of  sys- 
tematic fraud." 

This  Gothic  soap  opera 
starts  with  the  late  Prince 
Johannes  von  Thurn  und 
Taxis.  His  family  invented 
the  post  office  in  1490  and 
shrewdly  retained  and  ex- 
panded its  fortune  through 
centuries    of    nationaliza- 
tions,     revolutions      and 
world    wars.    In    the    late 
1970s  the  prince  inherited 
some  69,000  acres  of  forest 
in  Germany,  the  largest  individual 
holding  in  Europe.  There  was  the 
Thurn  und  Taxis  bank;  a  bit  of  indus- 
try; a  Brazilian  ranch;  some  commer- 
cial real  estate. 

But  as  with  many  aristocrats,  the 
prince's  liquid  income  was  far  less 
than  his  assets  suggested.  Between 
1978  and  1987,  according  to  docu-      peared  in  pink  punk  hairdos;  danced 


Princess  Gloria  von  Thurn  und  Taxis 

Her  punk  image  is  out;  power  suits  are  in. 


ble  von  Schonburg-Glauchau  family. 
They  married  shortiy  after  at  the 
prince's  castie,  St.  Emmeram.  She  was 
20  and  wore  the  diamond  tiara  of 
Marie  Antoinette.  He  was  54. 

Gloria  produced  a  male  heir  and 
two  daughters  but  kept  up  her  image 
as  "Princess  TNT."  She  often  ap- 


ments  obtained  by  Forbes,  his  world- 
wide holdings  earned,  on  average,  a 
paltry  $5.2  million  a  year.  His  lifestyle 
of  yachts,  casties  and  boar  hunts  de- 
voured between  $6  million  and  $12 
million  a  year. 

Prince  Johannes  had  another  prob- 
lem. He  was  a  well-known  night- 
crawler  who  enjoyed  manly  company. 
But  the  family  inheritance  mandated 


on  nightclub  tables;  barked  like  a  dog 
on  talk  shows. 

"Gloria  and  I  have  similar  roots," 
the  prince  once  told  a  reporter.  "My 
family  traces  its  origins  back  to  Gen- 
ghis Khan,  hers  to  Attila  the  Hun." 

The  1983  birth  of  the  couple's  son. 
Prince  Albert,  presented  his  aging 
father  with  another  problem  requir- 
ing urgent  attention.  No  satisfactory' 


that  he  pass  the  fortune  to  one  male      legal  structure  was  set  up  to  keep  the 


heir.  Prince  Johannes  needed  a  wife. 
In  1980  the  prince  picked  up  a 
bubbly  blonde  at  a  Munich  cafe.  This 
was  Gloria,  a  distant  relative  and  a 
member  of  the  impoverished  but  no- 


estate  going  until  his  son  was  of  age 
and  could  assume  responsibilit>'.  It 
was  time  for  modern  financial  and 
legal  management  at  St.  Emmeram. 
In   1987  Prince  Johannes  tapped 


Helge  Petersen  to  become  his  top 
manager.  Petersen,  46,  was  an  ic>'- 
eyed  graduate  of  Harvard's  business 
school  who  had  been  a  partner  at 
McKinsey  &  Co.  Joining  Petersen 
were  financial  men  Eberhard  Grain, 
recruited  from  chemical  giant 
Hoechst,  and  Rolf  Levedag,  formerly 
of  the  Deutsche  Bank  and  Swiss  Bank 
Corp.  in  Germany.  Baron  Franz  Frei- 
herr  Riederer  von  Paar,  a  forester  who 
had  loyally  served  the  prince,  became 
Petersen's  number  two  man.  An  in- 
house  lawyer,  Manfred 
Heiler,  became  head  of  real 
estate  and  farming. 

Petersen  recalls  the  fi- 
nancial mess  he  found  on 
looking  into  the  prince's  af- 
fairs: "There  was  an  acute 
crisis  and  we  had  to  stop  the 
bleeding.  It  was  like  a  plane 
nose-diving.  Before  you 
could  figure  out  the  nice- 
ties of  strateg)',  you  had  to 
pull  the  lever  back." 

It  was  the  Thurn  und 
Taxis   bank  (assets,   S630 
million)  and  a  galvanized 
metals  manufacturer,  Do- 
duco    Group,    that    were 
hemorrhaging.       Petersen 
took  control  of  Doduco, 
closed    plants    and    intro- 
duced profit  centers  to  turn 
it  around.  To  prop  up  the 
bank,  Petersen  decided  to  buy  a  stake 
in  the  Philadelpia- based  retail  broker 
Butcher    &    Co.    for    $18    million. 
Butcher,  it  was  reasoned,  would  scout 
for  U.S.  deals  and  would  bring  in  new 
clients. 

To  tackle  the  issue  of  higher  re- 
turns, Petersen  and  team  first  needed 
some  decent  financial  information. 
"It  w  as  like  the  Middle  Ages  when  we 
arrived,"  says  Eberhard  Grain.  "The 
prince  never  knew  how  much  he  was 
worth.  He  thought  he  had  about  S3 
billion.  When  we  evaluated  it  there 
was  just  $1.3  billion  in  corporate  as- 
sets. The  prince  was \er\'  disappointed 
we  came  up  with  such  a  low  figure." 
With  help  from  .\rthur  .\ndersen. 
Grain  installed  an  accounting  system 
that  produced  a  monthly  report.  The 
data  confirmed  the  managers'  suspi- 
cions that  there  was  less  to  Prince 
Johannes'  net  worth  than  met  his  eye. 
The  managers  found,  for  example, 
that  the  forestr\-  di\  ision,  30%  of  the 
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prince's  total  assets,  earned 
at  best  a  1 .4%  return  when 
assets  were  assigned  fair 
market  values  rather  than 
historic  book  values  dating 
from  1915. 

Petersen  and  co.  began 
searching  for  higher  re- 
turns. Between  1987  and 
1989  they  sold  off  some 
$145  million  worth  of 
Thurn  und  Taxis  forests 
and  farmland.  Over  the 
same  period  debt  doubled 
to  $301  million.  Where  did 
the  money  go?  About  80% 
was  reinvested  in  commer- 
cial real  estate  in  Germany, 
the  U.S.  and  Canada. 

No  major  decision  was 
made  without  the  prince's 
express  approval.  Whether 
on  his  yacht  or  in  a  New 
York  hotel  suite,  the  prince 
was  faxed  the  minutes  of 
every  management  meet- 
ing. "He  would  sign  off,"  says  Peter- 
sen, "and  send  them  back." 

By  the  end  of  the  1980s  the  losses 
had  stopped  and,  according  to  the  in- 
house  financial  reports,  profits  of  $7.5 
million  and  $6.4  million  were  report- 
ed in  1988  and  1989  respectively — 
modest  but  better  than  what  had  been 
earned  previously.  But 
trouble  was  brewing. 

At  the  end  of  1989  Peter- 
sen's other  assignment — 
organizing  a  structure  that 
would  keep  the  empire 
growing  until  young  Prince 
Albert  could  take  control — 
came  to  a  head.  Petersen 
proposed  a  family  trust.  A 
supervisory  board  would 
oversee  Petersen  and  his 
management;  executives' 
contracts  could  be  termi- 
nated by  the  board;  Prince 
Albert  could  dissolve  every- 
thing when  he  was  of  age. 

In  November  1989  there 
was  a  meeting  on  the  draft: 
of  the  trust.  Prince  Johan- 
nes, say  sources,  openly 
wondered  whether  it  was 
necessary  for  his  wife.  Prin- 
cess Gloria,  to  have  a  seat 
on  the  supervisory  board. 
The  meeting  was  then 
adjourned. 


Top  manager  Helge  Petersen,  now  at  Wasserstein  Perella 
"It  was  like  a  plane  nosediving." 


If  her  husband's  musings  upset  the 
princess,  she  kept  quiet.  "She  was 
used  to  taking  insults  from  him,"  says 
a  Mdtness.  Guests  at  St.  Emmefam 
recall  the  prince's  humiliating  treat- 
ment of  his  wife.  If  she  ventured  an 
opinion  on  a  serious  subject.  Prince 
Joharmes  dismissed  her  with  an  aris- 


Eberhard 
"Prince 


Cram  installed  the  reporting  system 

Johannes  never  knew  how  much  he  was  worth. 


tocratic  flick  of  his  hand. 
Nor  did  Johannes  want 
Gloria  in  any  way  involved 
with  his  business,  claim  the 
executives. 

As  1989  drew  to  a  close, 
Eberhard  Grain  sent  out  a 
120-page  1990  budget.  An 
acquisition  of  a  sawmill 
in  November",  however, 
prompted  him  to  recall  the 
1990  budget  so  he  could 
include  the  recent  acquisi- 
tion. Only  Princess  Gloria 
was  unable  to  return  the 
first  draft,  claiming  she  had 
lost  the  key  to  her  safe. 

A  bomb  went  off.  Early 
in  1990  a  German  business 
publication  printed  the  in- 
timate   details   of  Grain's 
early,  unrevised  1990  bud- 
get. "Mismanagement  and 
intrigues,"   screeched   the 
publication.     The     article 
painted  Helge  Petersen  as  a 
power-hungry  executive  who  wanted 
to  seize  control  after  the  prince's 
death.  Much  was  made  of  the  in- 
creased debt.  The  article  left  no  doubt 
that  Prince  Johannes  had  been  duped 
by  Petersen. 

The  article  shocked  the  prince. 
Within  weeks,  he  turned  on  the  man- 
agers he  had  been  backing. 
He  became  suspicious, 
stopped  deals  in  their 
tracks,  reftised  to  consum- 
mate Petersen's  proposed 
family  trust.  Suddenly  re- 
versing years  of  behavior, 
he  turned  over  much  of  his 
decision  making  to  his  wife. 
Within  six  months  Peter- 
sen and  Grain  were  bought 
out  of  their  contracts.  Leve- 
dag  reftised  a  low- ball  offer 
and  was  fired.  Baron  Rie- 
derer  retired  a  few  months 
later.  Only  Heiler,  the  law- 
yer, managed  to  stay  in  the 
family's  good  graces — for  a 
while. 

And  then,  in  December 
1990,  Prince  Johannes  died 
after  a  second  heart  trans- 
plant, years  of  alcohol 
abuse  finally  taking  its  toll. 
A  year  after  she  had  al- 
most been  frozen  out  of  all 
decision  making.  Princess 
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Thum  und  Taxis 


Gloria  was  in  control  of  the 
$1.3  billion  empire.  She  is 
being  advised  by  a  revolv- 
ing door  of  accountants, 
consultants  and  lawyers, 
each  of  whom  takes  out  a 
chunk  of  the  estate  in  fees. 
But  her  control  is  not  com- 
plete: Without  a  family 
trust,  she  is  now  required  to 
have  all  major  financial  de- 
cisions approved  by  an  or- 
phan's court. 

In  short,  in  its  502nd 
year,  the  Thum  und  Taxis 
fortune  finds  itself  mired  in 
a  legal  and  financial  mess. 
"It  could  only  have  hap- 
pened because  the  Prince 
was  much  sicker  than  we 
realized  and  therefore  easily 
influenced  by  his  wife," 
says  Baron  Riederer.  Says 
Petersen,  who  now  runs 
Wasserstein  Perella  &  Co.'s 
Frankfijrt  office:  "I  think 


The  forester  Franz  Freiherr  Riederer  von  Paar 

"The  prince  was  much  sicker  than  we  realized." 


served  as  her  mouthpiece. 
The      publications      were  | 
forced  to  print  lengthy  re- 
buttals written  by  the  man- 
agers.    The     courts     also| 
slapped  a  muzzle  on  Prin- 
cess Gloria,  threatening  to| 
fine  her  $315,000  if  she 
repeats        unsubstantiated 
gossip.  The  managers  are 
also  suing  her  for  defama- 
tion of  character.  Levedag 
is    suing    the    estate    for 
wrongful  dismissal. 

Gloria  retaliated  by  filing 
criminal  charges  against 
the  principal  managers  in 
October.  A  decision  on 
whether  the  charges  war- 
rant a  trial  should  be  made 
imminentiy. 

Who  were  the  maga 
zine's  unnamed  "accoun- 
tants" that  had  charged  Pe- 
tersen and  CO.  with  fi-aud.' 
In  court  it  was  disclosed 
that  these  accusations  came  fi-om  the 


his  [Johannes']  paranoia  at  the  end  Andersen  &  Co.  produced  a  detailed 

came  from  his  ill  health.  He  was  losing  opinion  to  the  prince  giving  his  infor-  unpublished  notes  of  one  Dr.  Salz- 

control  and  he  fell  back  on  ingrained  mation  system  high  marks.  mann.  Who  he?  Salzmann  was  prexi- 

aristocratic  instincts:  All  these  hour-  Enough  was  enough.  LastSeptem-  ously  the  outside  accountant  for  the 


geois  people  take  advantage  of  us."         ber,  afi:er  18  months  of  silence,  Peter- 
With  her  husband  dead.  Princess     sen  and  the  other  former  managers  hit 

Gloria  decided  to  escalate  the  dispute      back  with  a  flurry  of  lawsuits  against 

with  his  former  managers — they  had,     Gloria  and  against  publications  that 

aft:er  all,  made  some  bum 

investments.     Butcher     & 

Co.  turned  out  to  be  a  cost- 
ly mistake;  investments  in 

U.S.  commercial  real  estate 

in  the  late  1980s  don't  look 

so  smart  today. 

In  hindsight  these  were 

poor  investment  decisions, 

but    in    Princess    Gloria's 

mind  they  were  evidence 

that  the  managers  had  been 

crooks.  Last  September  the 

same  publication  that  had 

mysteriously  obtained  and 

published  the  Thum  und 

Taxis  budget  reported  that 

unnamed      "accountants" 

had  discovered  that  Peter- 
sen and  team  had  used  their 

financial  reporting  system 

to     "systematically"     and 

fraudulentiy       manipulate 

Prince  Johannes'  accounts 

to  pay  themselves  big  bo- 
nuses. This  despite  the  fact 

thatonOct.  5, 1990  Arthur 
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Banker  Rolf  Levedag 

"it's  a  ni^tmare,"  he  says  of  the  fi^t  with  the  princess. 


Thum  und  Taxis  bank  but  had  been 
fired  by  the  bank's  super\isor\' 
board — Prince  Johannes,  Petersen 
and  team — which  claimed  that  Salz- 
mann had  failed  to  properly 
identify  tens  of  millions  of 
dollars  in  bad  loans. 

Poor  littie  Gloria.  Long 
the  German  press'  darling, 
she  has  lately  become  its 
favorite  goat.  The  respect- 
ed Wirtschafts  Woche  re- 
centiy  implied  that  her  true 
objecti\e  is  a  reallocation  of 
assets  ft'om  the  family  for- 
tune, which  her  son  inher- 
its, to  the  late  prince's  mod- 
est personal  fortune,  of 
which  she  has  a  share. 

All  in  all,  a  Gothic  trage- 
dy. The  once  magic  Thurn 
und  Taxis  name  continues 
its  downward  spiral.  "A 
large  fortune,"  the  late 
Prince  Johannes  once  said, 
"you  can't  drink  away, 
whore  away  or  eat  a>\'ay. 
You  can  only  dumb  it 
away."  His  young  widow 
seems  to  be  w  ell  on  the  road 
to  dumbing  it  away.       ■§ 
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The  Company  That  SetThe  Standards  For 
Midsize  Jets  Just  Raised  Them.  ^ain. 


At  Cessna,  we've  never  been 
content  to  leave  well  enough  alone. 

We're  constantly  looking  for  ways 
to  refine  our  airaaft.  To  boost  overall 
performance.  To  extend  reliability.  Or 
to  enhance  the  safety  of  operation. 

But  product  improvement  is  a  tall 
order  when  the  product  is  as  remark- 
able as  the  Citation  III. 

When  it  was  introduced,  the 
Citation  III  set  entirely  new  standards 
for  midsize  business  jets.  In  aerodynamic 
design.  In  performance.  In  efficiency.  In 
comfort.  And  in  worldwide  acceptance. 

So  far,  more  than  200  Citation  Ills 
have  been  sold.  Logging  over  200  mil- 
lion miles  of  flying,  in  every  conceivable 


kind  of  service  throughout  the  world. 

But  Cessna  has  found  a  way  to 
make  the  best  even  better.  And  it's  the 
Citation  VII. 

Equipped  with  Garrett  TFE731-4 
engines  developed  specifically  for  this 
airframe,  the  VII  is  even  more  powerful 
than  the  III.  It  cruises  at  550  mph.  And 
climbs  direct  to  43,000  feet. 

That  added  power  also  allows  the 
VII  to  take  off'fi-om  high  altitudes 
on  hot  days  with  excellent  payload/ 
range  capabilities. 

The  Citation  VII  earns  high  marks 
in  reliability,  too.  Powerplant  inspection 
intervals  are  extended  by  50  percent, 
compared  to  earlier  midsize  Citations. 


Finally  the  new  Citation  VII  is 
loaded  with  features  normally  found 
only  on  jets  costing  millions  more.  Like 
the  electrically  heated  windshield.  The 
digital  avionics  package.  The  externally 
serviceable  lavatory  option.  And  the 
superbly  appointed  executive  cabin 
with  its  stand-up  aisle. 

For  more  information  on  today's 
most  outstanding  midsize  jet,  write  to 
Roy  H.  Norris,  Sr.  Vice  President  of 
Marketing,  Cessna  Aircraft  Company 
P.O.  Box  7706,  Wichita,  KS  67277. 
Or  call  1-800-4-CESSNA.       ^^ 

CitationVn  ^ 
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Most  likely  your  days  are  filled 
with  ringing  telephones, 
mounting  pressures  and  im- 
pending deadlines.  All  of  which  make 
your  commute  that  much  more  crucial 
to  your  peace  of  mind. 

Accordingly,  the  cabin  of  the  LS400 
was  designed  to  serve  as  your  sanctuary. 
Step  inside.  The  door  seals  shut  with 
a  solid  hush.  The  steering  column  auto- 
matically lowers  itself  into  your  hands. 


You  reach  for  the  ignition.       you  lies  a  250-hp.  V8  engine,  powerf^ 


Under  the       yet  ef6cient.  Vi'itli  the  tANist  of  your  ^^Ti 
hood  before       it  springs  to  life.  At  least  you  think 
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audio  systems,  including  the  optional 
Lexus/Nakamichi  Premium  Sound  Sys- 
tem with  Compact  Disc  auto-changer. 

But  why  imagine  all  this?  You  have 
to  drive  the  LS400  to  appreciate  every- 
thing that  makes  it  several  quantum 
leaps  above  what's  normally  considered 
a  luxury  car.  And  in  any  case,  now  that 
you've  gotten  so  far  ahead  in  life,  it's 
time  to  get  behind. 

The  wheel,  that  is. 


® 


^'s;  the  cabin  is  so  library-  quiet,  you       finger,  you  can  summon  all  the  sound 
|k  e  to  listen  carefully  to  be  sure.  you  want  from  seven  speakers.  Each 

l|  Of  course,  with  the  touch  of  your      LS  400  comes  with  either  of  two  superb      The  Relentless  Pursuit  Of  Perfection. 


1 7990  Lexus.  A  Division  Of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seat  belts  and  obey  all  speed  lam.  For  more  information,  call  800-872-5398  (800-USA-LEXUS). 
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A  picture  so  real  it  could  fool 
the  Audubon  Society. 
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STARTING  YOUR  OWN  BUSINESS 


At  65  Sam  Farber  came  out  of  retirement  to  start 
a  new  business.  It  is  off  to  a  great  start. 

'^I  need  to  be 
making  and 
selling  things" 


By  Christopher  Palmeri 

Sam  Farber  retired  from  the  house- 
wares business  in  July  1988.  Six  years 
earlier  he  had  sold  Copco,  Inc.,  a 
maker  of  sleek-looking  steel  and  enam- 
el cookware,  for  $1.3  million.  After  39 
years  of  flogging  pots  and  pans,  he 
decided  he  had  had  enough.  It  was  time 
to  enjoy  a  house  he  rented  in  the  South 
of  France  and  pursue  his  first  love: 
writing  about  and  collecting  art. 

The  reality  didn't  live  up  to  the 
dream.  "The  art  didn't  take  up  as 
much  of  my  time  as  I  had  hoped,"  he 
says.  "And  I  missed  the  social  contact 
of  work."  Within  months  of  retire- 
ment Farber  was  cooking  up  another 
business  idea.  "I  need  to  be  making 
and  selling  things,"  he  decided. 

He  hit  on  the  idea  of  making  user- 
friendly  kitchen  gadgets  designed 
with  the  elderly  and  the  handicapped 


in  mind.  Inspiration  came  from  the 
troubles  his  arthritic  wife,  Betsy,  was 
having  with  gadgets  in  their  kitchen. 
"Every  kitchen  tool  I  felt  was  uncom- 
fortable," says  Farber.  "I  figured  I 
could  make  a  better  mousetrap." 

So  he  paid  a  visit  to  Smart  Design, 
Inc.  of  New  York  City,  a  firm  he'd 
worked  with  before.  He  convinced 
Smart  Design  President  Davin 
Stowell  to  begin  work  on  an  attrac- 
tive, easy-to-grip  gadget  handle.  He 
persuaded  Stowell  to  waive  his  usual 
design  fees,  which  can  run  into  the 
hundreds  of  thousands  of  dollars,  in 
exchange  for  a  3%  royalty  and  a  small 
advance.  "That  reduced  our  upfront 
costs  and  made  them  part  of  our 
team,"  Farber  says.  Oxo  Internation- 
al was  born. 

New  concept  in  hand,  Farber  flew 


0x0  International's 
father-and-son  team, 
Sam  and  John 
Farber 

When  the  key 
element  of  your 
product  is  design, 
it  helps  to  make 
your  designers 
partners. 
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to  Asia  to  check  out  manufacturers  for 
his  new  gadgets.  He  eventually  placed 
orders  for  a  few  hundred  thousand 
units  at  firms  in  Japan,  Hong  Kong 
and  Taiwan.  Back  home  again  in  New 
York  City,  Farber  began  lining  up 
investors.  Relying  on  his  contacts, 
Farber  rounded  up  an  advertising 
man,  a  lawyer,  a  warehouse  owner  and 
a  Swiss -based  importel",  in  addition  to 
his  son  John,  who  left  his  job  as  an 
investment  banker  at  Prudential - 
Bache  to  join  Oxo.  The  group  put  up 
$1  million  for  tooling  up  the  manu- 
facturer's plants  and  for  inventory. 

Oxo's  Good  Grips  line  debuted  at  a 
gourmet  show  in  San  Francisco  in 
April  1990,  where  Farber  wrote 
$750,000  worth  of  orders.  With  only 
six  employees,  Farber  uses  indepen- 
dent sales  reps  to  sell  and  distribute  his 
60  products.  Those  reps  sell  to  all  kinds 
of  oudets,  from  Bloomingdale's  to  the 
Lechters  housewares  chain  to  the  up- 
market Chef's  Catalog. 

Farber's  gadgets  aren't  cheap.  A 
vegetable  peeler  retails  for  $7,  versus 
$2  for  your  run-of-the-mill  device. 
Oxo's  scissors,  which  look  something 
like  hedge  shears,  sell  for  $17.  But  the 
gadgets  are  a  lot  easier  on  your  hands. 

In  its  first  fiiU  fiscal  year,  ended  last 
September,  New  York- based  Oxo 
sold  $3.4  million  (wholesale)  of  its 
garlic  presses,  potato  peelers  and  piz- 
za cutters.  Farber  says  the  startup 
squeezed  out  a  six-figure  profit. 

A  year  ago  executives  of  Dayton 
Hudson's  Target  Stores  asked  Farber 
to  start  a  lower-priced  line  that  he 
called  Prima.  That  is  now  about  10% 
of  sales  and  growing  fast.  Farber  now 
gets  several  calls  a  week  with  proposals 
to  put  his  handles  on  everything  from 
hammers  to  hairbrushes. 

In  a  way,  it's  not  surprising  that 
Farber  couldn't  get  housewares  out  of 
his  system.  His  Russian  immigrant 
uncle,  Simon  Farber,  founded  Far- 
berware,  famed  for  its  aluminum -bot- 
tom cookware,  in  1900.  His  father, 
Louis,  owned  Sheflfield  Silver,  a  maker 
of  silver  trays  and  servers,  where 
Farber  worked  for  1 1  years  after  get- 
ting an  economics  degree  from  Har- 
vard in  1948.  In  1960  Farber  founded 
Copco  with  a  borrowed  $25,000. 

So  no  more  thought  of  retirement. 
"Sooner  or  later  the  Lord  will  retire 
me,"  he  says,  "but  I'm  far  too  excited 
about  what  I'm  doing  now."         Hi 
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At  once  the  most  leveraged  of  the  major  oil  companies  and 
one  of  the  least  profitable,  British  Petroleum  poses 
some  real  challenges  to  its  contrarian  boss,  Robert  Norton. 

Eager  lions  and 
reluctant  lions 


By  Toni  Mack 

After  TWO  YEARS  in  the  U.S.,  Robert 
Horton  got  quite  a  shock  when  he 
returned  to  his  native  Britain  in  1988. 
"It  was  like  swimming  in  treacle,"  he 
recalls.  "I  would  send  out  an  inquir^^ 
and  wouldn't  get  an  answer.  I  spent 
my  time  at  endless  committee  meet- 
ings. I'd  swapped  a  culture  of  instant 
action  for  one  of  endless  debate.  I  was 
deeply  unhappy." 

Called  back  to  London  from  Cleve- 
land, whence  he  had  run  the  U.S. 
subsidiary,  to  become  a  managing 
director  of  giant  British  Petroleum, 
Horton  lost  little  time  in  making  his 
unhappiness  felt. 

There  was  much  for  Horton  to  be 
unhappy  about,  bp  so  lagged  the  com- 
petition. At  $56  billion  in  assets,  it  is 
the  world's  third-largest  publicly 
traded  oil  company  after  the  Royal 
Dutch/Shell  Group  and  Exxon.  But 
its  total  return  to  shareholders  over 
the  last  decade  was  half  Royal  Dutch/ 
Shell's.  Its  average  return  on  capital 
was  half  Exxon's.  Efficiency.''  bp  em- 
ploys 118,050  people,  and  its  profits 
per  employee  are  less  than  half  Ex- 
xon's or  Shell's. 

Long  before  taking  the  top  spot, 
Horton  had  analyzed  bp's  situation. 
He  knew  that  its  problems  stemmed 
neither  from  lack  of  money  nor  from 
lack  of  oil.  They  were  people  prob- 
lems— not  necessarily  the  wrong  peo- 
ple, but  the  wrong  atmosphere  for 
people.  In  many  ways  this  is  the  hard- 
est problem  to  fix. 

The  man  who  is  shaking  up  this 
old-line  company  is  an  engineer  by 
training.  When  he  entered  the  Uni- 
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versity  of  St.  Andrews  in  1957,  not 
long  after  the  end  of  World  War  II, 
business  careers  were  still  an  unusual 
choice  for  people  of  Horton's  back- 
ground. It  was  still  a  Britain  rather 
contemptuous  of  commerce,  saving 
prestige  for  careers  like  law,  medicine 
or  diplomacy.  But  Horton  greatiy 
admired  his  grandfather,  J.L.  Baines, 
a  leader  in  Britain's  timber-importing 
industry.  Recalls  Horton:  "He  was  a 
man  of  tremendous  intellect  and  re- 
markable commercial  flair."  Horton 
took  a  degree  in  mechanical  engineer- 
ing and  joined  bp  in  1960.  He  later 
earned  a  master's  degree  in  manage- 
ment at  MIT. 

Perhaps  taking  a  cue  from  his  entre- 
preneurial ancestor,  Horton  refiised 
from  the  first  to  fall  into  the  bureau- 
cratic mold  that  prevailed  at  bp.  "I've 
always  worked  with  a  littie  personal 
myth  that  somehow  I'm  indepen- 
dentiy  wealthy,  and  I  don't  need  to 
work  for  bp,"  says  Horton. 

As  head  of  bp's  tanker  operations, 
for  instance,  he  stunned  the  division 
in  1976  by  winning  permission  from 
senior  management  to  sell  more  than 
half  the  fleet.  What.^  An  executive 
reducing  his  own  empire?  Voluntarily 
surrendering  turfi"  But  Horton  was 
afraid  neither  to  shake  up  his  subordi- 
nates nor  to  persuade  his  bosses  to  do 
the  unthinkable.  Remembering  the 
attendant  turmoil,  Horton  chuckles. 
"If  I'd  been  fired,  God  knows  what  I 
would  have  done.  But  my  myth  of 
wealth  was  my  way  of  making  m\'sclf 
intellectually  honest." 

When  he  was  sent  to  Cleveland  in 


BP  Chairman 
Robert  Horton 
"What  I  have  to 
do  now  is  get 
that  cost  base 
down,  down,  down, 
and  profits 
up,  up,  up." 


1986  to  run  bp's  U.S.  operations,  he 
applied  similar  cold  logic  to  a  messy 
situation.  BP  had  purchased  55%  of 
the  old  Standard  Oil  Co.  of  Oliio, 
which  was,  to  put  it  mildh',  a  mess.  It 
was  a  touchy  job.  Here  was  Horton,  a 
foreigner,  coming  to  a  fiercely  proud 
midwestern  cit\-,  throwing  hundreds 
of  people  out  of  jobs  and  disrupting 
tradition. 

Yet  Horton  succeeded  in  making 
himself  liked  and  respected  locally. 
Citing  his  work  in  education  and  oth- 
er civic  artairs,  Cleveland's  Plaifi 
Df«/tv  hailed  him  as  "a  model  of  how 
talented  and  energetic  corporate  lead- 
ership can  benefit  a  cit)."  Quite  clear- 
Iv,  here  was  a  man  with  diplomatic 
skills  as  well  as  managerial  ones.  By 
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mid- 1987,  Horton  had  doubled 
Standard's  operating  profit,  convinc- 
ing BP's  board  to  spend  nearly  $8 
billion  for  the  remaining  45%. 

When  Peter  Walters  was  ready  to 
retire  in  1990,  Horton  was  the  logical 
choice  to  succeed  him.  Walters  had 
done  the  dirty  part  of  the  job.  But  bp 
now  needed  someone  to  bring  some 
esprit  to  the  company  and  to  build  on 
what  Walters  had  wrought,  bp  at  one 
point  had  been  in  12  lines  of  busi- 
ness— everything  from  coal  and  min- 
erals to  computers  and  even  cellular 
phones.  Walters  cut  and  sold  almost 
$7  billion  of  assets,  tighdy  focusing  bp 
on  four  areas:  exploration,  refining 
and  marketing,  chemicals  and  animal 
feed.  At  the  same  time,  he  spent  $16 


billion  on  major  acquisitions.  His  ma- 
jor purchases  were  the  remaining  45% 
of  Standard,  independent  explorer 
Britoil,  and  just  over  half  of  the  22% 
stake  in  BP  that  Kuwait  had  snapped 
up  afiier  the  1987  market  crash.  "Pe- 
ter did  the  structural  stuff,"  says  Hor- 
ton. "What  I  have  to  do  now  is  get 
that  cost  base  down,  down,  down, 
and  profits  up,  up,  up." 

That  requires  changing  deeply  in- 
grained habits  at  a  company  that  had 
once  been  an  appendage  of  the  British 
government. 

Says  Horton:  "I  am  determined  to 
make  this  organization  a  damned 
sight  quicker  and  smarter  than  the 
opposition.  And  you  do  that  by  re- 
leasing the  ingenuity  of  your  people." 


Almost  Horton's  first  move  was  to 
assemble  a  team  of  seven  bright, 
young  middle  managers.  He  set 
about  exposing  them  to  outside  ideas, 
sending  them  to  talk  with  people  like 
management  philosopher  Peter 
Drucker  and  top-notch  chief  execu- 
tives like  Jack  Welch  of  GE  and  John 
Akers  of  IBM.  When  they  returned  to 
London,  Horton  sat  down  with  his 
chosen  seven  and  wrote  out  a  pro- 
spectus for  a  new  bp. 

The  new  structure  would  eliminate 
80  of  86  corporate  committees.  It 
would  push  spending  authority  down 
into  the  organization.  BP's  headquar- 
ters staff  was  sharply  reduced,  from 
2,400  to  1,400,  with  some  of  its 
former  functions,  like  information 
systems  and  health  and  safety  compli- 
ance, moved  out  to  the  operating 
businesses.  Says  Horton:  "I'm  con- 
vinced that  participative  management 
actually  works."  Russell  Seal,  who 
runs  BP's  refining  and  marketing  op- 
erations, adds:  "What  this  is  all  about 
is  the  simple  belief  that  our  people 
know  more  about  their  jobs  than  their 
boss  and  their  boss'  boss." 

To  encourage  an  upward  flow  of 
ideas  from  people  accustomed  to  a 
hierarchical  organization,  Horton 
ruled  that  nearly  all  employees  had  to 
attend  two-  and  three -day  workshops 
to  discuss  change,  clarify  their  goals 
and  identify  problems.  Says  Kate 
Owen,  the  bp  staffer  who  has  been 
overseeing  this  process:  "The  chal- 
lenge is  to  show  people  it's  not  just 
the  flavor  of  the  month,  that  it's  real 
change." 

At  least  some  staffers  are  respond- 
ing. Says  Allen  Lewis,  an  information 
technology  manager  at  bp  headquar- 
ters: "Suddenly  we  don't  have  to  go 
to  a  committee  for  permission  to  do 
something.  We  decide  ourselves.  1, 
like  most  people  at  the  corporate  cen- 
ter, feel  freed  up."  Adds  Ellen  Lam- 
parter,  an  American  in  bp's  lubricants 
unit:  "Instead  of  waiting  for  someone 
else  to  form  policy,  people  are  getting 
together  a  working  group  to  devise  a 
policy — for  instance,  on  working  at 
home." 

Nigel  Gibbs,  who  works  in  bp's 
research  arm,  sees  the  changes  in 
these  terms:  "It's  as  though  there 
were  a  lot  of  lions  in  a  cage,  and  Bob 
Horton  comes  along  and  opens  the 
door.  Some  lions  sit  back  in  the  corner 
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and  say,  'This  has  worked  for  20  years. 
I  don't  see  why  it  won't  work  now.'  " 

The  problem  of  the  reluctant  lions, 
the  ones  who  resist  change,  is  not,  of 
course,  unique  to  bp.  It  exists  every- 
where. People  worry  that  the  freedom 
to  make  mistakes  exposes  them  to 
getting  the  blame  and  getting  fired 
for  making  mistakes.  "Scan^  for  them, 
scary  for  me,"  says  Horton.  "If  peo- 
ple make  mistakes,  you  have  got  to 
say,  as  Mr.  [Thomas]  Watson  said 
many  years  ago  at  IBM,  'That's  an 
expensive  bit  of  management  training 
you've  just  had,  but  it's  cheap  if  you 
profit  by  it.'  " 

Learning  from  mistakes  can  be 
costly,  but  without  it  a  business  will 
stagnate.  This  is  especially  true  in  the 
exploration  side  of  the  oil  business,  bp 
once  had  few  peers  as  an  oil-finder — 5 
billion  barrels  per  year  from  1950  to 
1970.  That  changed  when  national- 
ization in  Kuwait,  Iran  and  Nigeria 
robbed  bp  of  75%  of  its  production. 
"We  lost  heart,"  says  John  Browne, 
who  runs  bp's  exploration  unit.  In  a 
recent  study,  analyst  Michael  Mayer 
of  Wertheim  Schroder  ranked  ten  big 
oil  companies  on  the  basis  of  eight 
measures  of  exploration  performance. 
bp  ranked  dead  last.  With  production 
beginning  to  fall  at  Prudhoe  Bay  and 
the  North  Sea's  Forties  field,  which 
together  account  for  more  than  half 
bp's  oil  output,  finding  new  oil  has 
become  a  pressing  need. 

So  with  Horton's  encouragement, 
Browne  devised  a  new  strategy  that 


couldn't  possibly  have  been  imple- 
mented by  a  hidebound,  risk-averse 
staff":  searching  for  hydrocarbons  in 
the  more  remote,  less  explored  areas 
of  the  globe.  Since  Horton's  team 
took  over,  bp  explorationists  have 
made  two  discoveries  that  smack  of 
the  old  BP.  One  is  in  the  foothills  of 
the  Andes  in  Colombia,  the  other 
beneath  3,100  feet  of  water  in  the 
Gulf  of  Mexico.  Before  Horton,  bp's 
command-and-control  management 
stifled  this  sort  of  risk-taking. 

Analysts  guess  that  BP  will  ultimate- 
ly reap  about  a  billion  barrels  from 
these  finds.  Add  400  million  barrels 
from  six  North  Sea  discoveries,  and 
that's  somewhere  around  $5  billion 
worth  of  new  reserves. 

Browne's  people  are  finding  new 
worth  in  old  discoveries,  too.  Told 
that  output  at  the  North  Sea's  Clyde 
field  would  turn  uneconomic  in  three 
years'  time,  its  staff  cut  costs  and 
extended  its  life  by  at  least  two  years. 
Another  team  found  the  problem  that 
was  causing  pipe  to  get  stuck  during 
well  drilling.  Estimated  saxings:  as 
much  as  S20  million  a  year.  All  told, 
Browne  figures  that  his  staff  has  added 
20  cents  to  bp's  approximately  $3.50- 
a- barrel  profit  and  aims  to  add  30 
cents  more. 

Horton's  work  is  by  no  means 
done.  Having  taced  heaxy  spending 
to  modernize  19,000  bp  serN-ice  sta- 
tions and  spent  $768  million  to  ex- 
pand into  Spain,  he  must  now  pro- 
duce another  $800  million  a  vear  for 


the  next  few  years  to  equip  BP's  refin- 
eries to  meet  new  emironmental 
rules,  make  more  transport  ftiels  and 
add  capacit\^  Exxon  and  Shell  are  way 
ahead  of  bp  here. 

Chemicals?  "Although  chemists 
are  doubtiess  prett)'  intelligent,  they 
don't  have  much  common  sense," 
complains  Horton.  "They  have  this 
sort  of  rush  of  blood  to  the  head,  and 
they  overbuild."  At  a  time  when 
prices  and  demand  are  weak,  bp 
Chemicals  is  opening  42%  more  eth- 
ylene capacit}'.  bp  Chemicals  was  S38 
million  in  the  red  in  I991's  third 
quarter.  Litde  relief  is  in  sight. 

Littie  wonder  Horton  is  exasperat- 
ed with  the  people  who  poured  mon- 
ey into  chemicals  expansion  at  the 
wrong  time.  With  an  already  high 
debt  level,  bp  will  need  ever\'  penny  it 
can  generate  internally  to  finance  the 
needed  capital  outiays.  Cash  flow  is  a 
healthy  S8  billion  a  year,  but  to  help 
fiind  capital  spending  of  some  57 
billion  this  year,  plus  SI. 8  billion  in 
dividends,  Horton  faces  a  gap  of  near- 
ly $1  billion  annually  between  cash 
income  and  cash  outgo  over  the  next 
few  years. 

Horton  says  he  doesn't  wony 
about  the  debt  level:  43%  of  capital, 
versus  Shell's  17%.  "I  could  never  get 
my  grandtather  to  understand  lever- 
age," he  says,  smiling.  "He  had  a 
fiendish  belief  in  having  no  debt  on 
the  balance  sheet."  But  the  grandfa- 
ther started  in  business  before  corpo- 
rate income  taxes  came  alon«  to  subsi- 
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dize  interest  payments,  which  are  de- 
ductible from  taxable  income. 

But  rather  than  increase  the  debt 
ratio,  Horton  says  he  will  finance  his 
budget  gap  by  selling  assets.  He  re- 
gards selling  assets  as  a  useful  disci- 
pline as  well  as  a  ready  source  of  cash. 
"Everyone  makes  mistakes,"  he  says. 
"Any  manager  who  doesn't  revisit  his 
asset  base  and  say,  'Is  it  working  as 
hard  for  the  shareholders  as  it  might.^' 
is  not  doing  his  job."  Last  year,  for 
example,  Horton  sold  bp's  non-Alas- 
*kan  onshore  U.S.  oil  and  gas  opera- 
tions to  Pacific  Gas  &  Electric  Co.  and 
Central  &  South  West  Corp.  for  $650 
million. 

Still,  cash  looks  tight  for  bp  over  the 
next  few  years.  First  Boston  analyst 


ABOVE  AND  RIGHT: 

Big  finds  in  the  Gulf  of  Mexico 
and  Colombia 

LEFT: 

Chief  explorer  John  Browne 
An  aggressive  strategy. 


William  Randol  figures  weakening  oil 
prices  and  lackluster  product  margins 
tugged  earnings  down  10%  last  year, 
to  $1.9  billion,  and  will  pull  them 
down  to  $1.7  billion  in  1992.  Those 
figures  translate  into  earnings  of 
$4.35  and  $3.80  on  bp's  adrs,  which 
are  listed  on  the  New  York  Stock 
Exchange.  Lest  these  weakening 
earnings  further  depress  his  stock 
price,  Horton  can  scarcely  cut  bp's 
generous  $4.05  dividend,  which  gives 
the  ADRS  a  rich  6.5%  dividend  yield. 

At  any  rate,  if  Horton's  optimistic 
contrarianism  about  oil  prices  is  cor- 
rect (see  box),  help  is  on  the  way.  With 
oil  at  $25  a  barrel,  bp  could  earn  $7.50 
a  share,  twice  what  it  will  probably 
earn  this  year. 


There  are  moments,  Horton  con- 
fesses, when  he  wishes  he  could  deal 
with  some  of  his  problems  more 
quickly,  rather  than  waiting  for  his 
subordinates  to  deal  with  them  on 
their  own.  But  that,  he  recognizes, 
would  be  self-defeating  to  his  goal  of 
producing  an  efficient  and  responsive 
organization.  "Because  1  am  blessed 
by  my  good  brain,"  he  says,  "1  tend  to 
get  to  the  right  answer  rather  quicker 
and  more  often  than  most  people. 
That  will  sound  frightfully  arrogant, 
but  it's  true.  So  I  have  to  rein  in  my 
impatience."  That  seems  like  precise- 
ly the  mix  of  self-confidence  and  per- 
sonal discipline  required  to  run  effec- 
tively an  organization  as  sprawling 
and  complex  as  bp.  ^ 


The  next  oil  crisis? 

"I'm  A  contrarian  by  na- 
ture," says  Robert  Horton. 
"The  conventional  wis- 
dom is  almost  always 
wrong."  The  conven- 
tional wisdom  he  is  bucking 
these  days  is  the  consen- 
sus that  says  oil  prices  will 
remain  weak,  sinking  as 
Iraq  and  Kuwait  begin  to 
export  and  then  rising 
modesdy  over  the  decade. 

Horton  instead  is 
working  with  a  forecast  that 
says  the  price  of  the 


North  Sea  benchmark 
crude.  Brent,  will  rise 
from  a  recent  $18.05  to 
$25  in  real  terms  by  the 
mid-1990s.  Over  four 
years,  that's  an  annual 
jump  of  8.5% — on  top  of 
inflation. 

How  so?  Oilfields  in 
Russia,  Alaska  and  else- 
where are  in  decline, 
while  demand  will  grow. 
Horton  figures  the  world 
must  add  output  equal  to 
10%  to  15%  of  current 
production  of  about  65 
million  barrels  a  day. 


That,  he  says,  will  require 
investment  of  $150  bil- 
lion in  OPEC,  including  re- 
construction of  Iraq  and 
Kuwait,  and  $100  billion  in 
non-OPEC  countries. 

"With  oil  prices  at  cur- 
rent levels,"  says  Horton, 
"there's  no  way  that 
money's  going  to  be  found. 
Thus  we  are  heading  for 
one  of  our  perermial  sup- 
ply-demand crises  at 
some  stage  in  the  mid-to- 
late- 1990s.  Unless  peo- 
ple appreciate  the  sensitiv- 
ity of  the  situation,  we'll 


be  at  $35  or  $40  oil." 

He  adds:  "Doubdess, 
people  will  say,  'Well,  Hor- 
ton would  say  that, 
wouldn't  he?'  because  BP  is 
the  most  leveraged  to  oil 
prices  [adding  54  cents  to 
earnings  per  share  for  ev- 
ery $1  rise].  But  I  genuinely 
believe  it." 

Is  Horton  right  and  the 
consensus  wrong?  We  don't 
know,  but  experience  has 
taught  us  that  oil  crises  have 
a  way  of  sneaking  up  and 
surprising  almost  everyone. 
-T.M.  Hi 
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Mexico's  beer  and  banking  baron 
Eugenie  Garza  Laguera  learned  his  lesson 
about  debt  and  diversification, 
and  is  now  looking  for  partners. 

The  resunrectioii 
of  Don  Eugenio 


By  Claire  Poole 

Walking  the  floor  of  his  beer  bot- 
tling plant  in  Monterrey,  Mexico,  Eu- 
genio Garza  Laguera  shakes  the  hands 
of  workers,  watches  fresh  Carta  Blan- 
ca  beer  being  injected  into  brown 
botdes  and  inspects  a  freshly  sealed 
can  of  Tecate  beer.  "This,"  says  Gar- 
za, in  a  sentimental  reference  to  his 
family's  century-old  beer  business,  "is 


how  the  whole  thing  began." 
And  nearly  collapsed,  too. 
Garza,  68,  and  his  family  control 
$1.7  billion  (revenues)  Valores  In- 
dustriales,  S.A.,  more  commonly 
known  as  Visa,  Mexico's  fifth-largest 
publicly  traded  holding  company  af- 
ter Telefonos  de  Mexico,  glassmaker 
Vitro,  steel  company  Alfa  and  retailer 


Visa's  Eugenio  Garza  Laguera  (left) 
and  Othon  Ruiz  Montemayor 
"We  want  to  be  bigger  worldwide. 
And  we  need  good  friends  to  do  that." 


Cifra.  Visa's  foundation  stones  were 
laid  in  1890,  when  Garza's  grandfa- 
ther, Isaac  Garza,  and  his  brother-in- 
law  and  partner,  Francisco  Sada,  es- 
tablished their  brewery,  Cerveceria 
Cuauhtemoc,  named  after  the  last 
king  of  the  Aztecs  and  one  of  Mexi- 
co's national  heroes. 

Out  of  necessity,  Garza  and  Sada 
started  making  glass  botties  and  boxes 
to  package  their  beer.  During  World 
War  II  they  and  their  heirs  began 
manfacturing  steel  to  ensure  a  supply 
of  bottie  caps.  Over  the  years  the 
Garzas  and  Sadas'  sprawling  opera- 
tions became  known  simply  as  the 
Monterrey  Group,  after  the  north- 
eastern Mexican  city  that  is  the  clans' 
headquarters. 

In  1973  Garza's  father,  Eugenio 
Garza  Sada,  was  kidnapped  and  assas- 
sinated by  leftist  guerrillas.  Garza  Sa- 
da's  heirs,  who  felt  vulnerable  to  ftir- 
ther  attacks,  split  up  the  Monterrey 
Group  into  four  companies  and  spun 
them  off" to  family  members.  Eugenio 
Garza,  then  49,  was  given  control  of 
the  beer  operation,  as  well  as  the 
Monterrey  Group's  banking  opera- 
tion, Banca  Serfin.  The  group  was 
christened  Visa. 

Then  Garza,  like  many  Mexican 
industrialists,  got  into  trouble.  Dur- 
ing the  oil  boom  years  of  the  late 
1970s  and  early  1980s,  credit  was 
cheap,  and  Visa  borrowed  freely  to 
diversify  away  from  beer  and  banking 
into  soft  drinks  and  mineral  water,  as 
well  as  into  unrelated  fields  like  ho- 
tels, animal  feed  and  automotive 
parts.  But  when  the  price  of  oil  took  a 
dive  in  1982,  so  did  Visa,  which  by 
then  was  in  debt  to  the  tune  of  S 1 
billion.  To  top  it  off,  the  government 
expropriated  Banca'Serfin. 

Garza,  who  is  known  around  Mon- 
terrey as  "Don  Eugenio,"  started 
raising  cash.  He  sold  Visa's  hotels  and 
other  businesses  unrelated  to  its  core 
beverages  and  packaging  businesses. 
And  he  began  lining  up  new  lenders — 
including  the  World  Bank's  Interna- 
tional Finance  Corp.,  Mexico's  fi- 
nance company,  Nacional  Financicra, 
and  Citicorp) — to  help  him  reorganize 
Visa's  capital  structure.  He  did  this 
while  successftilly  fending  oft'  a  cou- 
sin's bitter  proxT  fight  to  wTCSt  con- 
trol of  the  company. 

In  1988  Don  Eugenio  pulled  oft' a 
complicated  equit>-for-debt  restruc- 
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Jwo  reasons  to  choose  the  Quiet  Company^ 


7.  ^ur  daughter. 
2.  The  superior  financial  strength  of  Northwestern  Mutual  Life. 

iVbrthwestem  Mutual  Life  has  alw^s  received  the  highest  possible  ratings 
for  financial  strength  from  Moody's,  Standard  &  Poor's,  AJM.  Best  and 
E)uflP&  Phelps.  They  have  consistently  been  ranked  "the  most  financially 
sound  life  insurance  company"  in  an  annual  Fortune  magazine  study. 

The  more  reasons  you  have  for  wanting  the  most  secure  life  insurance, 
-    the  better  the  Quiet  Conpany  sounds. 

The  Quiet  Company® 

Northwestern  Mutual  Life  is  a  sponsor  of  the  CBS  broadcast  of  the  1992  Waiter  Olympics. 

0 1992  The  Northwestern  Mutual  Life  Insurance  Company,  Milwaukee.  Wisconsin.  Reprinted  by  permission  of  Moody  s,  Standard  &  Poor's,  A.M.  Best,  DufF&  Phelps  and  Fortune. 


You  want  to  go  where  no  one  has  gone  before 


This  weekend* 


If  you  want  to  go  farther  than  all  the  others, 
consider  the  vehicle  that  did  just  that. 

Explorer  passed  all  the  rest  to  become  the 
best  seller,  the  new  standard  for  its  class. 
And,  Four  Wheeler 
magazine's  "Four 
Wheeler  of  the  Year." 

Nothing  in  its 
class  has  so  much 
overall  passenger 
and  cargo  room. 
Or,  lets  you  go  from 
2WD  to  4WD  High 
and  back,  on  the  fly  at  the  push  of  a  button. 
The  4.0L  EFI V-6  and  rear  anti-lock  brakes  are 
standard. 

Available  amenities  include  Ford  JBL  audio 
systems,  6-way  power  seats,  leather  seating 
surfaces,  and  a  tilt-up  open-air  roof 

And  now,  Ford  offers  a  36-month/36, 000- 
mile  Bumper-to-Bumper  warranty  with  no 
deductible.* 

Explorer  has  all  it  takes  to  go  where  no 
one's  gone  before.  And  now,  so  can  you. 

'Ask  your  dealer  for  a  copy  of  thiis  limited  warranty. 
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Have  you  driven  a  Ford... lately? 


Your  Explorer 


Buckle  up — together  we  can  save  lives. 


Visa 


1 1 
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Don  Eugenio's  web 


Garza  Family 


30% 


51% 


Grupo  Proa 

'/ateiyheic  :mpany 


60% 


40% 


Valoras  de  Monterrey,  S.A.  (Vamsa) 

insurance  and  brokerage  group 

Market  capitalization:  $647  million* 


80% 


Valores  Industrlales,  S.A.  (Visa) 

publicly  traded  holding  company 

Market  capitalization:  $1.3  billion* 


Citicorp  W       Pubiic 

15%i         J^^BS)% 


Mtf^ 


%  intemationai  Finance  Corp 

60%.  J  5% 


'  As  of  1/20/92. 


Fomento  Economico 
Mexicano,  S.A.  (Femsa) 

beverage  and  packaging  group 

Market  capitalization:  $2.6  billion* 


Like  many  Mexican  groups,  tiie  Garza  empire  lias  a  complicated  capital  structure. 
After  the  restructuring,  add  to  the  list  Grupo  Financiero  Bancomer,  which  will  consist  of 
the  bank  and  brokerage  business  and  be  34%  owned  by  Femsa's  shareholders. 
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A  village  billboard  advertising 
Dos  Equis;  a  branch  of  recently 
acquired  Bancomer 
Basics:  beer  and  banking. 


turing.  In  essence,  the  restructuring 
wiped  out  nearly  three-quarters  of 
Visa's  $1 .7  billion  debt  load  and  gave 
its  new  creditors  around  20%  of  the 
equity  of  a  newly  created,  publicly 
traded  beverage  and  packaging  com- 
pany called  Fomento  Economico 
Mexicano,  S.A.,  or  Femsa.  Visa  re- 
tained 60%  of  Femsa,  and  the  remain- 
ing 20%  of  the  shares  trade  on  Mexi- 
co's Bolsa. 

Through  Grupo  Proa,  a  privately 
held  holding  company,  Garza's  family 
still  owns  around  40%  of  Visa,  a  stake 
currently  worth  nearly  $550  million. 
The  remaining  20%  trades  on  Mexi- 


co's Bolsa.  Through  Grupo  Proa, 
Garza's  family  also  owns  30%  of  insur- 
ance group  Valores  de  Monterrey, 
S.A.,  or  Vamsa,  a  stake  worth  nearly 
$200  million.  The  rest  of  the  shares 
are  publicly  traded.  Altogether,  Gar- 
za's family  is  worth  around  $750  mil- 
lion (see  chart). 

Garza  is  still  restructuring.  He  is 
now  looking  for  foreign  partners  to 
buy  up  to  49%  of  Femsa's  beer,  soft 
drink,  mineral  water  and  packaging 
divisions,  which  generated  $1.8  bil- 
lion in  sales  last  year  and  arc  expected 
to  turn  over  another  $2.1  billion  this 
year.  Analysts  believe  Garza  is  looking 


for  1.5  to  2  times  book  value,  or  as 
much  as  $2.6  billion.  Likely  suitors: 
Adolph  Coors  Co.,  Heineken  and 
Coca-Cola  Co. 

"We  want  to  be  a  bigger  beverage 
company  worldwide,"  Garza  ex- 
plains. "And  we  need  good  friends  to 
help  us  do  that." 

Finding  partners  shouldn't  pose 
much  of  a  problem.  Mexico  is  becom- 
ing something  of  a  miracle  economy, 
and  Femsa's  beer  division  controls 
51%  of  Mexico's  beer  market.  Its 
brands  include  Carta  Blanca,  Superior 
and  Tecate — respectively,  they  are  the 
second-,  third-  and  fourth-most  pop- 
ular beers  in  Mexico — as  well  as  small- 
er premium  labels  Dos  Equis  and 
Bohemia.  Unlike  the  shrinking  U.S. 
beer  market,  Mexico's  grew  4%  last 
year  and  is  expected  to  grow  at  4%  to 
6%  a  year  through  1994. 

Meanwhile,  with  distribution 
rights  to  Mexico  City  and  Mexico's 
southern  states,  Femsa's  soft  drink 
division  has  the  world's  biggest  Coca- 
Cola  bottling  franchise,  measured  by 
population;  Coke  has  60%  of  Mexi- 
co's soft  drink  market,  versus  20%  for 
Pepsi.  And  Femsa's  mineral  water 
unit  consists  primarily  of  Penafiel,  the 
market  leader  and  the  only  national 
brand  in  Mexico. 

Now  that  the  government  of  Presi- 
dent Carlos  Salinas  de  Gortari  is  priva- 
tizing Mexico's  banking  system,  Gar- 
za has  agreed  to  pay  $2.8  billion  for 
56%  of  $26  billion  (assets)  Bancomer, 
Mexico's  second-largest  bank  after 
Banamex. 

When  Garza  pays  the  balance  for 
the  bank  in  April,  he  will  spread  own- 
ership of  the  bank  between  Grupo 
Financiero  Bancomer,  which  will 
then  own  51%  of  the  bank  as  well  as 
the  stock  brokerage  firm  Acciones 
Bursatiles,  and  Femsa  shareholders, 
who  will  own  34%  of  the  new  banking 
and  brokerage  group. 

Don  Eugcnio  and  his  right-hand 
man,  Othon  Ruiz  Montemayor,  the 
director  general  of  both  Visa  and 
Femsa,  spend  long  days  looking  tbr 
the  best  way  to  make  Femsa  a  serious 
competitor  in  the  worldwide  bever- 
ages industr\'.  Any  thoughts  of  hand- 
ing the  reins  to  a  fourth-generation 
Garza?  Apparently  not  right  now. 
Says  Don  Eugenio,  referring  to  his 
colleagues:  "They  won't  let  me  slow 
down."  ^M 
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Views  From 
Hillsdale 
CoUegeW 


Congress  Should  Join 
Waste  Watchers 


Why  should  a  small  college  in  central  Michigan  be  concerned 
with  government  waste  and  congressional  inefficiency? 

Ideas  do  have  consequences.  It  is  appropriate  that  the  discus- 
sion of  ideas  affecting  our  government's  growing  bureaucracy  and 
its  growing  control  over  all  our  lives  be  discussed  on  our  college 
and  university  campuses. 

We  believe  that  the  misuse  of  federal  funds  and  the  growing 
federal  debt  affect  the  lives  of  all  our  citizens  and  are  imposing 
more  and  more  limitations  on  our  personal  liberties,  stifling  the 
initiatives  that  made  America  great. 

In  our  Congress,  perpetual  incumbency  is  now  the  rule  with 
the  Senate  re-election  rate  at  85%  and  the  House  at  98%,  effect- 
ively making  service  in  Congress  a  lifetime  sinecure  and  account- 
ability to  one's  constituents  almost  non-existent.  The  financial 
advantage  of  incumbents  able  to  draw  upon  millions  of  dollars  in 
support  from  PACs  and  special  interest  groups  for  a  single  cam- 
paign is  almost  invincible. 

The  proliferation  of  congressional  committees  and  subcom- 
mittees makes  the  budget  process  increasingly  difficult.  Porkbar- 
rel  appropriations  are  hidden  in  every  budget  to  satisfy  special 
interests.  The  immediate  reaction  to  every  crisis  is  to  apply  more 
federal  funds  although  the  massive  applications  of  these  funds 
has  done  little  to  solve  our  major  social  problems  and  the  decline 
in  our  educational  standards.  Congress  is  not  held  to  bottom  line 
performance,  and  the  bottom  line  keeps  getting  redder. 


Congress  should  join  Waste  Watchers.  But  it  is  a  forlorn 
hope  unless  the  seats  in  Congress  are  made  more  competitive. 
In  the  heartland  of  America,  there  is  momentum  for  political 
reform  and  other  curbs  on  Congress  such  as  a  line  item  veto  and 
a  balanced  budget  amendment. 

Congress  must  be  forced  to  kick  the  spending  habit.  To  do 
this,  the  playing  field  must  be  made  level  for  all  candidates,  and 
true  competition  in  congressional  elections  must  be  restored. 

Hilkdale  College  has  long  practiced  what  it  has  preached.  We 
accepted  women  and  minorities  two  decades  before  the  Civil  War. 
We  have  never  accepted  one  cent  of  federal  funds  because  federal 
money  invariably  means  federal  control.  We  do  fund  a  substantial 
number  of  students  with  aid  from  private  sources. 

Over  the  last  two  decades  we  have  sponsored  nearly 
1,000  on  and  off  campus  seminars  and  lectures  on  national 
issues.  From  these  we  select  challenging 
speeches  and  print  them  in  our  monthly 
IMPRIMIS,  the  largest  publication  of 
its  kind  with  circulation  fast  approaching 
350,000.  IMPRIMIS  is  free  to  anyone 
who  requests  a  subscription — no  strings 
attached,  no  obligation.  It's  our  way  of 
extending  Hillsdale's  educational  mission 
to  a  national  audience.  Please  call  or  ^  ^        ^    ^ 

J  Ur.  George  Roche 

write  today.  President.  Hillsdale  College 


Name 


Title/Organization 
Address 


City/State/Zip. 


Interested  in  the  war  of  ideas?  IMPRIMIS  contains  original 
articles  by  such  prominent  writers  as  Jeane  Kirkpatrick, 
Tom  Wolfe,  George  Gilder,  Jack  Kemp,  Tom  Sowell, 
William  Buckley,  Jr.,  Michael  Medved  and  Malcolm 
Forbes,  Jr.  Receive  IMPRIMIS/r^^  every  month. 
Mail  this  coupon  to  IMPRIMIS,  Dept.  FB-3, 
Hillsdale  CoUege,  Hillsdale,  Michigan  49242, 
or  call  toll  free  1-800-535-0860. 
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COPING  WITH 
UNEXPECTED  GROWTH, 

Growth  is  great. 

It's  what  every  business  scratches,  digs  and  sweats  for. 
But  it  can  present  problems  if  you're  not  ready  for  it.  To 
handle  the  fruits  of  your  labor,  you  need  to  plan  ahead.  And 
one  of  Minolta's  snnall  business  copiers  would  be  an  excellent 
place  to  start. 

In  addition  to  being  connpact,  easy  to  operate  and  load, 
they  can  give  you  the  kinds  of  things  that  help  any  growing 
business  keep  up. 

Like  complete  sets  of  copies  (without  expensive  sorting 
attachments).  Cartridge  loading.  Interrupt  capability  (which 
allows  you  to  jump  in  and  make  a  quick  copy  even  in  the 
middle  of  a  long  job).  A  50-200%  zoom  range.  And  an 
optional  no-risk  warranty 

So  if  you  want  a  copier  that  will  allow  you  to  be  ready  for 
whatever  crops  up.  call  1-800-9-MlNOLTA. 


COPIERS  AND  FAX  MACHINES 

ONLY  FROM  THE  MIND  OF  MINOLTA  MINOLTA 


Speculators  drool  at  the  prospect  of  a  takeover 
for  little  Century  Telephone.  They  can  forget  it. 
Century  thrives  on  its  independence. 

Mindmg  its 
own  business 


By  Christopher  Palmeri 

His  first  telephone  company  came  as 
a  wedding  present  in  1946  from  his 
father,  who  had  acquired  the  tiny,  75- 
customer  firm  in  Oak  Ridge,  La.  some 
years  earher  for  $350.  It  was  an  appro- 
priate gift.  Clarke  Williams  is  a  tele- 
phone man  through  and  through.  By 
the  age  of  8,  Williams  was  manning  a 


switchboard   and   delivering   phone 
bills  on  his  bicycle. 

Headquartered  in  out-of-the-way 
Monroe,  La.,  WiUiams,  now  69,  built 
from  those  small  beginnings,  slowly, 
patiendy,  experdy,  a  small  but  effi- 
cient operation.  Century  Telephone 
Enterprises,  whose  revenues  this  year 


Century  Telephone  Chairman  Clarke  Williams  and  wife,  Mary  Kathryn 
Now  that  their  wedding  present  is  a  billionHlollar  business, 
will  it  be  swallowed  up  by  a  telephone  Goliath? 


should  top  $300  million.  Although 
way  down  in  sixteenth  place  in  num- 
ber of  customers  served,  Century  is  no 
mean  operation.  It  serves  some 
380,000  telephone  customers  in  15 
states  and  controls  more  than  5.5 
million  potential  cellular  telephone 
subscribers,  or  "pops"  as  the  industry 
calls  them. 

For  the  first  30  years  Williams 
bought  other  small  telephone  compa- 
nies, some  50  in  all.  When  he  started 
there  were  7,500  independent  phone 
companies  in  the  U.S.;  there  are  still 
1,300.  "There  was  always  somebody 
who  wanted  to  sell  because  the  chil- 
dren weren't  interested,"  Williams 
says.  Lots  of  people  wanted  to  buy 
these  companies,  but  Williams  had 
something  special  to  offer:  not  finan- 
cial razzle-dazzle  bur  the  attraction  of 
one  family  management  selling  out  to 
another,  with  the  seller's  being  as- 
sured that  Williams  would  take  care  of 
faithftil  employees,  not  treat  them 
with  cold  corporate  contempt.  Al- 
though acquisitions  and  expansion 
have  diluted  Williams'  stake  to  just  1% 
of  Century's  31  million  shares,  there 
is  littie  question  who  is  in  charge. 

Since  1985  Century's  expansion 
has  concentrated  on  cellular.  One  fo- 
cus has  been  to  acquire  (directiy  or 
through  the  license  lottery)  cellular 
rights  for  small  rural  properties 
around  major  traffic  corridors  and 
metropolitan  areas.  "Williams  real- 
ized that  clustering  this  way  makes 
rural  properties  as  valuable  as  metro- 
politan properties,"  explains  analyst 
John  Reddan  of  Moran  8c  Associates. 
Rural  properties  are  cheaper,  typically 
selling  for  a  third  the  price  per  pop  of 
their  metropolitan  counterparts. 

Through  clustering,  Williams  can 
acliieve  economies  of  scale  in  market- 
ing and  back-office  operations  com- 
parable to  big-cit)'  companies.  Over 
88%  of  Century's  telephone  and  cel- 
lular properties  are  siuiated  in  four 
states:  Louisiana,  Michigan,  Wiscon- 
sin and  Alabama. 

Century  keeps  a  conser\ativc  bal- 
ance sheet,  with  debt  around  45%  of 
capitalization.  "We  arc  getting  the 
cellular  upside  with  vcr)  litdc  financial 
risk,"  he  says. 

No  surprise  that  Williams  fiercely 
guards  Centur\''s  independence,  at- 
tractive as  the  compan\-  is  to  would-be 
acquisitors.  Unfortunately,  Williams' 
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The  most  precious  thing  you  can  own 


% 


Land . . .  i^mt  else  can  give  yon  so  much  ideasiire  nofw  and  for  years  to  come? 


T^e  land  we're  offering  is  far 
from  the  crowds  and  rat  race  of 
cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Gristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  imlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obhgation,  call  719/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303   2WK7 
Ft.  Garland,  CO  81133. 
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Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has 
judged  the  merits  or  value,  if  any,  of  this  property  Equal  Credit  and  Housing  Opportunity.  A  statement  and  ottering 
statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  nol  constitule  approval 
of  the  sale  or  lease  or  otter  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offering  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
Ranches  NYA86  1 53  A  staierT^n-  .-^i  R.=^nrr|  (,ied  with  the  New  Jersey  Real  Estate  Commission  permits  this  property 
■o  be  offered  to  New  Jefse.  : -jes  not  pass  upon  its  merits  or  value  Obtain  the  New  Jersey  Public 

Otienng  Statement  and  rea.  g  anything  NJA  #60686004  CO  Florida  AD  20537 
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AIG  IS  34^,000  PEOPLE  M/ORLD^VIDE  MTITH  INSURANCI 
KNO^VLEDGE  SECOND  TO  NONE.  In  1 30  countries  and  jurisdictions  fror 
Paris  to  Penang.  Because  we  began  overseas,  in  Shanghai  in  1919,  AIG  has  an  international  tradition 
other  insurers  have  only  recently  attempted  to  create.  We  learned  long  ago  that  sewice  means  havin 


local  people  steeped  in  their  countries'  business  practices  and  needs.  And  developing  a  culture  of 
innovation  and  responsiveness.  All  oj  which  has  made  the  AIG  Companies  the  preferred  insurance 
partners  for  businesses  seeking  gbbal  growth  opportunities.  Wherever  those  businesses  are  based 


AIG 


\I^ORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group,  Inc.,  Dept  A,  70  Pine  Street,  New  York,  NY  10270. 


Twentieth  Century 
Vista  Investors 


Average  Annual  Total  Return 
as  of  December  31, 1991  * 


73.6 


% 


1  Year 


jL\f  m%y 


% 


5  Years 


% 

Since  inception  (11/25/83) 


15.4 


Need  we 
say  more? 


M  U  T  U  A  I,     FUNDS 


1-800-345-2021 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 

*  Prior  to  8/1/88,  shares  of  Vista  were  sold  at  1/2  ofl%  more  than  net  asset  value  and  redeemed 
at  1/2  of  1%  less  than  net  asset  value.  Because  these  adjustments  have  been  eliminated,  they 
are  not  reflected  in  the  above  data.  Data  quoted  represents  past  perfortnance.  Investment  return 
and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original 
cost  For  more  complete  information  about  Twentieth  Century,  including  charges  and  expenses, 
call  for  a  free  prospectus.  Please  read  the  prospectus  carefitlly  before  investing. 


FBS 


No -Load  Family  of  Funds 


'  I\»viil»'th  CciituO'  S*-nK-rv  Irv 


Century  Telephone 

only  son,  Clarke  Jr.,  suffered  a  cere- 
bral hemorrhage  in  September  ol 
1989,  brought  on  by  an  earlier  bout 
with  Hodgkin's  disease.  Having 
served  six  years  as  president,  the  40- 
year- old  tried  to  return  to  work,  but 
ultimately  retired  in  July  1990.  "That 
was  a  great  disappointment,"  WA- 
liams  confides. 

Smelling  a  takeover,  speculators 
ran  Century's  stock  price  up  to  a  peak 
of  36.  Century  already  had  in  place  an 
unusual  provision  granting  ten  votes 
per  share  to  anyone  owning  his  shares 
for  more  than  four  years,  versus  only 
one  vote  for  latecomers.  Last  May 
Williams  persuaded  shareholders  to 
toughen  Century's  defenses  against 
hostile  takeover  by  limiting  the  ten 
votes  per  share  to  anyone  owning 
shares  prior  to  May  of  1987. 

Money  manager  Mario  Gabelli, 
Century's  largest  stockholder  after 
the  company's  employee  savings 
plans,  sued  to  reverse  that  maneuver. 
Gabelli's  ftmds  own  nearly  14%  of  the 
stock,  almost  all  purchased  since 
1987.  His  suit  was  dismissed,  and 
Gabelli  agreed  to  drop  an  appeal  in 
December  in  exchange  for  Centur\''s 
reimbursement  of  some  of  his  legal 
costs.  Thanks  to  this  10-for-l  provi- 
sion. Century's  2,000-plus  employ- 
ees now  control  about  40%  of  the 
company's  voting  rights. 

"This  is  not  a  case  of  management 
protecting  its  position,"  says  Wil- 
liams. With  his  son  out  of  the  picture, 
Williams  knows  he  cannot  keep  con- 
trol in  the  family.  But  he  does  want  to 
keep  control  with  the  current  man- 
agement— and,  with  Cerrtur\''s  excel- 
lent record,  he  makes  a  good  case  for 
it.  Centur\^  has  outperformed  ever>' 
other  telephone  stock  in  the  eight 
years  since  the  .\t&t  divestiture,  a 
better  than  600%  return.  It  earned 
$37  million,  $  1 .20  per  share,  on  reve- 
nues of  $280  million  in  1991.  Ana- 
lysts are  predicting  SI  .40  for  this  year. 

Williams  has  tra\clcd  to  nearh-  cv- 
er\'  Ccntur\  office  in  the  last  two 
months,  giving  employees  his  \ision 
of  the  tliturc.  "I  want  them  to  know 
that  we  are  in  this  for  the  long  haul," 
he  says.  "That  we  are  still  in  growth 
mode."  As  tempting  a  tvikeover  prize 
as  Centur>'  might  seem  (the  stock 
jumped  10%  after  Centel  announced 
it  was  for  sale),  Williams'  message  is 
clear:  Forget  it.  ^ 

Forbes  ■  Fcbmars-  17,  1992 
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''Without  advertising, 
everybody  would  think 
Ronald  was  just  the  name 
of  an  ex-president." 


Mike  Quinlan,  Chairman,  CEO  McDonald's  (lef^ 


"The  remarkable  thing  is,  when  you  think 
about  McDonald's® you've  got  to  think  about 
people.  A  friendly  crew  person  welcoming 
you.  Kids,  moms  and  dads  having  a  good 
time  at  McDonald's,  even  a  funny  clown 
named  Ronald!Those  pictures  in  your  mind 

are  advertising  at  work. 
Our  advertising  is 
people  to  people— an 
invitation  from  our 
people  to  our  customers 
to  come  in  and  visit. 
Personal,  friendly,  and 
above  all,  real. 

I'm  told  there  are 
business  people  out 
there  who  don't  believe 
in  the  power  of  advertis- 
ing. For  them,  two  facts: 
First,  McDonald's  is  one 
of  the  most  advertised 
brands  on  this  planet. 
Second,  McDonald's  is 
the  only  company  listed 
in  the  current  Standard 
and  Poor's  500  to  report 


combined  increases  in 
revenues,  income,  and  earnings  per  share  for 
more  than  100  consecutive  quarters  since  1965. 

Frankly,  Ronald  and  I  like  to  think  there's 
a  connection  here!' 

AAAA 

American  Association  of  Advertising  Agencies 


If  you  would  like  to  learn  more  about  the  power  of  advertising,  please  write  to  Department  D,  AAAA,  666  Third  Avenue,  New  York,  New  York  10017,  enclosing  a  check  for  five 
dollars  Ybu  will  receive  our  booklet  It  Works'  How  Investment  Spending  in  Advertising  Pays  Off.  Please  allow  4  to  6  weeks  for  delivery.  This  advertisement  prepared  by  Leo  Burnett  Co. ,  Inc. 
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Norlolk  Southern  Corpcralion.  Three  Coi 
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THE  UR6ER  CONTEXT 


Saddam  Hussein  has  inflicted  far  more  horrors  on  the 
Iraqi  people  than  the  Allied  forces  did.  Early  estimates 
of  Iraqi  war  dead  were  grossly  inflated. 

Saddam  is  hell 


Michael  Novak  holds  the 
George  Frederick  Jewett  chair  in  religion  and 
■public  policy  at  the  American  Enterprise 
Institute  in  Washington,  D.C.  His  book  The  Spirit 
of  Democratic  Capitalism  has  been  widely 
translated  around  the  world. 

Mid-February  a  year  ago,  we  were 
waiting  in  trepidation  to  see  when  the 
land  war  in  Kuvv^ait  would  begin  (es- 


pecially if  we  had  family  members 
there) — and  how  it  would  go.  In  the 
press  and  in  the  churches,  a  great 
moral  argument  was  still  raging.  Was 
the  war  just?  Would  sticking  to  sanc- 
tions have  been  better.^ 

The  answer  to  the  last  question  is 
easy.  We  did  stick  to  sanctions.  The 
embargo  is  still  on.  And  Saddam  Hus- 
sein still  refuses  to  comply  with  U.N. 
terms.  He  says  the  Iraqi  people  would 
"rather  eat  grass."  One  doubts  if 
Saddam  Hussein  speaks  for  the  Iraqi 
people.  Both  food  and  medicine  are 
exempt  from  embargo,  yet  he  is  cur- 
rentiy  withholding  from  them  entire 
warehouses  of  food  and  medicines 
that  continue  to  arrive.  If  sanctions 
have  not  budged  Saddam  Hussein  on 
lesser  matters,  they  would  never  have 


driven  him  out  of  Kuwait. 

Moreover,    if  the    war   had    not 
stopped  him,  Saddam  Hussein  would 
by  this  year  have  been  in  possession  of  c 
a  nuclear  bomb.  He  might  now  be 
threatening  to  bomb  Israel — or  the 
coalition  forces  on  the  Kuwait  border. 
The  same  Saddam  Hussein  who  was 
later  to  kill  tens  of  thousands  of  his 
own  citizens,  Kurds  and  Shiites,  and  ij 
who  set  ablaze  hundreds  of  Kuwaiti 
oil  wells  out  of  pure  spite,  would  have  ;j 
been  in  a  position  to  threaten  nuclear 
terrorism  in  New  York  Cit)'. 

Did  this  war  have  a  just  cause?  You 
bet  it  did.  But  what  about  proportion- 
ate casualties? 

The  biggest  surprise  of  the  war  was 
the  incredibly  low  casualn.'  count,  not 
only  for  the  U.N.  coalition,  but  also 
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)r  the  Iraqis.  If  we  count  just  the 
eriod  during  which  U.S.  forces  were 
1  action,  Jan.  16-Feb.  28,  the  U.S. 
nd  allied  dead  numbered  in  the  low 
iiindreds,  not  the  tens  of  thousands 
hat  many  dreaded. 

Even  the  Iraqis  took  many  fewer 
asualties  than  expected.  The  Iraqi 
overnment  issued  a  daily  report  on 
'the  number  of  civilians  killed  in  the  air 
ar,  and  this  number  was  added  up  by 
USA  Today.  The  Iraqis  had  every 
otive  for  inflating  that  number,  but 
hen  the  air  war  concluded,  the  an- 
nounced total  was  just  1,591.  A  Brit- 
ish reporter  who  visited  hospitals  at 
that  time  noted  the  small  number  of 
wounded  and  the  many  empty  beds. 
By  virtually  all  testimony,  too,  the 
amount  of  collateral  damage  to  civil- 
ian buildings  in  Baghdad  and  other 
civilian  areas  (Basra  possibly  ex- 
cepted) was  remarkably  light.  In 
World  War  II  most  damage  was  done 
by  concussion,  since  a  bomb  that 
landed  within  a  half-mile  of  its  target 
was  considered  a  "direct  hit."  In  Viet- 
nam, within  500  feet  was  a  hit.  In 
Iraq,  "lock  on"  precision  guidance 
systems  were  available  not  only  for  the 
"smart"  bombs  of  the  Stealth  but  also 


for  the  weapons  employed  by 
F-llls  and  F-15Es.  (Stealth  was  the 
only  aircraft  to  hit  central  Baghdad.) 
Electro-optical  technologies  gave 
ground  attack  aircraft  uncanny  accu- 
racy against  tanks. 

When  an  explosive  device  can  be 
directed  through  a  window,  door  or 
air  duct,  so  that  its  full  force  is  felt 
within  rather  than  on  the  surface,  a  far 
lower  explosive  charge  is  necessary. 
Collateral  damage  is  contained.  That 
is  how  airfield  bunkers,  military  head- 
quarters and  even  television  towers, 
antennas,  power  grids,  cable  lines  and 
bridges  were  taken  out  by  the  hun- 
dreds. Immediately  adjacent  struc- 
tures were  usually  left  intact.  The 
world  had  never  seen  the  like  before. 

With  the  proviso  that  the  actual 
number  might  be  half  that,  blue-sky 
estimates  on  Mar.  1  suggested  that 
100,000  Iraqi  soldiers  might  have 
fallen  in  the  four-day  ground  war. 
Such  estimates  presupposed  more 
than  600,000  Iraqi  troops  in  Kuwait. 
From  battlefield  reports,  the  New 
York  Tm^j- calculated  somewhat  later 
that  the  number  of  dead,  as  distin- 
guished from  wounded,  was  probably 
closer  to  25,000  to  50,000. 


During  months  of  research,  a  team 
of  reporters  from  U.S.  News  &  World, 
Report  found  through  persistent  in- 
terviewing that  this  number  was  actu- 
ally far  lower.  Their  book.  Triumph 
Without  Victory,  places  the  figure  at 
between  8,000'and  18,000.  They  ar- 
gue for  the  low  side  for  three  main 
reasons.  Iraqi  forces  in  the  field  were 
much  smaller  than  first  estimated — 
closer  to  350,000.  Second,  massive 
desertions  took  the  numbers  even 
lower.  Third,  actual  observation  of 
the  dead  turned  up  far  fewer  than  the 
first  wild  estimates.  (One  assessor 
who  walked  "the  highway  of  death" 
counted  15,000  vehicles  but  under 
400  bodies.) 

Nearly  all  the  suffering  of  Iraqi 
citizens  since  Mar.  1,  1991  is  due  to 
Saddam  Hussein's  refijsal  to  heed 
U.N.  resolutions.  Had  he  done  so, 
the  embargo  would  have  long  since 
been  lifted.  Electric  grids  would  be 
back  in  service.  That  very  rich  country 
would  be  becoming  richer. 

Under  Saddam  Hussein,  peace  is 
hell.  Saddam  Hussein  is  still  a  curse 
upon  Iraq.  It  was  never  our  moral 
duty  to  remove  him.  But  it  could  yet 
become  so.  IH 
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What  makes  the  luxury  of  our  hotels  a  real  value  is  the  bone-deep  comfort  that's  built 


into  every  guestnrabt^  right  down  to  the  pillows  on  the  bed.  These  perfect  concoctions 


of  goose  down  and  feathers  are  so  famousUaffuests  have  been  kno'wn  to  special-order 


V>sv 


'^ir^i^ir   .  v: . 


them  for  use  in  their  own  nomea.  For 


Camlno  Real,  call  your  travel  consultant  or  800-228-3000 


ations  at  a  ^^Ve^tin,  Caesar  Park  or 


Westin. 


Hotels*^  Resorts 
.  paso     enmonton     uetroit     ijenver     dallas     cincinnati     chicago  ■  century  city  ■  canccln     calgary  .  boston  ■  atlanta  •  acapulco 
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Alabama  is  inside  the 
cohtinentarUniiea 
States.  In  fad,  it  is 

located  in  tne  center  of 
the  most  desirable 

relocation  region  in  the 
country.  , 


i2«*;i^-. 
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low  will  still  see  a  lot  ofAlahamians  goin 

without  shoes— mostly  on  the  sandy  whit 

beaches  of  Gulf  Shores. 


While  you  might  think  of 

overalls  as  the  clothing  of 

choice,  most  ufus  prefer 

blue  or  white 

shirts.  Alabama 's  traditional 

labor  force  has  shifted  from 

farming  to  more  service 

and  high-tech  industries. 


All  work  and  no  play  wouldn  't  make  sense  in  Alabama. 

Enjoying  an  old  rocker,  a  wide  porch,  and  some  good 

conversation  is  still  a  favorite  pastime  here. 


Some  say  you  re  moving  to  the  edge  of  the 
world  when  you  move  to  Alabama.  In  some 
parts  of  the  state,  you  could  say  that's  true; 

the  southern  ridge  of  the 
Appalachians  offers  some  spectacular  views. 


The  fiddle  may  be  the  first  musical  instrument 
you  would  connect  with  Alabama.  And  you  II  still 

see  a  lot  of  them  in  the  state 's  many  symphony 
orchestras.  (Although  they  refer  to  them  as  violins.) 


Practicing  our  aim  is 
still  a  favorite 


Alak 


any 
nfact, 


pastime  for  man 

abamians.  Inf 

our  prowess  as 

sharpshooters  was 

proven  in  the  Gulf 

War  by  the  Patriot 

Missile,  which 

originated  in 


AJabania 

Isnt  where  You  Tnink 

Ills, 


Football  rivalries  hert 

strong  as  ever.  But  to. 

colleges  and  universi 

helping  Alabama  bu . 

maintain  a  competitii 

as  well,  offering  rese 

capabilities  in  areas^ 

automotive  manujacti 

magnetic  information  t 

to  food  products 


T 


If  you  think  we  takt 

moonshine,  you  re  onltf 

right.  But  it  isn  t  the  k 

moonshine  you  think.  O 

has  played  a  leading  n 

dcivlopnq  the  Sfxice  pn 

In  fact,  Alabama  has  pr. 

sei>2n  astronauts— mon^ 

any  other  state. 


Yes,  we  do  a  lot  of  fishing  here.  And  some  fyrcttu 
important  people,  including  the  President,  know  about 

our  beautiful  lakes  and  rivers.  In  fid,  Alabama  has 

more  miles  of  navigable  uatertiays  than  any  other  state 

We  use  them  for  shipping,  too. 


Alabc. 


3ma. 


Some  are  convinced  the 

bouffant  is  still  alive  ana 

well  in  Alabama.  But,  like 

the  rest  of  the  country,  we 

opted  for  more  up-to-date 

styles  years  ago. 


is. 


Sorry,  that's 

a  different 

state  entirely. 


So  you  think  our  workers  come  out  of  trailers.  Some  of  our 

best  actually  do.  Alabama  Industrial  Development  Training,  a 

free  service  to  industry,  has  the  nation 's  largest  fleet  of  mobile 

training  units.  Some  businesses  have  traveled  from  as  far 

away  as  Singapore  and  Japan  to  employ  AIDT-trained  workers. 


#--»' 


we  re  still  early  risers.  In  fact, 
iansare  known  for  our  strong 

Tiic.  But  these  days,  most  of  us 
'pendon  electric  alarms. 


L  \ce  known  for  its  smokestacks, 
rmingham  has  diversified  in  recent 
Ics  to  a  service-oriented  economy,  with 
Wikh  care  our  main  industru.  Steel 
iivns  important  to  our  economy,  but 
■Jay  s  state-of-the-art  mills  contrast 
larply  with  the  old.  In  fact,  one  old 
furnace  is  now  a  museum. 


A  revered  folk  crafffrom  our  past,  the 

attention  to  detail  and  intricate  handwork 

used  in  our  quilts  has  been  passed  down  to 

newer  generations  and  applied  in  fields  like 

electronics  for  assembling  circuit  boards. 


Yes,  you  'II probably  see  a  few  cows.  But  we  don  t 

just  settle  for  raising  cattle.  Researchers  at  A  ubum 

University  have  developed  a  whole  line  of  leaner 

foods  like  the  McLean  burger,  a  product 

McDonald's  is  flipping  over. 


If  Alabama  is  nowhere  near  what 
you  thought  maybe  there's  more 
you  should  know  about  our 
state.  For  instance,  what  makes 
it  a  great  place  to  live  and  a  great 
place  to  work.  What  makes 
companies  like  JVC  America 
decide  to  make  their  head- 
quarters here.  Why  GE  has  made 
its  largest  single  capital 
investment,  close  to  $  1  billion,  in 
Alabama.  And  why  people  like 
one  Connecticut  family  who 
thought  they  were  being  "sent  to 
hell"  when  transferred  here,  now 
like  it  so  much,  they  wouldn't 
think  of  leaving.  If  your  company 
is  considering  expansion  or 
relocation,  consider  Alabama. 
You  just  might  find  it's  pretty 
close  to  ideal. 


MARKETINGS 


EDITED  BY  JOSHUA  I 


It's  the  age  of  coping,  not  groping. 

So  Christie  Hefner  is  creating  a  more  mature 

image  for  Playboy  in  the  U.S.  market. 

But  for  formerly  repressed  societies 

in  Eastern  Europe  and  elsewhere, 

ttie  old  hedonistic  image  still  plays  just  fine. 

The  rabbit 
grows  up 


Playboy  Enterprises 

Chief  Executive  Christie  Hefner 

and  Chief  Marketing  Officer 

Robert  Beleson 

Leading  Playboy  into  the  post-Hef  era. 


One  gets  a  little  wistful  walking] 
through  Hugh  Hefner's  Playbo\ 
Mansion  in  the  exclusive  Holmb\ 
Hills  section  of  Los  Angeles  these 
days.  There's  the  grotto  with  the  two 
Jacuzzis  for  communal  high  jinks,  but  | 
no  one  uses  them  much  anymore .  The 
giant  sauna  now  garages  a  plastic  tri- 
cycle that  belongs  to  Hefner's  2 -year- 
old  son,  Mars  ton. 

It's  the  Nineties,  and  even  Hef, 
now  65,  has  acknowledged  that 
prowling  has  given  way  to  nesting. 
He's  hung  up  his  pajamas,  given  up 
his  trademark  pipe  and  settled  down 
with  1989  Playmate  of  the  Year  Kim- 
berley  Conrad  to  start  a  new  family. 

Playboy  Enterprises  is  keeping  pace 
by  giving  the  company's  swinging 
bachelor  image  a  mild  Hefectomy. 
Playboy  will  remain  devoted  to  things 
sexual — that,  after  all,  is  the  core  of  its 
franchise.  But  yesterday's  feckless, 
reckless  rabbit  will  become  a  more 
sensitive,  ruminative  rabbit. 

"We  don't  think  men  should  nec- 
essarily be  sitting  around  cr\ing  and 
beating  drums,"  says  Christie  Heftier, 
the  founder's  39 -year-old  daughter, 
who  took  over  as  chief  executive  in 
1988.  "But  there  is  a  widespread 
interest  in  how  men  are  coping  with 
being  in  the  workplace,  coping  with 
women.  We  can  address  that." 

One  early  indication  of  the  shift: 
Playboy  has  joined  forces  with  the 
Roper  Organization,  a  polling  outfit, 
to  produce  a  study  monitoring  how 
men  feel  about  being  men.  The  study, 
called  Man  Track,  is  scheduled  to 
show  up  in  fijture  issues  of  Playboy.  So 
now,  in  addition  to  gazing  at  some- 
one else's  navel,  men  can  contemplate 
their  own. 

Playboy's  \ideos  are  still  saucy,  but 
the  emphasis  has  changed  from  quan- 
tit}'  to  qualit)-.  Many  of  the  newer 
videos  carry  titles  like  Secrets  ofMak- 
injf  Love  to  the  Same  Person  Forever.  A 
series  of  massage  tapes,  with  an  ac- 
companying kit,  produced  in  a  joint 
venture  with  the  Sharper  Image  cata- 
log and  retail  chain,  is  called  the  "For 
Couples  Only"  collection. 

In  product  marketing,  an  area  it  is 
counting  on  for  growth,  Playbo>-  is 
revamping  its  entire  approach.  In  the 
past,  Plavboy  licensed  its  rabbit-head 
logo  to  almost  any  manutacturcr  that 
could  ante  up  5%  to  10%  of  merchan- 
dise sales.  The  result:  tackv  air  fresh 
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lothing  great  was 
ever  achieved 
without  enthusiasm." 


Ralph      Waldo     Emerson 


The  desire  to  break  througl 
boundaries.  To  make  things  better 
It's  the  engine  that  continues  tc 
drive  technology  forwardj 

And  in  Lebanon  Tennessee 
that  translates  to  the  production 
of  over  a  million  award  winnim 


'color  television  sets  every  year. 
Juilt  by  people  who  know  that 
leS^opimon  means  more  to  the 
lan  their  quota, 
id  that  the  world's  greatest 
[achievements  always  begin  with 
the  belief  in  a  better  tomorrow. 


I'hdtograpli  by  Fete  Turner 


Color  TVs  &  VCRs  •  Computers  &  Printers  •  Copiers  *  CT  Scanners  •  Digital  Instrumentation  •  Disk  Drives  •  Facsimile  Systems  •  Industrial  Motors  &  Controls  •  iMfuid  Crystal 
Displays  •  Medical  Tubes  •  Mobile  Electronics  •  MR  Imaging  •  Nuclear  Medicine  •  OFTO  Electronic  Devices  •  Picture  Tkbes  •  Professional  Video  Systems  •  Room  Air  Conditioners 
Satellite  Receivers  •  Semiconductors  •  Telecommunication  Systems  •  Tkrbines  &  Generators  •  Ultrasound  •  Uninterruptible  Power  Supply  •  Variable  Speed  Drives  •  X-Ray  Systems 


In  Touch  with  Tomorrow 

TOSHIBA 


It  Doesn't 'Me  i 

Use  An  Intemrap 


"Space  Flight  Fantasy  1,"  built  using  Intergraph  s  MicroStation 

software  and  rendered  with  Intergraph  s  Model  View  software. 

(Fluor  Daniel  Inc.) 

NASA  used  Inteigraph  workstations  run- 
ning Intergraph  application  software  to  design 
key  aspects  of  the  U.S.  Space  Shuttle.  And 
Boeing  chose  our  solutions  to  create  the 
equally  impressive  Space  Station. 

Knowing  this,  you  might  rightfully  con- 
clude that  Intergraph  systems  are  extraor- 
dinarily powerful  and  sophisticated. 

But,  if  you  concluded  that  an  advanced 
degree  in  computer  sciences  is  required  to  use 
them  effectively,  you'd  be  off  the  mark. 


J 


"Galileo  In  Orbit  Around  Jupiter,"  built  using  Intergraph  s  Micro- 
Station  software  and  rendered  wdth  Inteigraph 's  Model  View  software. 
(McDonnell  Douglas  Space  Systems  Company) 

Especially  since  Intergraph  workstations  fea- 
ture a  powerful  graphical  interface.  Looking 
Glass,®  that  brings  to  the  robust  UNIX® 
operating  system  environment  the  look  and 
feel  of  an  Apple  Macintosh.® 

With  Looking  Glass,  you  don't  have  to 
know  a  lot  of  intricate  computer  lingo.  Icons, 
pull -down  menus  and  interactive  dialogue 
windows  make  it  simple  for  you  to  get  your 
work  done. 

And  you  don't  have  to  master  our  s\^tems 


>  1991,  Intergraph  Corporation,  Huntsville,  AL  35894  0001.  Intemraph  is  a  registered  trademark  and  Everywhere  You  Look  is  a  trademark  oJ"  Inteigraph  Corporation. 

Other  brands  and  product  names  are  trademarks  of  their  respcctiw  ow-ners. 


:ocket  ScientistTb 
|ystem.Although 

ustomers  Are. 


•  Solid  model  of  a  dual -keel  configuration,  developed  in 

an  early  conceptual  design  of  the  proposed  Space  Station. 
(NASA/ Marshall  Space  Flight  Center) 

on  your  own.  To  ensure  that  you  work  at  peak 
efficiency,  we've  developed  a  customer  train- 
ing program  that's  second  to  none.  We  offer 
over  130  courses,  including  application  train- 
ing in  products  ranging  from  architecture  and 
civil  engineering  to  mapping  and  mechanical 
design,  engineering  and  manufacturing.  We 
also  help  you  gain  expertise  with  our 
microCAD  graphics  package,  MicroStation— 
the  software  that  brings  Intergraph  power  to 
personal  computer  systems. 


"Conceptual  Lunar  Lander, "  built  using  Intergraph 's  MicroStation 

software  and  rendered  with  Inteigraph's  Model  View  software. 

(McDonnell  Douglas  Space  Systems  Company) 

To  find  out  more  about  both  the  sophis- 
tication and  simplicity  of  our  systems,  call 
us  toll-free  in  the  U.S.  at  800-826-3515. 
In  Canada,  phone  403-250-6100.  And, 
remember:  to  get  the  most  out  of  Inteigraph, 
you  not  only  don't  have  to  be  a  rocket  scien- 
tist. You  don't  have  to  be  a  computer 
scientist,  either. 


INTERGRAPH 

Everywhere  you  look. 
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OPEN  IN  CASE  YOU  WANT         ^  ^ 
QUALITY  CARE  AND  COST  CONTROL 
FROM  ONE  OF  AMERICAS  LARGEST 
HEALTH  CARE  NETWORKS. 


The  Travelers'  commitment  to 
quality  products  and  cost  control  starts 
with  35,000  employees  dedicated  to 
customer  satisfaction. 

Of  these,  12,000  work  exclusively  in  our 
Managed  Care  and  Employee  Benefits 
Operation. 

That's  the  real  Travelers  difference. 

But  the  numbers  get  even  more  impressive. 

50,000  cardfully  selected  and  credentialed  physi- 
cians and  specialists  and  600  hospitals  in  130  major 
metropolitan  areas. 

$1.6  billion  in  new  business  in  1990  —  testimony  to 
a  company  whose  health  care  network  delivers 
appropriate  care  more  efficiently  through  local  medi 
cal  management.  A  company  that  customizes  pro- 
grams because  it  understands  that  not  all  businesses 
are  the  same.  A  company  committed  to  avoiding 
illness  —  and  expense  —  through  wellness  and  coun- 
seling programs. 

Two  more  numbers  to  be  remembered.  The 
Travelers  is  backed  by  $55  billion  in  assets  and  by 
a  127  year  traditioribf  service. 

This  is  Managf  d  Care  The  Travelers  Way. 

The  Travelers  Insurance  Company  and  its  Affiliates 
Hartford,  Connecticut  06183 


Thelravelersj 

You're  better  off  under  the  Umbrella! 


^^^^ 
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MARKETING 


eners  and  seat  covers  for  cars,  cheap 
underwear  and  shoddy  shoes. 

"The  philosophy  was  take  the 
money  and  run,  so  you  got  mass,  not 
class,"  says  Robert  Beleson,  who 
I  signed  on  last  May  as  chief  marketing 
officer  for  the  Playboy  brand. 

Playboy  has  been  earning,  pretax, 
about  $3  million  on  licensing  reve- 
nues of  $6  million  for  the  past  several 
years — a  steady  income  stream.  But 
those  products — particularly  the 
cheesy  hang  tag  deodorizers  for 
i  cars — gave  the  rabbit  a  black  eye. 
1 1  "You  always  saw  those  hang  tags  in 
pickup  trucks,  never  in  Porsches," 
says  Beleson. 

No  more.  Playboy  is  revoking  some 
licenses  and  letting  others  lapse.  The 
rabbit-head  hang  tags  are  being 
phased  out.  Instead,  Playboy  is  creat- 
ing its  own  designs  for  licensees  and 
trying  to  get  into  swankier  settings 
with  better-heeled  buyers.  For  in- 
stance. Playboy  will  start  using 
artworks  owned  by  its  Special  Edi- 
tions, Ltd.  art  publishing  subsidiary 
and  developing  products  around  the 
images.  So,  for  example,  a  blue  leather 
jacket  with  a  Keith  Haring  design  on 
the  back  will  sell  for  $1,200.  A  new 
watch  with  a  Haring  design  goes  for 
$65  in  Bloomingdale's.  "We've  got 
the  taste  patrol  in  place,"  says  Bele- 
son. "Nothing  tacky  is  going  to  make 
'  it  through." 

The  magazine  itself  is  fairly  healthy. 
Although  far  below  the  record  1 ,452 
pages  of  advertising  carried  in  1979, 
ad  pages  rose  4%,  to  749,  last  year 
during  a  horrendous  dip  in  the  maga- 
zine industry.  But  Christie  Hefner 
concedes  that  Playboy's  domestic  cir- 
culation of  3.5  million  has  litde  room 
to  grow.  And  revenues  of  the  publicly 
traded  company — $174  million  in  the 
fiscal  year  ended  last  June  30 — have 
been  largely  flat.  Pretax  earnings  in 
1991  were  $5.9  million,  down  from 
$7  million  in  1990. 

Playboy's  greatest  opportunities  lie 
in  overseas  markets,  where  the  com- 
pany feels  its  image  needs  no  tinker- 
ing. Repressive  political  regimes  seem 
invariably  to  be  followed  by  a  great 
outpouring  of  interest  in  sex.  After 
the  death  of  Generalissimo  Francisco 
Franco  in  1975,  Madrid's  kiosks 
bloomed  with  pornographic  maga- 
zines. As  the  Berhn  Wall  crumbled, 
busloads  of  repressed  East  Germans 


A  Playboy  music 
festival  in  Hong  Kong 
Targeting 
swingers  in 
emerging 
economies. 


flocked  to  Hamburg's  sex  shows  and 
shops  (Forbes,  Sept.  17, 1990). 

Beleson  believes  the  fall  of  totalitar- 
ian and  authoritarian  regimes  around 
the  world  augurs  well  for  Playboy.  The 
newest  foreign-licensed  editions  of 
the  magazine — there  are  15  in  all — 
are  in  Czechoslovakia,  Hungary  and 
Taiwan.  A  Polish  edition  is  in  the 
works.  Playboy's  German  edition 
sprang  quickly  through  the  breach  in 
the  Wall  with  the  first  East  German 
Playmate,  Anja  Kossak,  and  a  pictorial 
on  the  Girls  of  Friedrichstadtpalast,  in 
East  Berlin. 

This  year  a  Playboy  licensee  is 
opening  20  sportswear  boutiques  in 
mainland  Chinese  stores  run  by  the 
government.  The  boutiques  will  fea- 
ture outerwear,  jogging  suits,  jeans, 
even  dress  shirts,  pinstripe  suits  and 
attache  cases  with  the  rabbit  logo 
featured  proudly  above  the  lock.  Last 
fall  Playboy  sponsored  a  benefit  in 
Hong  Kong  for  victims  of  China's 
Jiangsu  flood,  pulling  in  some  of  the 
region's  biggest  television  and  pop 
music  stars.  A  current  Chinese -lan- 


guage TV  commercial  airing  in  Hong 
Kong — Playboy's  first  TV  commercial 
for  products — ends  with  the  flourish, 
"Playboy:  Always  start  from  now." 

Playboy  has  already  started  produc- 
ing TV  programming  for  Western  Eu- 
rope, where  a  greater  tolerance  for 
nudity  makes  a  steamy  pilot  series  like 
Playboy's  Eden  acceptable.  Next  it 
plans  to  expand  its  Playboy  Jazz  Festi- 
val, an  annual  event  in  Los  Angeles  for 
the  last  13  years.  Playboy  is  set  to  sign 
a  contract  with  Sony/Pace,  a  concert 
organizer,  for  about  20  jazz  festivals 
around  the  world  over  the  next  five 
years.  Playboy  will  get  a  piece  of  the 
revenues.  The  likeliest  venues  are  Ja- 
pan, where  Playboy  held  its  first  inter- 
national festival  last  year,  and  Germa- 
ny. Says  Beleson,  "I'd  love  to  do  one 
in  Lithuania." 

How  far  can  Christie  Hefner  take 
this  updated  version  of  her  dad's  frol- 
icsome vision?  She  won't  put  a  limit 
on  it,  but  she's  thinking  big.  Says 
Hefner /?//^;  "It's  the  idea  of  an  adult 
Disney — we  can  spin  off  every- 
thing." -J.L.  H 
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ONE  OF  THE  MOST  IMPORTANT 
ATHLETIC  COMPETITIONS  ANYWHERE 
has  no  losers.  It's  called  Special  Olympics. 
Every  year,  some  24,500  athletes  with 
mental    retardation    compete    in    the 
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BETH    HENNING 

California   Special   Olympics   volunteer 


California  Special  Olympics. 
These   Special  Olympians 

strive  for  much  more  than  ribbons 
and  medals.  They're  experiencing 
independence.  They're  developing 
confidence.  And  they're  challenging 
their  own  limitations. 

Best  of  all,  they're  all  winners.  But  ask 
any  of  the  30,000  Special  Olympics 
volunteers  and  they'll  say  they're  big 
winners,  too. 

"It's  almost  impossible  to  put  into  words 
the  joy  you  feel,"  says  Beth  Henning. 
"There's  a  sense  of  closeness  being  with 
these  athletes.  I  was  just  swept  away 
with  happiness." 

Beth  volunteered  for  the  first  time  two 
years  ago.  And  she  was  one  of  the  first  to 
sign  up  again  this  year.  She  couldn't  help 
being  moved  by  the  joy,  pride  and  love 
so  evident  during  the  Games. 

Volunteers  serve  as  coaches,  keep  times 
and  scores,  hand  out  awards  and  greet 
every  single  competitor  at  the  finish  line. 

With  a  handshake,  a  hug  or  a 
high-five. 

This  is  a  moment  everyone  remembers 
long  after  the  day  has  ended. 

We're  proud  that  Beth  works  in  the 
Market  Research  Department  of  our 
Lexus  division. 

She's  one  of  the  many  Toyota  people 
who  give  their  time  and  affection  to 
Special  Olympics. 

And  to  these  athletes,  even  a  little  of 
someone's  time  and  affection  can  mean 
the  difference  between  just  running  a  race 
and  breaking  through  barriers. 

TOYOTA 

INVESTING    IN   THE    INDIVIDUAL 
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The  information  age  is  burying  business  in  information. 
To  the  rescue  come  firms  like  Verity,  with  systems 
for  targeted  text  retrieval. 

Haystack  searching 


By  David  Churbuck 

You  CAN  BLAME  George  Boole,  the 
19th-century  logician,  for  the  frustra- 
tion computer  users  suffer  trying  to 
extract  the  perfect  piece  of  informa- 
tion from  a  database  of  documents. 

Boolean  logic,  which  frames  que- 
ries with  ORs  and  ands,  is  fine  if  the 
document  sought  can  be  precisely 
targeted  by  key  words,  dates  or  places 
of  publication.  But  often  it  can't  be. 

Let's  suppose  that  you  want  to 
assemble  a  folder  of  newspaper  and 
magazine  articles  addressing  George 
Bush's  reelection  prospects.  Too  re- 
strictive a  search  may  miss  important 
articles.  If  you  limit  the  retrieval  to 
items  that  mention  both  the  Presi- 
dent and  "reelection,"  for  example, 
you  will  miss  the  ones  that  talk  about 
his  popularity  and  the  coming  elec- 
tion but  don't  contain  the  word  "ree- 


lection." Too  broad  a  query  also  gives 
useless  results.  Ask  for  all  items  con- 
taining "George  Bush  OR  President 
Bush"  and  one  popular  news  retrieval 
service  responds  that  there  are 
1,866,525  selections. 

The  answer  to  this  needle -in -the - 
haystack  problem  is  intelligent  text 
retrieval,  software  that  can  combine 
the  raw  power  of  a  computer  shuffling 
through  tens  of  millions  of  docu- 
ments with  the  common  sense  that  a 
human  researcher  would  bring  to  the 
problem.  Most  text  retrieval  being 
done  today  is  still  of  the  literal-mind- 
ed. Boolean  variety.  But  as  intelligent 
searching  systems  become  more  pow- 
erftil,  they  could  expand  the  market 
considerably,  from  one  where  legal, 
academic  and  scientific  users  predom- 
inate to  one  where  corporations  rou- 


tinely search  published  documents  to 
find  out  more  about  their  competi- 
tors and  customers.  Analyst  Ann  Pa- 
lermo of  International  Data  Corp. 
projects  that  the  market  for  retrieval 
sofiiware  will  quadruple  by  1995,  to 
$400  million  a  year. 

Among  the  players  in  the  smart 
searching  business  are  Fulcrum,  an 
Ottawa  company  that  sells  text  re- 
trieval software  to  other  software  and 
hardware  companies,  and  Veritv'  Inc., 
a  Mountain  View,  Calif,  company 
that  has  a  license  to  commercialize 
some  of  Advanced  Decision  Systems 
Research's  techniques.  Verity  has  its 
roots  in  Advanced  Decision,  now  a 
subsidiary  of  management  consul- 
tants Booz,  Allen  &  Hamilton,  which 
contracts  with  the  government. 

Clifford  Reid,  the  3 3 -year-old  mit 


Verity  President 
Michael  Plinerwith 
vice  presidents 
Clifford  Reid  and 
Robert  Williams 
Their  software 
turns  computers 
into  high-speed 
reference 
librarians. 
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Classic  text  searching  is 
very  rigid  in  its  Boolean  OR 
and  AND  logic.  Verity's 
Topic  software,  in  contrast, 
allows  a  researcher  to  hint 
around  about  his  topic  of 
interest  and  fetch  docu- 
ments that  merely  come 
close.  The  software  is  a 
descendant  of  the  "ftizzy 
logic"  school  of  artificial 
intelligence. 

The  drawback  to  Topic 
is  that  it  demands  more 
mental  effort  on  the  part 
of  the  user.  But,  having 
drafted  a  query  on  a  par- 
ticular subject,  the  user  can 
apply  it  again  and  again — 
say,  to  each  day's  wire  ser- 
vice stories. 

In  the  example  below, 
a  stock  analyst  needs  a  sys- 


0.40 


acquisition 


american     i 

telephone    I 

and  telegraph  I 


tem  for  retrieving  items 
relating  to  corporate  take- 
overs by  AT&T.  He  com- 
poses a  query  he  calls 
"Phone-Deal."  The  que- 
ry branches  off"  into  two 
subtopics.  The  first  lists 
words  suggestive  of  corpo- 
rate dealmaking;  the  sec- 
ond, the  different  ways 
AT&T  could  be  represent- 
ed in  news  articles. 

The  results  of  this 
search  range  from  an  item 
about  Teradata's  second- 
quarter  results  that  de- 
scribes AT&T's  purchase 
of  that  company  to  an  item 
mentioning  AT&T  and  an 
"acquisition" — a  word 
that  turns  out  to  refer  to  a 
government  purchasing 
program. 


Score  Headline 

0.88    Teradata  Reports  Second-Quarter 
Results 

0.80    Firms  Dispute  FCC  Approval  of 
Bell/Metro  Merger 

0.80    NCR  Sales  Channels  Now 
Marketing  the  StarServer 

0.80    AT&T  Reports  Earnings 

0.75    AT&T  Unit  Unveils  High-Speed 
Transmission  Technology 

0.60    BellSouth  Reports  1991  Results 

0.50    AT&T  Waives  Sign-Up  Fee  For 
Reach  Out  Ohio  Plans 

0.40    Pentagon  Extends  CHAMPUS 
Contract;  Re-Bid  Anticipated 
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and  Harvard  Business  School  gradu- 
ate who  founded  Verity  in  1988,  calls 
his  firm's  approach  "conceptual 
searching."  Verity  is  aiming  its  Topic 
software  not  at  occasional  users  of  the 
sort  who  might  call  up  Dialog  or  Dow 
Jones  News  Retrieval  when  they  visit  a 
library,  but  rather  at  corporations 
making  the  same  sorts  of  inquiries 
over  and  over.  Example:  a  pharma- 
ceutical company  tracking  adverse  re- 
actions to  its  products  through  several 
databases  connected  over  a  local  area 
network.  One  database  would  hold 
Federal  Drug  Administration  reports 
on  the  drugs,  another  internal  lab 
reports  and  another  communications 
from  physicians  noting  reactions. 

Topic  takes  advantage  of  the  repeti- 
tiveness  of  queries  by  picking  the 


user's  brain  for  information  about  the 
subjects  that  are  relevant  and  their 
relation  to  one  another.  An  expert 
familiar  with  the  subject  of  the  search 
assigns  weights  to  search  terms,  then 
composes  a  sample  query  on  adverse 
reactions  that  would  link  together 
terms  that  might  be  germane.  When- 
ever a  person  needed  to  research  the 
subject  of  adverse  reactions,  he  would 
run  the  all-purpose  query  in  conjunc- 
tion with  the  name  of  a  specific  drug. 
Verity's  customers  include  the 
White  House,  which  uses  it  to  route 
wire  service  reports  to  the  appropriate 
staffers;  Bankers  Trust,  which  uses  it 
to  study  competitors;  and  the  De- 
fense Department  agency  charged 
with  ensuring  that  sensitive  or  dan- 
gerous technology  isn't  shipped  to 


the  wrong  hands.  "We  have  a  large 
volume  of  data  that  needs  to  be  sifted 
through  to  track  those  people  who 
may  be  shipping  restricted  technol- 
ogy to  the  bad  guys,"  says  this  agen- 
cy's Colonel  Francis  Wilson.  "We  just 
can't  do  that  in  a  timely  fashion  by 
having  analysts  go  through  it.  With 
Topic,  we  can  filter  the  information 
based  on  parameters  that  set  the  im- 
portance of  certain  terms." 

Reid  explains:  "In  a  Boolean  sys- 
tem you  issue  a  query  and  in  essence 
segment  the  database  into  two  sets, 
those  documents  that  match  and 
those  that  don't.  Our  system  estab- 
lishes another  set,  the  set  that  broadly 
includes  everything  you  might  be  in- 
terested in,  with  the  system  determin- 
ing the  degree  to  which  the  document 
is  in  your  set." 

Like  other  retrieval  systems  being 
proposed  in  academia  or  developed 
by  commercial  firms.  Verity's  can 
rank  retrieved  documents  in  impor- 
tance. "Topic  is  like  telling  the  re- 
searcher to  give  you  everything  on  a 
subject  but  put  the  good  stuff  on 
top,"  says  Robert  Williams,  vice  presi- 
dent of  marketing  at  Verity. 

Topic  can  also  make  connections 
between  documents  that  fit  the  user's 
query  and  loosely  related  documents. 
Says  Williams:  "Often  the  most  inter- 
esting result  of  a  search  isn't  finding 
the  right  document  but  finding  12 
that  are  related  in  an  interesting  way, 
inspiring  a  point  of  view  that  you 
hadn't  thought  of  before." 

That's  getting  more  sophisticated, 
but  until  smarter  systems  such  as  Top- 
ic become  more  popular,  computers 
will  still  have  a  way  of  constantiy 
reminding  the  user  that  they  are  just 
computers.  When  Reid  used  the  old- 
fashioned  technique  to  query  a  data- 
base for  articles  about  earthquakes,  he 
got  back  a  lot  of  irrelevant  baseball 
stories.  The  search  program  had  con- 
cluded from  the  many  mentions  of 
the  interrupted  World  Series  game  in 
stories  about  the  1988  San  Francisco 
quake  that  the  Oakland  A's  and  the 
San  Francisco  Giants  had  some  causal 
connection  to  the  subject. 

So  maybe  machines  can  never  fijnc- 
tion  as  good  researchers  without  out- 
side help  from  humans.  But,  given  the 
huge  volume  of  text  to  be  searched, 
neither  can  humans  fimction  without 
the  machines.  Hi 
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Redefining  IMicroeiectronics:  End  users  under- 


stand best  what  they  want  from  microelectronics  to  give 


Power  control  in  automotive  systems 


their  products  a  competitive  edge.  We  know  because 


we  are  end  users.  So  is  our  parent, 


Power  regulation  in  telecommunications 


Daimler-Benz  Group.  What  makes  us 


unique  is  that  we're  also  a  leading  supplier.  We're  dis- 

Analog  signal  processing  in  test  and  measurement  equipment 


tinguished,  as  well,  by  our  century  of  industry  experience 


Motion  control  in  hard  disk  drives 


and  our  worldwide  infrastructure.  Our  Telefunken  heritage 


instills  us  with  European  precision,  while  French-based 

Antiskid  braking  control  unit 


'e 


Matra  MHS  and  Silicon  Valley-based  Siliconix  keep 


Semiconductor  components  for  microwave,  cellular  phone  and  optical  fiber  communication 


US  on  technology's  cutting  edge.  The  combination 


delivers  added  value -not  only  through 


Multicfiip  modules  with  chip-on-siiicon 


innovation  and  performance,  but 


durability  and  longevity.  Call  (908)  231-8405  to  see  how 


AEG  can  redefine  microelectronics  for  you. 

Power  management  in  portable  computers 


AEG  Corporation. 


AEG 


Member  of  the  Daimler-Benz  Group 
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The  coming  generations  of  chips  must  be  made  in  factories  that  are 
nearly  perfectly  clean.  Are  the  U.S.  manufacturers  up  to  the  challenge? 

Cleanliness  is  next  to 
competitiveness 


By  Julie  Pitta 

If  the  Japanese  semiconductor  firms 
have  excelled  at  mass  manufacturing 
techniques,  their  U.S.  competitors 
have  excelled  at  design  skills.  Thus  it  is 
that  while  Japan  dominates  markets 
for  commodity  chips  like  dynamic 
random  access  memories,  the  U.S.  is 
ahead  in  chips  demanding  design  in- 
genuit)' — namely,  microprocessors . 
But  U.S.  chipmakers  are  now  finding 
that,  to  remain  competitive,  they 
must  solve  one  ver\'  knott\^  manufac- 
turing problem:  air  purit^^  Micro- 
scopic dirt  particles  present  in  a  fabri- 
cation line  can  destroy  the  ever  more 
elegant  chips  coming  out  of  it. 

By  the  end  of  the  decade,  it  is  likely 
that  the  electronic  components 
etched  onto  silicon  chips  will  shrink  to 
a  width  of  less  than  0.2  microns.  That 
is  Vsooo  of  a  millimeter,  and  a  third  the 
width  of  circuit  lines  in  today's  chips. 

"We  used  to  speak  in  terms  of  a 
human  hair  for  comparison,"  says 
Eugene  Feit,  director  of  contamina- 
tion-fi-ee  manufacturing  at  Sematech, 
the  consortium  of  U.S.  chipmakers 
chartered  to  improve  semiconductor 
manufacturing  techniques.  "Now 
we're  talking  about  molecules  on  a 
human  hair." 

The  delicacy  of  these  chips  of  the 
fiiture  will  cause  semiconductor  man- 
ufacturers to  worry  about  dirt  parti- 
cles the  size  of  0.01  microns.  Such 
particles  are  far  too  small  for  the 
human  eye  to  detect,  but  to  a  0.2- 
micron  wire  they  are  the  equivalent  of 
a  boulder  on  the  highway.  A  Class  1 
clean  room,  the  condition  under 
which  most  chips  are  fabricated  to- 
day, allows,  per  cubic  foot  of  air,  just 
one  particle  more  than  0.5  microns 
wide.  A  human  being  t\'pically  sheds 
about  15,000  to  20,000  particles  that 
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Clean  Intel  worker 
Without  a  suit,  a 
human  would  shed 
14,999  too  many 
particles. 


size  per  minute  while  resting. 

In  the  U.S.,  creating  Class  1  condi- 
tions is  a  challenge.  But  the  Japanese 
have  mastered  that  and  are  moving 
ahead  rapidly.  Tadahiro  Ohmi,  a  pro- 
fessor at  Tohoku  University  in  the  city 
of  Sendai,  north  of  Tokyo,  presides 
over  an  experimental  clean  room  said 
to  contain  only  1  particle  per  350,000 
cubic  feet  of  air. 

How  do  you  build  a  practical  fabri- 
cation line  as  clean  as  that?  One  way  is 
to  replace  the  workers  with  robots,  a 
technique  that  comes  naturally  to  the 
Japanese.  "It  defeats  the  purpose  to 
have  people  in  a  plant,"  says  Andrew 
Arata,  qualit)'  director  for  Toshiba 
America's  Microelectronics  Center  in 
Sunnyvale,  Calif. 

The  Americans  are  learning.  At  Se- 
matech, Eugene  Feit's  team  is  looking 
at  closely  grouping  pieces  of  machin- 
er\'  so  that  a  central  robot  can  move 
wafers  from  one  process  chamber  to 
the  next  without  going  ver\'  far.  "The 
shorter  the  distance  the  wafers  are 
being  moved,  the  less  chance  that 
there'll  be  [mechanical]  wear  and  [re- 
sulting stray]  particles,"  Feit  says. 

Care  also  must  be  taken  that  the 
chemicals  used  begin  and  remain 
pure.  "What's  not  understood 
enough  is  what's  happening  around 
the  equipment,"  says  Pallab  Chatter- 
jee,  a  vice  president  at  Texas  Instru- 
ments. "Even  though  a  gas  or  liquid 
may  start  out  pure,  there  can  be 
changes  as  they  travel  through  the 
deliver)'  system." 

If  robots  arc  going  to  be  doing  the 
work,  why  not  just  do  all  the  manufac- 
turing in  a  vacuum?  Answer:  Main- 
taining a  factor)'-wide  vacuum  would 
simply  cost  too  much.  In  a  compro- 
mise between  cost  and  cleanliness, 


-^ 


IBM  is  experimenting  vsith  vacuuming 
away  particles  ft"om  the  air  immediate- 
ly surrounding  the  silicon  wafer  as  it  is 
being  processed. 

A  Sunnwale,  Calif,  startup.  High 
Yield  Technolog)',  has  developed  a 
particle  monitor  that  can  be  built  into 
chip  fabrication  equipment.  The  de- 
vice has  been  purchased  by  IBM,  Intel 
and  Motorola  as  well  as  by  leading 
Japanese  chipmakers. 

The  consensus  is  that  nearly  perfect 
cleanliness  can  be  achieved,  but  at  a 
price.  Chip  factories  are  already 
dauntingly  expensive.  Motorola,  for 
instance,  spent  $650  million  to  build 
a  C^lass  1  lactor\'  a  \ear  ago  in  Austin, 
Tex.  The  Japanese  chipmakers  have 
shown  that  they  will  invest  w  hatcver  is 
necessar\'  to  produce  the  most  ad- 
vanced chips.  Will  the  U.S.  companies 
be  able  to  keep  up?  ^ 
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American  Power  Conversion  is  cleaning  up  on  the 
computer  networking  boom— the  low-tech  way. 

When  the  lights 
go  out 


By  David  Churbuck 

Three  Massachusetts  Institute  of 
Technology  engineering  graduates 
founded  American  Power  Conver- 
sion in  1981  to  make  solar  power 
products.  But  the  idea  flopped  and 
the  company  nearly  went  under. 
Then  the  company  went  into  the 
mundane  business  of  making  lead 
batteries — specifically,  batteries  to 
back  up  personal  computers,  whose 
precious  data  can  be  lost  in  a  momen- 
tary blackout  or  power  surge. 

The  company's  owners  could 
scarcely  have  known  what  a  gold  mine 
they  had  stumbled  onto.  Value  Line 
estimates  that  American  Power, 
which  went  public  in  1988,  netted 
$15  million  on  $91  million  in  sales 
last  year.  The  company's  38%  average 
return  on  equity  over  the  last  five 
years  ranks  it  near  the  top  of  FoRBES' 
list  of  the  country's  200  best  small 
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American  Power's  Rodger  Dowdell  Jr. 
Smart  batteries,  smart  factory. 


companies  (Forbes,  Nov.  11,  1991). 

American  Power  Conversion  had 
several  things  going  for  it.  The  back- 
up battery  market,  though  lucrative, 
is  small  enough  not  to  have  attracted 
any  giant  computer  firms,  and  the 
backup  power  supplies  have  electron- 
ic circuitry  in  them — meaning  not  any 
battery  company  could  waltz  into  the 
business.  Finally,  Rodger  Dowdell  Jr., 
who  took  over  as  chief  executive  in 
1985,  knows  a  thing  or  two  about 
efficient  manufacturing. 

Dowdell  moved  the  company  fi-om 
its  expensive  quarters  on  Massachu- 
setts' Route  128  to  West  Kingston, 
R.I.,  where  tax  incentives,  cheap  real 
estate  and  skilled  labor  enabled  him  to 
offer  some  of  the  cheapest  backup 
power  supplies  on  the  market.  At 
American  Power's  spartan  headquar- 
ters, no  one  has  a  secretary.  Papers  are 
stacked  on  floors.  The  lobby  is  two 
couches  and  a  display  of  the  compa- 
ny's products. 

But  on  the  company's  manufactur- 
ing system,  nothing  has  been  stinted. 
The  assembly  line  is  mostiy  automat- 
ed, with  machines  placing  and  solder- 
ing components  onto  circuit  boards 
before  feeding  the  boards  to  human 
quality-control  testers. 

The  company's  products  range  in 
price  from  a  $2,000  power  supply 
designed  to  protect  minicomputers 
and  telephone  switchboards  down  to 
a  $169  backup  for  a  single  desktop 
personal  computer.  American  Power 
Conversion  says  it  has  30%  of  the 
market  for  backup  power  supplies  for 
desktop  computers. 

Battery  backups  are  not  power  re- 
placements. They  won't  allow  a  com- 
puter to  keep  running  for  more  than  a 
few  minutes  when  the  power  fails.  But 


they  do  provide  enough  emergency 
power  for  users  to  save  their  work  on  a 
disk  before  the  computer  faints. 

The  technology  inside  a  power  sup- 
ply consists  of  a  lead-acid  battery, 
some  circuitry  designed  to  even  out 
surges  and  lulls  in  the  power,  and  a 
switch  that  detects  a  lapse  in  incoming 
power  and  automatically  turns  to  the 
battery  for  backup.  The  cpmpany  has 
added  value  to  this  fairly  simple  tech- 
nology by  developing  software  that 
analyzes  the  quality  of  electricity  and 
gives  computer  managers  a  record  of 
power  problems. 

American  Power  first  marketed  its 
products  to  customers  who  manage 
network  servers — the  large  PCs  that 
handle  the  traffic  of  up  to  100  con- 
nected computers.  Smart  move. 
Networking  technology  has  proved 
to  be  surprisingly  recession-proof  as 
companies  try  to  milk  the  most  out  of 
the  computers  that  they  have  by  tying 
them  together  and  doing  away  with 
expensive  mainfi-ame  and  minicom- 
puter systems. 

Dowdell  sees  growth  ahead.  Many 
electric  utilities,  pressed  to  cut  their 
capital  budgets,  are  delivering  less 
reliable  electricity.  And  financially 
strained  corporate  data  processing  de- 
partments are  shifting  from  main- 
frame computers  that  would  be  out  of 
American  Power's  range  to  networks 
of  desktop  machines  that  are  well 
within  it.  Eastern  Europe  and  Third 
World  companies  are  another  hot 
market  opportunity,  as  power  sup- 
phes  in  those  areas  are  notoriously 
unreliable. 

"On  a  unit-per-GNP  basis,"  says 
Dowdell,  "Hungary  is  our  biggest 
market." 

Dowdell  adds:  "One  of  our  most 
popular  products  cost  $799  in  1986. 
Today  that  same  product  costs  $349. 
That  wouldn't  be  very  remarkable  if 
semiconductors  were  the  major  cost, 
but  in  our  case  it's  copper,  sheet  metal 
and  batteries.  We're  just  getting  bet- 
ter about  engineering  and  building 
these  things,  to  the  point  where  we 
export  them  to  Asia.  We're  very  proud 
oftiiat." 

Here's  something  else  to  be  proud 
of:  In  the  four  years  since  American 
Power  Conversion  went  public,  its 
stock  has  climbed  better  than  thirty- 
fold.  From  lead  batteries?  Who'd  have 
thunk  it?  ^ 
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UUMPUItK  UtNIURES 


COMPUTERS/COMMUNICATIONS 


100  times 
earnings 


COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A,  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


Technology  stocks  are  like  fighter 
jets.  The  faster  they  go,  the  faster  they 
are  able  to  go  because  of  the  greater 
amount  of  air  being  rammed  into 
their  engines.  Until  they  crash,  that  is. 

This  comes  to  mind  in  a  wild  bull 
market  where  at  least  a  dozen  com- 
puter stocks  are  trading  at  100  times 
earnings  or  better.  The  higher  these 
stocks  go,  it  seems,  the  more  investors 
want  them.  The  p/e  100  Club  in- 
cludes such  companies  as  Bachman 
Information,  Oracle,  PictureTel,  Re- 
tix,  Tellabs  and  Wellfleet  Communi- 
cations. Oracle  is  on  the  list  because  of 
a  dip  in  earnings  to  near  the  break- 
even point,  but  the  others  are  simply 
hot  stocks.  In  recent  weeks  another 
dozen  or  so  have  been  flirting  with 
three-digit  multiples,  including  Chip- 
com.  Compression  Labs,  Parametric 
Technology,  Platinum  Technology, 
Sybase  and  Symantec. 

There's  a  case  to  be  made,  if  not  for 
huge  multiples,  at  least  for  rising  ones. 
For  the  last  eight  years  the  prices  of 
technology  and  other  small-capital- 
ization issues  have  failed  to  keep  pace 
with  the  shares  of  large  companies. 
Why  shouldn't  they  catch  up.> 

With  interest  rates  falling  to  20-ycar 
lows,  investors  are  buying  stocks  with 
money  that  had  been  in  bonds,  sav- 
ings accounts  and  money  market 
ftinds.   This  surge  of  liquidity  has 


pushed  up  the  multiples  for  compa- 
nies of  all  kinds,  and  the  more  rapid 
the  growth  of  a  company,  the  greater 
the  multiple  it  would  seem  to  deserve. 
The  P/E  for  such  a  stodgy  group  of 
companies  as  the  Dji  has  more  than 
doubled  in  the  last  year,  rising  from  1 3 
to  32 .  Part  of  this  change  is  a  reflection 
of  a  depression  in  earnings  from  write- 
offs, but  a  large  part  is  market  exuber- 
ance at  a  time  of  weak  operating 
results.  Under  the  circumstances, 
shouldn't  the  multiples  on  high- 
growth  companies  at  least  keep  pace.'' 

Since  the  beginning  of  1991,  the 
P/E  of  design-automation  software 
publisher  Parametric  Technology  has 
more  than  doubled,  rising  from  42  to 
98.  Although  that's  twice  the  p/e  of 
the  typical  software  company.  Para- 
metric is  four  times  as  profitable  (in 
terms  of  net  as  a  percent  of  sales). 
PictureTel's  p/e  is  twice  that  of  the 
average  communications  equipment 
maker,  but  its  revenues  are  rising  six 
times  as  rapidly. 

In  this  recession  small-cap  high- 
technology  companies  seem  to  be 
doing  better  than  large-cap,  low- 
technology  companies.  According  to 
the  Institutional  Brokers  Estimate 
System,  analysts  are  predicting  that 
earnings  will  more  than  double  in 
1992  for  companies  with  capitaliza- 
tions of  less  than  $500  million.  That's 
five  times  the  earnings  growth  expect- 
ed for  companies  with  capitalizations 
of  more  than  $2  billion. 

But  do  such  expectations  mean  that 
the  small-cap  companies  should  have 
P/Es  that  are  so  much  greater  than 
those  of  large -cap  companies? 

Like  PictureTel  and  Parametric, 
most  of  the  high-multiple  companies 
on  my  litde  list  arc  excellent.  That  still 
leaves  ample  room  for  concern  about 
the  high  altitudes  their  stock  prices 
have  attained. 

Consider  PictureTel.  After  decades 
of  false  promises  and  disappointed 
hopes,  video  teleconferencing  seems 


at  last  to  be  on  the  verge  of  the 
popularity   that   its   advocates   havt 
long  foreseen.  As  a  consequence,  Pic 
tureTel's  revenues  doubled  in  the  lasi 
12  months,  to  $63  million.  Among 
the  several  contenders  for  video  con- 
ferencing on  the  desktop,  PictureTel , 
would  seem  to  have  an  edge,  given  its 
close  relation  with  Intel  and  IBM.  The  I 
company  seemed  to  be  foundering  a  I 
few  years  ago,  and  the  stock  was  at  3. 
But  PictureTel  is  hot  now.  The  shares 
recently  traded  at  47. 

All  that  is  missing  from  this  happy 
picture  is  earnings  to  match  the  stock 
price.  For  1991,  securit>'  analyst  esti- 
mates average  out  to  40  cents  a  share. 
Let's  assume  all  goes  well  for  Picture- 
Tel and  that  its  earnings  double  annu- 
ally for  the  next  three  years.  At  today's 
prices,  it  is  trading  at  almost  20  times 
these  hypothetical  1994  earnings. 
What  happens  if  PictureTel's  perfor- 
mance falls  short  of  expectations.'  The 
stock  will  fall  out  of  the  sk\'. 

Or  look  at  nView,  perhaps  the  in- 
dustry's best-performing  new  issue  of 
1991.  In  the  last  eight  months  the 
company's  market  value  has  risen 
from  $22  million  to  $120  million. 
The  P/E  is  85.  Suppose  the  company's 
technology  supplier.  Sharp  of  Japan, 
begins  to  compete  with  it  in  liquid- 
crystal  displays,  as  some  expect,  and 
that,  as  a  result,  nView's  earnings 
growth  slows  or  stops.  The  stock  will 
fall  out  of  the  sk>'. 

Whether  the  disaster  first  occurs 
with  nView,  or  PictureTel  or  a  com- 
pany I  haven't  mentioned,  it  could 
happen  in  a  way  to  send  investors 
fleeing  en  masse  from  little  computer 
companies.  We  saw  such  a  flight  from 
technology  beginning  in  the  summer 
of  1983.  Just  before  that  high  point, 
people  were  willing  to  pay  60  or  90 
times  earnings  for  any  number  of 
small  computer  and  electronics  out- 
fits. After  the  crash,  they  didn't  want 
the  stocks  at  20  times  earnings. 

The  victims  of  the  technolog>-  col- 
lapse that  began  in  mid- 1983  (and 
lasted  for  years)  weren't  only  the  late- 
comers to  the  stocks.  They  were  also 
all  the  computer  startups  that,  for  a 
long  time  afterward,  had  a  devil  of  a 
time  raising  the  monc\'  the\-  needed 
for  growth.  In  sum,  if  1  were  running 
one  of  the  companies  in  the  r  v  100 
Club,  1  just  might  U>ok  on  the  mar- 
ket's mania  as  a  mixed  blessing.     ■§ 
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150  Year  Old  Technology  Weds  Silicon 
Valley*s  Most  Glamorous  Star. 

If  you  think  of  microfiche  as  a 
medium  relegated  to  the  basement 
archives,  then  you  need  to  dust  offyour 
view  of  what's  happenir^  at  Anacomp. 

We  recently  marriedthe  old  reliable 
microfiche  to  the  most  glamorous  graph- 
ics  capabilities  that  today's  computer 
chips  can  muster  in  the  world's  fastest, 
most  efficient,  most  productive  infomia- 
tion  and  image  management^  &.  IM) 
system :  TheDatagraphiXXI^  2000™^ . 

You  Can  Put  AWhole  Library 
In  A  File  Cabinet* 

ThenewXFP  2000 
has  spawned  a  won- 
drous storage  fiche 
called  "Winder 
Fiche."  It  has  all  the 
advantages  of  space 
and  paper  savings  that 
alone  may  pay  for  die 
cost  of  the  system. 


The  Wonder  Fiche  D^ests 

Data  Faster  Because 

It  Takes  Ferocious  Bytes» 

Our  system  is  software-driven, 
designed  to  double  the  throughput  of 
competitive  micrographics  setups. 
Speed  and  productivity  are  enhanced. 
And  with  features  like  Advanced 
Function  Indexing^^  andAnatrieve^^, 
sortingand  retrieval  of  microfiche  is 
virtuafly  automatic. 

What  You  Put  In 
Is  What  You  Get  Out. 

The  "Advanced  Function  Plat- 
form" of  the  XFP  2000  enables  one  to 
duplicate  forms  and  documents  with 
the  same  graphics  as  the  original.  It 
offers  enhanced  graphics  capabilities 
with  the  ability  to  replicate  a 
variety  of  fonts,  forms,  signa- 
tures, logotypes,  invoices  and 
sratements  which  have  the 
^,,   "branded"  and  "corporate- 
'  ^.     look"  of  the  original.  No  wonder 


nearly  all  of  America's 
1,000  largest  cor- 
porations nave  a 
relationship  with  us. 

It  Ain't  The  Same 
OldFiche  Story. 

Fiche  and  chips  can 
be  a  blue  chip  investment 
for  your  company.  For 
information  on  owning  an  Anacomp 
I  &  IM  system,  or  on  how  we  can  handle 
your  needs  throu^  one  of  our  service 
bureaus,  write  J.  Mark  Woods,  E.V.P., 
Anacomp,  Inc.,  3060  Peachtree  Road, 
N.W.,  Suite  1 700,  Atlanra,  Georgia 
30305.  Orcall404-262-2667. 

THE  IMAGE  OF  THE  FLTTURE. 

anacomi? 


©1991  Anacomp,  Inc.  Anacomp  and  DatagraphiX  are  registered 
trademailui  of  Anacomp,  Inc.  DatagraphiX  XFP  2000  (and  XFP 
2000),  Advanced  Function  Indexing  and  Anatrieve  are  trademarks 
of  Anacomp,  Inc. 


INSIGHTS 


SCIENCE  &  TECHNOl 


A  woman's  right 
to  choose 


COMMENTARY  BY  PETER  RUBER 


Peter  Huber,  a  senior  fellow  of  the  Manhattan 
Institute,  is  the  author  of  the  just  published 
Galileo's  Revenge:  Junk  Science  in  the 
Courtroom  (Basic  Books). 

The  remarkable  thing  about  the  sili- 
cone breast  implant  flap  is  not  who's 
screaming,  but  who  isn't. 

Whose  voice  is  missing  from  this 
latest  junk-science  fracas?  Look  at  it 
this  way.  A  woman  is  seated  in  the 
privacy  of  her  doctor's  office.  She's 
discussing  a  matter  of  intensely  per- 
sonal interest.  It  affects  both  her  men- 
tal and  her  physical  well-being.  Some 
women  even  believe  it  affects  their 
chance  to  snare  mates  and  bear  chil- 
dren. Pretty  personal  stuff,  I'd  say. 
And  the  Food  &  Drug  Administra- 
tion wants  to  horn  in. 

So  where  are  the  pro-choicers  to 
protest  the  FDA's  intrusion.^  Where's 
the  American  Civil  Liberties  Unioni* 
Where  are  the  act  UPers,  who've 
been  denouncing  the  fda  logjam  on 
AIDS  drugs?  There's  a  principle  at 
stake  here,  but  the  people  with  the 
greatest  need  to  affirm  it  aren't  say- 
ing anything. 

The  smartest  thing  the  right-to- 
life  forces  could  do  right  now  would 
be  to  seize  on  the  pro-choice 
groups'  silence.  Find  an  appropriate 
front,  challenge  the  fda's  ban  on 
silicone  breast  implants  all  the  way 
to  the  Supreme  Court — and  aim  to 
lose  every  step  of  the  way.  Forget 
privacy — a  ban  on  implants  is  in  the 
public  interest.  And  incidentally,  if 
the  state  can  regulate  whether  or  not 
a  woman  can  put  a  bag  of  silicone 
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into  her  chest,  it  obviously  can  also 
regulate  whether  she  can  put  an 
aspirator  into  her  uterus  or  a  contra- 
ceptive pill  into  her  mouth. 

But  as  sometimes  happens  when 
Big  Brother  decides  to  protect  litde 
sister,  without  the  aspirator  you  may 
get  the  coat  hanger.  There  are 
170,000  new  cases  of  breast  cancer 
every  year.  The  possibility  of  breast 
reconstruction  helps  some  women 
screw  up  their  courage  to  get  regular 
screenings  and,  if  they  feel  it  is  neces- 
sary, undergo  reconstructive  surgery. 
The  available  alternatives — saline  im- 
plants or  a  woman's  own  tissues — are 
either  much  more  expensive  or  un- 
suitable for  some  women  or  some 
types  of  repair. 

Some  30,000  women  a  year  are 
seeking  some  kind  of  reconstruction 
after  surgery.  Now,  thanks  to  Wash- 
ington's fringe -science  vigilantes, 
many  women  believe  that  the  only 
safe  end  of  breast  cancer  is  irreparable 
mutilation.  Do  you  suppose  that  1  in 
100  breast  cancer  victims  will  find 
that  prospect  too  dismal  to  bear,  and 
so  wait  an  extra  six  months  before 
having  that  lump  checked  out?  Or 
might  it  be  1  in  10 — 17,000  women  a 
year,  perhaps?  I  don't  know;  no  one 
does.  But  it's  a  pretty  safe  bet  that 
some  real  women  are  going  to  die 
because  of  the  choice  they  just  lost  to 
hand -wringing  at  the  FDA. 

A  whole  lot  more  women,  in  fact, 
than  are  ever  likely  to  be  killed  by 
silicone  itself  The  fda  knows  this. 
Norplant,  the  new  contraceptive  that 
the  FDA  recentiy  approved  with  much 
fanfare,  is  delivered  from  a  silicone 
implant.  Silicone  is  used  to  lubricate 
syringes:  A  diabetic  can  inject  a 
breast's  worth  of  sihcone  during  her 
lifetime.  Silicone  is  used  in  intrave- 
nous tubing  and  in  shunts  for  deliver- 
ing chemotherapy.  Some  30,000 
American  men  have  silicone- based 
testicular  implants.  Science  can  never 
prove  negative  propositions  absolute- 


ly. But  if  silicone  presents  any  seriou: 
chemical  hazards  to  the  human  body 
they  should  already  be  apparent.  Tht 
fact  is,  they  aren't.  We  are  dealing 
here  not  with  science  but  with  Wash- 
ington's policy  pundits  and  publicists 
who  prosper  by  making  mountains 
out  of  molehills. 

All  of  this  should  be  largely  beside 
the  point,  of  course.  Even  if  silicone 
presents  real  dangers,  it  obviously  also 
offers  some  real  benefits,  unless  we  are 
to  believe  that  every  woman  who  ever 
sought  a  breast  implant  was  a  fool  or  a 
dupe.  That's  pretty  much  what  we're 
being  told,  however.  The  entire  de- 
bate has  revolved  around  a  vision  of 
vain,  foolish,  helpless  vvomen — wom- 
en at  the  mercy  of  manipulative  doc- 
tors and  conspiring  chemical  compa- 
nies, women  more  like  children  than 
adults,  women  incapable  of  making 
intelligent,  individual  choices  for 
themselves.  Given  all  the  recent  pub- 
licity, no  one  can  even  plausibly  claim 
that  a  woman  who  now  opts  in  favor 
of  a  silicone  implant  has  not  been  fiiUy 
informed  of  the  risks.  If  an)iJiing,  she 
has  been  overinformed.  The  choice 
should  now  be  hers. 

Feminists  have  been  making  a  lot  of 
bad  tactical  calls  recentiy,  but  the 
position  they  have  taken  on  breast 
implants  is  their  worst  yet.  When  it 
came  down  to  defending  the  indi\id- 
ual  woman's  right  to  choose,  or  de- 
nouncing adolescent  male  concep- 
tions of  female  beauty,  many  feminists 
preferred  to  denounce.  With  or  with- 
out silicone  on  the  market,  some  men 
will  always  be  adolescents,  and  some 
women  will  always  cater  to  their 
tastes.  But  when  you  compromise  on 
the  principle  of  personal  autonomy — 
of  freedom  of  individual  choice — you 
are  soon  left  with  all  compromise  and 
no  principle. 

If  the  pro-choicers  can't  uin  this 
one — don't  even  care  to  win  it,  in 
fact — they  can't  win  anything.  A 
breast  implant,  safe  or  dangerous, 
intact  or  ruptured,  in  the  first, 
second  or  third  trimester  after  inser- 
tion, is  still  just  a  bag  of  plastic. 
When  a  woman  stands  in  her  doc- 
tor's office  discussing  a  breast  im- 
plant, there's  only  one  body  and  one 
life  in\ol\cd:  her  own.  .-Vnd  w ho  gets 
to  sav  how  that  body  and  life  should 
be  managed?  Da\id  Rcssler  of  the 
FDA,  that's  who.  ^ 
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vfyhe  "compound"  is  tungsten  carbide,  one  of 
the  hardest  of  all  man-made  materials  and  a  critical  material  for  industrial  cutting  tools  and 
wear  resistant  machine  parts,  as  well  as  drilling,  mining  and  construction  tools. 

The  "integration"  is  embodied  in  Fansteel  VRAVesson.  Fansteel  VRAVesson  is  a  genuinely 
unique  resource  in  the  tungsten  carbide  industry  because  of  its  totally  integrated  structure. 

Five  operations  -  Plantsville,  CT;  Lexington,  KY;  Latrobe,  PA;  Gulfport,  MS;  Beckley,  WV  -  each 
widi  distinctive  expertise,  give  Fansteel  VRAVesson  die  ability  to  produce  and  market  tungsten 
carbide  products  for  virtually  any  application,  starting  with  base  compound  powders. 

The  product  quality  begins  with  our  proprietary  formulas  for  powder  blending.  Then,  a 
50  year  data  base  of  leading  edge  engineering  expertise  is  brought  to  bear  on  the  product 
design.  Finally  the  solutions  are  produced  on  the  best  available  equipment,  much  of  it  specially 
designed  to  meet  the  unique  requirements  of  our  broad  customer  base.  That's  why  Fansteel 
VRAVesson  means  "compound  integra- 
tion." And  it  is  just  one  more  reason  it 
will  pay  you  to  know  more  about  us. 


Tungsten  carbide  industrial  cutting  tools,  wear 
resistant  machine  parts,  drilling,  mining  and 
construction  tools ...  all  products  of  the  fully 
integrated  capabilities  of  Fansteel  VRAVesson 


Fansteel  is  a  Specialty  Metals  Manufacturer  of  Fabricated  Aircraft/  Aerospace  and  Weapons  Systems  Components, 

Forcings,  Sand  Mold  and  Investment  Castings,  Cutting  and  Milling  Tools,  Tool  Holding  Devices,  Coal  Mining 

Tools  and  Accessories,  Construction  Tools,  Wear  Parts  and  Special  Wire  Forms. 


[^ansted 

1  Tantalum  Place  •  North  Chicago,  IL  60064 
708-6894900 
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If  your  idea  of  a  health  spa  includes  pampering, 
saunas  and  cuisine  minceur,  Malibu's  Ashram 
is  definitely  not  for  you. 

Boot  camp 
by  the  sea 


By  Dana  Wechsler  Linden 

I  KNEW  I  was  in  trouble  as  soon  as  we 
arrived  at  the  Ashram,  a  health  spa  in 
the  hills  above  Malibu,  Calif.  The 
proprietor  asked  me  how  solid  my 
marriage  was.  What  did  she  mean.>  I 
had  come  to  the  Ashram  with  my 
husband  to  lose  a  few  pounds,  tone  up 
my  muscles  some,  order  up  massages 
and  take  some  moderate  exercise. 
What  did  any  of  that  have  to  do  with 
matrimonial  health? 

A  painhil  week  later  I  understood 
fiilly  what  the  woman  meant.  About 
the  only  couple  who  could  survive  a 
week  at  the  Ashram  without  stress 
would  be  a  masochist  married  to  a 
sadist. 

The  Ashram  believes  in  extremes, 
as  does  my  husband.  Whereas  Tuc- 
son's Canyon  Ranch  and  most  other 
spas  offer  exercise  and  healthy  eating 
in  a  luxurious  environment  where 
guests  can  more  or  less  participate  as 
they  please,  the  Ashram  is  more  like 
Marine  Corps  boot  camp — although 
the  food  is  more  plentiful  at  Parris 
Island. 

It  is  known  among  spa  cogno- 
scenti as  the  place  where  you  shed 
the  most  pounds  and  trim  off  the 
most  inches  in  the  least  amount  of 
time.  Lots  of  celebrities — including 
Shirley  MacLaine,  Dan  Aykroyd  and 
Jane  Fonda — swear  by  the  place. 
When  you  leave  the  Ashram  at  the 
end  of  a  week,  clutching  the  coveted 
"I  Survived  the  Ashram"  T  shirt, 
you're  supposed  to  have  a  trium- 
phant sense  that  there's  nothing 
you're  not  physically  capable  of  do- 
ing. Most  people  do  leave  with  that 
kind  of  high. 

My  husband  did.  I  left  grateful  to 
still  be  alive. 


Anne-Marie  Bennstrom,  now  62, 
Swedish -born  fitness  fanatic  who  i^ 
the  widow  of  Robert  Prescott] 
founder  of  Flying  Tiger  airlines.  Shil 
once  managed  the  popular  Goldet^ 
Door  spa  in  Escondido,  Calif 

The  regimen  begins  on  Sunday  af  J 
ternoon  at  2.  Guests  promptiy  strijl 
down  to  their  bare  essentials  for  pri : 
vate  body  consultations  with  Anne  i 
Marie.  Garbed  in  a  short  tunic  anci 
tights  and  looking  like  central  cast- 
ing's idea  of  a  dominatrix,  she  offer*] 
reassurance  to  those  who  are  notice- 
ably nervous  about  the  week  to  come. I 
"Don't  worry,"  she  told  me,  "we're/ 


Ashram  guests  hiking  in  the  Santa  Monica  Mountains 
Homeric  views,  Spartan  fare  and  California  prices. 


The  Ashram  (818-222-6900)  is  in 
the  small  town  of  Calabasas,  about  20 
miles  east  of  Malibu  and  tucked  in  a 
canyon  of  the  spectacular  Santa  Mon- 
ica Mountains.  If  the  views  of  the 
Pacific  are  Homeric,  the  Ashram's 
facilities  and  food  are  Spartan — and 
the  cost  is  contemporary'  southern 
Californian:  $2,000  per  person  for 
the  week.  There's  no  bar,  no  coffee 
shop,  no  herbal  wraps,  no  pedicures, 
no  entertainment.  Not  even  a  candy 
machine. 

The  most  memorable  thing  about 
the  Ashram's  food  is  that  so  little  of  it 
is  served.  None  of  those  low-cal  treats 
that  are  featured  at  other  spas,  like 
cannelloni  made  with  low-fat  milk. 
Here,  it's  broccoli  and  bean  sprouts. 

A  week  at  the  Ashram  starts  when 
you  drive  up  to  a  seemingly  ordinary 
five -bedroom  house  built  in  1974  bv 


going  to  lavish  you  with  love,  baby."  i 
(I  later  learned  that  Anne-Marie,  an 
astute  judge  of  character,  chose  a 
different  script  for  my  husband. 
"We're  going  to  make  you  suffer," 
she  goaded  him.  "Great,"  he  replied, 
"that's  what  I'm  here  for.") 

After  weighing  in,  you  don  your 
uniform:  Ashram  T  shirt,  red  sweat- 
pants, white  sweatshirt.  .\nd  then, 
within  an  hour  of  arriving,  youVe  off 
on  the  first  of  what  will  be  twice-daily 
hikes  in  the  surrounding  mountains. 

That  first  hike  is  a  sample  of  what's 
to  come — n\  o  hours  of  scrambling  up 
steep  mountain  trails.  The  frequent 
30-degrce  inclines  feel  like  more  tlian 
your  quadriceps  can  bear.  You 
wheeze  and  pant  for  breath.  You  want 
to  stop,  but  your  instructor,  a  lanky 
55  year-old  Nor\\cgian  woman 
named  Tone  (pronounced  TO-nah),  is 
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jmarkably  unsympathetic.  Easy  for 

er — she's     a    former     competitive 
eed  skater,  with  legs  and  arms  like 
uctural  steel.  My  husband  bolts  to 
e  lead.  I  struggle  far  behind. 
The  next  day,  my  first  full  day  at  the 

shram,  starts  when  an  instructor 

ocks  on  our  bedroom  door  at  6 

pri-^.m.  I  stumble  up  a  hill  to  a  geodesic 

ome,  hung  with  dozens  of  crystals, 
ose  New  Age  icons,  for  an  hour  of 

oga.  Then  comes  breakfast:  a  goblet 

f  fresh-squeezed  orange  juice  and  a 

otassium  pill.  Period. 
On  Monday  the  morning  hike  is 
e  Fire  Trail,  a  dreaded  40-degree 


Then  comes  an  hour  of  water  aero- 
bics, followed  by  the  most  pleasurable 
part  of  the  day,  your  massage.  For  50 
minutes  of  bliss,  your  aching  muscles 
relax  and  you  space  out. 

By  this  point  it's  about  2:30.  Time 
for  lunch,  which  consists  of  a  small 
plate  of  salad.  One  day  it  was  chopped 
beets,  carrots  and  alfalfa  sprouts  over  a 
bed  of  lettuce.  Many  guests  eat  with 
chopsticks,  to  make  the  meal  last 
longer. 

After  "lunch"  comes  calisthenics, 
and  after  that,  the  afternoon  hike. 
Then  another  hour  of  yoga  and,  final- 
ly, dinner.  The  best  dinner  of  the 


food  portions,  weight  loss  is  un- 
avoidable. Combine  a  diet  of  around 
600  calories  a  day  with  exercise 
requiring  some  3,000,  and  about  a 
pound  a  day  evaporates.  I  lost  seven 
pounds.  (Warning:  Followed  for 
very  long,  such  a  regimen  is  un- 
healthy. On  departure,  instructors 
caution  the  guests  not  to  try  to  keep 
it  up,  not  that  anyone  in  his  or  her 
right  mind  would.) 

As  in  boot  camp,  so  at  the  Ashram: 
Slackers  get  no  sympathy  and  little 
respect.  The  instructors  have  their 
ways — sometimes  overbearing, 

sometimes  patronizing — of  keeping 


Breakfast— a  glass  of  juice  and  a  potassium  pill 

How  to  lose  a  pound  a  day:  600  calories  in,  3,000  calories  out. 


Yoga  is  also  part  of  tfie  program 

No  extra  charge  for  the  Band-Aids. 


incline.  "Take  one  step  at  a  time,  and 
don't  look  up,"  Tone  commands. 

Each  morning  hike  is  between  5 
and  20  miles — when  the  terrain  is 
gentler,  the  distance  is  longer.  Ex- 
hausted and  starving,  you  return  to 
the  Ashram  at  around  11:30  for  a 
snack.  Every  day  it's  exactly  the 
same  fare:  carrot  sticks,  cherry  to- 
matoes and  other  raw  vegetables, 
plus  lots  of  water.  But  you're  so 
food -deprived  that  the  stuff  tastes  as 
good  as  foie  gras. 

After  1 5  or  20  minutes  it's  time  for 
weight-training  class.  This  is  taught 
by  Maximilian,  a  5 -foot-tall  body- 
builder who  used  to  hang  out  regular- 
ly at  Los  Angeles'  Muscle  Beach. 
Maxie  is  now  80  but  he  still  sports 
quads  resembling  gnarled  oak. 
"Make  it  burn,  baby,"  Maxie  chants. 
"Make  it  burn." 


week  was  a  bowl  of  black  bean  soup, 
served  with  a  cracker.  A  cracker.  If 
you  plead  starvation,  the  cook  grudg- 
ingly hands  you  another.  Oliver  Twist 
would  feel  right  at  home  here. 

You  leave  the  dinner  table  and 
sprawl  with  other  guests  on  the  living 
room  sofa,  too  tired  to  move  or  talk. 
By  9  o'clock,  virtually  everyone  is 
comatose  in  bed. 

Does  this  sound  like  a  hellish  way  to 
spend  $2,000.^  For  the  first  few  days  it 
was,  when  the  aches  and  pains  seemed 
too  much  to  bear.  But  by  Thursday, 
most  guests  began  to  feel  pretty  good 
about  themselves.  I  took  the  moun- 
tain paths  in  long,  easy  strides.  The 
weights  were  lighter.  My  watch  strap 
was  looser.  I  prayed  I  was  losing 
weight  in  more  important  places  than 
my  wrists. 

Not  to  worry.  Given  the  Ashram's 


guests  from  skipping  hikes  or  classes.  I 
know.  I  tried. 

Everything  at  the  Ashram  is  family- 
style,  including  accommodations. 
Everyone,  including  Jane  Fonda, 
shares  a  room;  there  are  no  private 
baths.  Sometimes  there's  a  line  for 
the  showers. 

So  ask  yourself.  Are  you  a  compul- 
sive achiever,  a  member  of  the  no- 
pain- no -gain  school  of  life,  like  my 
husband.^  If  so,  you'll  probably  love 
the  Ashram.  About  half  of  the  ten 
guests  the  Ashram  can  accommodate 
for  each  one-week  program  are  repeat 
customers. 

On  the  other  hand,  if  you're  less 
compulsive  and  more  attracted  to 
pleasure  than  pain,  head  straight  for 
Tucson's  Canyon  Ranch  (602-749- 
9000).  That's  where  I'll  be  going  next 
time.  ^ 


Forbes  ■  February  17, 1992 


141 


All  ACROSS  Europe, 
As  The  NEwDAJf  Arrives, 

SODOWE. 


Old  City  Center,  Munich. 


FRANCE 


ITALY 


SWEDEN 


SPAIN 


BELGIU^ 


With  The  Most  nonstops  To  Europe. 

It  happens  in  London  and  in  Paris  just  as  the  cities  start  to  stir. 

It  happens  in  Franldurt  and  Munich,  Zurich  and  Milan.  In  Stockholm,  Glasgow, 

Brussels,  Manchester,  Madrid.  And  in  June,  it  will  happen  in  Berlin. 

All  across  Europe,  American  arrives  just  as  the  day  begins.  So  whatever 

brings  you  to  Europe,  fly  the  airline  that  has  brought  Europe  closer 

than  ever  before.  As  close,  in  fact,  as  tomorrow  morning. 

AmericanAirlines' 

SometbingspeactltoEurcpe. 


Schedules  subject  to  change. 


SWITZERLAND 


SCOTLAND 


ENGLAND 


.GERMANY 


COLLECTORS 


PERSONAL  AFFAIRS 


When  the  art  market  caught  cold 
last  year,  prints  got  pneumonia. 
Don't  expect  an  early  recovery. 

Tides  of  pirints 

By  Christie  Brown 

The  ECONOMY  may  not  be  in  free-fall,  cago's    van    Straaten     Gallery    for 

but  the  market  for  prints  is.  A  year  ago  $1,000. 

Richard  Wier,  a  retired  IBM  salesman,  Robert     Rauschenberg's    famous 

saw  a  Richard  Serra  print  he  liked,  1967  print  "Booster"  has  dropped 

priced    at    $10,000.    Wier    passed  from  $165,000  in  1990  to  $20,000 

then — but  recendy  bought  it  at  Chi-  today.  (Original  cost  of  the  3 8 -copy 


edition:   $100  each.)  Jasper  John 
1980     abstract    print     "Usuyuki, 
which  shot  from  its  initial  price  (J 
$5,000   to   $93,500   at  auction  i] 
1989,  fetched  only  $26,400  at  Sothd 
by's  in  November.  Prints  by  Robei] 
Motherwell,   David   Hockney, 
Lichtenstein  and  Frank  Stella  are  z-j 
selling  at  a  fraction  of  what  they  com] 
manded  a  year  or  two  ago. 

Why  the  collapse?  Some  recent  his  I 
tory  is  in  order.  Before  the  1950s  fe\  I 
individual  collectors  would  touclJ 
prints.  Only  high-qualit\'  colored  EuJ 
ropean  lithographs  by  such  estabj 
lished  masters  as  Picasso  and  Chaga 
found  serious  buyers. 

But  in  the  late  1950s  a  handful  od 
struggling     modern     artists     begarj 
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Jasper  Johns'  1980  print  "Usuyuki" 

Auctioned  for  $93,500  in  1989,  it's  now  $26,400. 


Print  collector  Richard  Wier 
Snapping  at  bargain  pricos. 


churning     out     inexpensive     litho- 
graphs— not  to  cash  in  on  existing  j 
fame,  but  to  help  create  it. 

The  catalyst  was  Tat\^ana  Grosman,  * 
a  Russian  war  refugee,  who  had  found 
some  old  lithographic  stones  outside 
her  house  in  West  Islip,  N.Y.  She 
started  a  printing  company.  Universal 
Limited  Art  Editions,  in  her  garage 
and  encouraged  young  local  painters 
like  Larry  Rivers,  Johns  and  Rausch- 
enberg  to  create  prints.  Their  art  was 
new,  exciting  and  fresh — and  attract- 
ed young  collectors  who  couldn't  af- 
ford their  originals. 

Soon  after,  a  young  printer  named 
June  Wayne  staned  a  similar  press. 
Tamarind  Lithography  Workshop,  in 
Los  Angeles.  She  also  began  making 
prints  of  works  by  such  up-and-com- 
ing artists  as  Richard  Diebenkorn, 
Josef  Albers  and  Sam  Francis. 

Before  long,  the  art  world's  print- 
ing presses  were  rolling.  Big,  \i\id, 
contcmporar)-  prints  soon  became  a 
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/"■^llye  of  museums,  as  well  as  collectors     print  could  double  in  a  month,"  re 
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alid  artistic  medium  that  caught  the  "From  1988  to  1989  the  price  of  a     Wier  welcome  the  price  collapse.  For 

years  he  bought  prints  because  he 
couldn't  afford  originals.  Over  20 
years  he  purchased  some  50  prints  by 
contemporary  artists  such  as  Johns, 
Rauschenberg,  Beverly  Pepper  and 
Frank  Stella.  "I  would  far  rather  have 
a  print  by  Stella  than  a  painting  by  Joe 


I  ™i  [)ig  and  small 

1  ^ '     And  therein  lay  the  seeds  of  the 

I  ^^  jrint  market's  collapse.  As  with  mon 

ncv 


p;y,  an  oversupply  debauches  value. 

''  'The    basic    thing    about    prints," 

^^'  ;ounsels  Riva  Castleman,  curator  of 


calls  Ken  Tyler,  owner  of  Mount 
Kisco,  N.Y.'s  Tyler  Graphics  Ltd., 
which  publishes  prints  by  Hockney, 
Motherwell  and  Lichtenstein. 

Then  the  balloon  burst.  The  Japa- 


^  toui 
'  estal 
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nese  backed  out  and  many  corpora- 
he  print  department  of  New  York's     tions,  faced  with  budget  slashing,  not  Schmoe,"  says  Wier. 
useumofModern  Art,  "is  that  they     only  halted  their  art-buying  sprees  By  1988,  after  spending  $24,000 
e  a  commodity — Jane  can  have  one,     but  also  began  to  sell  off  collections.  for  a  Rauschenberg  print,  Wier  was 


d  I  can  have  one,  too." 
As  excitement  and  prices 
grew,  so  did  fraud.  But 
most  damaging  of  all  was 
the  print  tax  shelter,  which 
first  emerged  in  the  late 
1970s.  The  scheme  worked 
something  like  this:  Inves- 
tors bought  the  plates  that 
were  used  to  make  prints. 
The  image  didn't  matter. 
Only  a  portion  of  the 
plates'  total  assumed  value 
would  be  paid  in  cash  up 
front;  the  remainder  was 
supposed  to  (but  rarely  did) 
come  from  future  sales  of 
everything  from  prints  to 
scarves  to  T  shirts.  The  in- 
vestors were  able  to  claim  as 
tax  deductions  and  credits 
several  times  the  amount  of 
their  upfront  investment, 
hereby  immediately  mak- 
ing money  in  the  form  of 
taxes  not  paid.  This  game 
accelerated  the  art  presses. 
The  IRS  finally  started 
cracking  down  on  the  print 
tax  shelters  in  the  early 
1980s,  and  the  market 
soured.  But  by  the  mid- 
1980s  demand  was  rising 
again.  This  time  it  wasn't 
individuals  who  were  the 
biggest  buyers  but  corpora- 
tions, law  firms,  banks  and 
other  institutions  with 
acres  of  bare  new  walls  to 
decorate.  Abstract  prints 
were  colorfiil  (and  some- 
times color- coordinated 
with  carpeting  and  other 
furnishings),  noncontro- 
versial,  relatively  inexpen- 
sive and  could  be  sold  as 
"investments."  Pretty  soon 
Japanese  buyers  jumped 
into  the  market  and  prices 
rocketed. 
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Collectors  like  56-year-old  Richard     priced  out  of  the  market.  But  now 

that  prices  have  dropped 
back  to  reality,  he's  buying 
again. 

Also  back  into  prints  is 
Ron  Pizzuti,  owner  of  Piz- 
zuti  Inc.,  a  real  estate  devel- 
oper in  Columbus,  Ohio. 
Pizzuti  bought  his  first 
print,  by  Karel  Appel,  at  a 
local  gallery  in  1976  for 
$900.  "It  was  $100 
down,"  he  says,  "and  $100 
a  month." 

Pizzuti  went  on  to  amass 
about  200  prints  (as  well  as 
many  paintings  and  sculp- 
tures) until  1983,  when  he 
paid  his  top  price,  $20,000, 
for  a  print  by  Stella.  "That 
was  awfully  high  for  a 
print,"  says  Pizzuti.  "Two 
years  earlier  I  had  paid 
$28,000  for  a  Stella  paint- 
in^.''''  Having  rarely  spent 
more  than  $5,000  on  a 
print,  he  stopped  buying. 
Until  recentiy. 

If  you  are  interested  in 
getting  into  the  print  mar- 
ket, here  are  some  sources: 

The  Print  Collector's 
Newsletter,  published  bi- 
monthly in  New  York  City, 
is  must  reading  for  collec- 
tors (one  year:  $60).  Gor- 
don's Print  Price  Annual, 
published  by  Martin  Gor- 
don in  Naples,  Fla.,  lists 
recent  auction  results 
($185).  The  biannual 
PrintWorld  Directory,  by 
Selma  Smith,  tracks  gallery 
prices  of  over  50,000 
prints.  ($225.  Phone:  800- 
788-9101.)  Christie's  and 
Sotheby's  will  have  con- 
temporary print  auctions 
on  May  11  and  May  16, 
respectively.  WM 
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"Booster"  by  Robert  Rauschenberg 
From  $100  to  $165,000  to  $20,000. 
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CAREERS 


John  Tawgin  rejected  corporate  life  to  race  canoes 
in  Hawaii.  It  wasn't  a  bad  career  move. 

Having  fan  is 
the  best  revenge 


By  Mary  Beth  Grover 

Is  YOUR  JOB  FUN?  That's  an  elusive 
quality  everyone  likes  to  strive  for.  Yet 
often  people  don't  find  true  career 
happiness  until  they  discover  what 
doesn't  work  for  them.  For  John 
Shawn  Tawgin  what  didn't  work  was 
any  job  that  involved  reporting  to 
someone  else. 

Tawgin,  46,  is  now  definitely  his 
own  boss.  He  runs  his  $7  million 
(sales)  John  Shawn  Productions  in 
Manasquan,  N.J.,  taking  pictures  of 
people  at  amusement  parks.  But  be- 
fore he  got  there,  there  were  a  few 
lessons  he  had  to  learn  along  the  way. 

After  earning  a  master's  degree  in 
business  from  the  University  of  Mas- 
sachusetts in  1970,  Tawgin  landed  a 
flashy  advertising  job  at  New  York's 
Benton  &  Bowles.  It  was  something 
he'd  always  dreamed  of  The  son  of  a 
banker  from  blue-collar  Jersey  City, 
he  was  making  $13,500  and  working 
on  some  big-name  accounts  like  Has- 
bro and  General  Foods. 

It  lasted  all  of  18  months.  The 
problem?  Tawgin  brisded  at  author- 
ity: "I  like  to  make  decisions  and  I 
wasn't.  The  job  wasn't  any  ftin." 

So  in  1972  Tawgin,  26,  hung  up  his 
suits  and  bought  a  ticket  to  Hawaii. 
Unemployed  but  happy,  he  spent  six 
months  racing  outrigger  canoes,  liv- 
ing in  Honolulu  on  his  savings. 

A  job  wasn't  on  his  mind  when  he 
was  strolling  through  a  local  mall  and 
passed  a  photography  booth  where 
tourists  were  posing  in  period  cos- 
tumes such  as  Civil  War  military  garb. 

Now  there's  an  idea,  he  thought. 
Photography  had  always  been  a  hob- 
by, and  he  knew  he'd  need  a  job  at 
some  point.  So  he  started  working  in 
the  booth  for  about  $3  an  hour. 

Still  an  M.B.A.  by  education,  if  not 
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John  Tawgin  of  John  Shawn  Productions 
Are  we  having  fun  yet? 


attire,  he  saw  the  potential  for  a  lucra- 
tive littie  business.  The  pictures, 
priced  at  $7,  cost  50  cents  and  his 
time  to  make. 

After  learning  the  business  for  six 
months  at  his  employer's  expense, 
Tawgin  flew  home  to  New  Jersey  and 
borrowed  $500  from  his  parents  for 
equipment.  He  started  operating  out 
of  Cedar  Grove,  N.J.  It  was  rough 
going  at  first.  The  fake  historical  pic- 
tures didn't  go  over  very  well  with  the 
resort  clientele  in  the  Catskills,  the 
Poconos  and  the  Jersey  shore.  Resort- 
goers,  often  dressed  to  the  nines, 
weren't  exactly  gung-ho  about 
changing  into  old-style  clothing.  So 
Tawgin,  like  countless  photographers 
before  him,  had  to  start  photograph- 
ing weddings  to  pay  the  rent.  "Terri- 


ble; hated  it,"  he  says.  Meanwhile,  hfl 
parents'  loan  grew  to  $20,000.        I 

Then  inspiration  hit.  "Here  I  was,B 
marketing  guy,  and  I  didn't  kno^ 
what  my  market  was."  Why  not  sel 
his  pictures  where  people  were  realm 
having  ftin?  Tawgin  went  to  Six  FlagH 
Great  Adventure,  the  amusemenB 
park  in  Jackson,  N.J.,  and  took  picB 
tures  of  thrill -seekers  coming  dowB 
the  first  steep  dip  of  the  log  flumB 
ride.  He  sold  them  for  $2.  The  parkB 
in  return  for  granting  Tawgin  thS 
right  to  operate  this  concession,  tooH 
25%  of  his  sales.  Bingo.  His  companw 
moved  into  the  black.  I 

Other  accounts  foUowed.  Busclj 
Gardens  in  Tampa,  Kings  Island  irfl 
Cincinnati.  By  1978  Tawgin  haci 
shops  in  eight  parks  and  was  generat-l 
ing  over  $1  million  a  year  in  revenues  I 

It  was  too  good  to  be  true.  Thail 
year  Cincinnati-based  Kings  IslancI 
and  Richmond,  Va. -based  Kings  Do-I 
minion  amusement  parks  decided  tol 
run  their  own  photo  businesses,  shut-l 
ting  Tawgin  out.  That  wiped  out  overl 
a  third  of  his  business  overnight. I 
"They  just  threw  me  out.  Said  yourl 
contract's  up,  see  you  later."  I 

So  he  threw  his  energies  into  ex- 1 
panding  his  product  line  and  adding  I 
new  accounts.  An  idea  to  sell  key  chain  I 
viewers — a  slide  in  a  miniature  \iewer I 
on  a  key  chain — soon  became  his 
bestselling  product  at  $5.  It  cost  him 
$2.  "People  lined  up  five  deep,"  says 
Tawgin.  T  shirts  with  air-brushed  pic- 
tures of  rock  groups  and  other  designs 
were  also  a  big  hit  at  up  to  $26  each. 

Meanwhile  the  Kings  Island  and 
Kings  Dominion  parks  found  they 
couldn't  run  their  own  photography 
businesses  ver\'  profitably,  and  in 
1980  diey  imited  Tawgin  back.  This 
time  he  asked  for  and  got  five-year 
contracts,  which  were  renewed. 

Since  1987  sales  have  more  than 
doubled,  to  $7  million.  Tawgin,  now 
in  15  parks,  has  50  ftill-timc  and  over 
600  part-time  employees.  He  dcKsn't 
have  to  answer  to  an\one.  Last  year, 
he  savs,  he  took  out  well  over 
$100,000  in  salar>-. 

A  sort  of  modern-day  Peter  Pan 
who  uses  words  like  "awesome," 
Tawgin  goes  roller- blading  in  Central 
Park,  skiing  from  his  condo  in  Aspen 
and  sailing  from  his  seaside  home  in 
New  Jersey.  In  other  words,  Tawgin  is 
finally  having  fun.  WM 
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Mt.  McKinley 

The  Alaskan  Ranqe 
20,320  Ft.      \  ' 


Mt.  Blanc 

The  French  Alps 
15.771  Ft. 


Death  Valley 

California,  U.S.A. 

282  Ft.  Behw  Sea  Level 
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Sahara  Desert 

Northern  Africa 
+  110' F 


Amazon  Forest   ^"^ 

Brazil,  South  America 
91.9"  Ave] .  Rainfall  Per  Yr 
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Mt.  Kilimanjaro 

Northern  Tanzania 
19,340  Ft. 


Mt.  Cuzco       ' 

The  Andes  Mountains 
19,521  Ft. 


The  Outback 

Central  Australia 

1.18"  Avg.  Rainfall  Per  Yr. 


The  New  Jeep,  Grand  Cherokee.  Coming  Soon. 


As  you  can  see,  the  Earth  is  engineered  with 
some  very  formidable  features. 

So  it's  no  coincidence  that  the  new  Jeep  Grand 
Cherokee  Limited  is  also  engineered  with  some  very 
formidable  features. 

For  starters,  there's  a  powerful  190  horsepower 
engine.  Plus  four-wheel  anti-lock  brakes.  The  only 
driver's  side  air  bag  in  a  sport  utility  vehicle.  And 

XXy    Of  FICIAL  SPONSOn  OF  THE  1992  US  OLYMPIC  TEAM  3«  USC  3«0 


the  new  Quadra-Trac  —  a  revolutionary  four-wheel 
drive  system  that  automatically  adapts  to  different 
surfaces.  And  all  of  these  features  are  standard. 
The  New  Jeep  Grand  Cherokee.  It  won't  take  you 

engineered  to  me"  t  Thcrc's  Only  One  Jecp?. 
cSoK^r  Advantage:  Chrysler^ 


Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


Buckle  up  for  safety. 


THbEo  DEninu  IRC  Tiuunco 


EDITED  BY  JOHN  R.  HAYES 


The  accountant 
as  diplomat 

The  U.S.  has  had  a  budget  director 
since  1921,  but  only  since  November 
has  the  country  also  had  a  chief  finan- 
cial officer.  The  first  is  Edward  Mazur, 
controller  of  the  new  Office  of  Federal 
Financial  Management. 

Created  by  the  1990  CFO  act  to 
combat  fraud,  waste,  abuse  and  mis- 
management, Mazur's  office  reports 
through  the  Office  of  Management  & 
Budget  (Richard  Darman's  turf)  to 
the  White  House.  The  job  description 
calls  for  Mazur,  49,  to  oversee  junior 
financial  officers  at  23  federal  agen- 
cies. The  goal:  to  improve  internal 
controls,  consolidate  hundreds  of  ac- 
counting systems  and  produce  audit- 
ed financial  statements  from  each 
agency.  "My  job,"  says  Mazur,  "is  to 
ensure  that  the  agency  CFOs  are 
heard." 

They've  already  given  Mazur  quite 
an  earful.  Among  the  problems 
brought  to  his  attention:  anticipated 
Medicare  overpayments  of  $600  mil- 
lion this  year;  79  incompatible  ac- 
counting systems  at  Housing  &  Ur- 
ban Development;  charges  of  $35 
billion  in  excess  inventory  at  the  De- 
fense Department;  a  billion-doUar-a- 
year  increase  in  student  loan  defaults 
at  Education. 

With  an  M.B.A.  from  Wharton  and 
a  stint  at  Coopers  &  Lybrand  as  an 
audit  supervisor,  Mazur  last  worked 
as  comptroller  of  Virginia.  There  he 
automated  the  state's  payroll  system, 
paid  95%  of  all  vendor  bills  on  time 
and  developed  a  system  for  tracking 
the  state's  fixed  assets. 

But  can  he  bring  information  sys- 
tems and  accounting  sense  to  bear  on 
the  federal  government's  sprawling 
operations?  With  tough  politicians 
and  tens  of  thousands  of  bureaucrats 
standing  between  him  and  the  taxpay- 
er, Mazur  will  have  to  be  both  bril- 
liant diplomat  and  competent  ac- 
countant to  succeed. 

-Wendy  Tanaka 

Growd-calmei* 

Deborah  Lunn  knows  airports  and 
the  people  who  run  them.  That's  why 
Ted  Turner  hired  her  to  run  his  new 
network,  the  Airport  Channel. 

Lunn's  job  is  to  stick  TVs  in  airport 
waiting  areas — gates,  baggage  claim 


ABOVE: 

Federal  Controller 
Edward  Mazur 
Charged  with 
fighting  fraud, 
waste  and  mis- 
management. 


RIGHT: 

Deborah  Lunn  of 
Airport  Channel 
Another  boost 
for  Ted  Turner's 
CNN. 


il 


areas,  hotels,  anywhere  people  might 
mill  around  for  10  to  30  minutes.  The 
televisions  carry  a  30-minute  loop 
consisting  of  live  news  and  features 
culled  from  Turner  Broadcasting  Sys- 
tems' Cable  News  Network,  and  18 
advertising  spots. 

Lunn  promises  the  airports  a  cut  of 
the  channel's  advertising  revenues,  a 
30-second  spot  each  half-hour  to  tout 
their  facilities,  and  a  "crawl"  across 
the  bottom  of  the  screen  to  announce 
flight  delays  and  other  airport  news. 

Formerly  executive  vice  president 
of  the  Airports  Association  Council 
International,  a  trade  group,  Lunn, 


41,  already  has  T\'s  up  in  Dallas-Fort 
Worth,  Miami,  Cincinnati,  Denver, 
Minneapolis  and  Dulles  in  Washing- 
ton, D.C.  She's  in  discussion  with  12 
more  U.S.  airports  and  says  she  has 
received  unsolicited  inquiries  from 
airport  authorities  in  Amsterdam, 
London,  Paris,  Tokyo  and  Singapore. 

Advertisers  seem  to  like  the  well- 
heeled,  captive  audience.  Among 
Lunn's  customers:  American  Express, 
AT&  r,  General  Motors,  c;tf  AirfiMie. 

With  its  revenues  now  approaching 
$10  million,  Lunn  hopes  the  network 
will  sh(n\  a  profit  within  two  years. 
But  profits  may  not  be  the  point.  Each 
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Urport  Channel  loop  is,  after  all,  a 

'1 50-minute  advertisement  for  the  CNN 

I  ogo  and  service.   "We're  catching 

I  people  who  may  not  be  in  countries  or 

lotels  that  have  cnn,"  says  Lunn. 

I\nd  TBS  is  keeping  one  30-second 

spot  per  loop  for  itself 

I  .What  do  the  viewers  think?  Some 

(ticket  processors  report   that  gates 

with  Airport  Channel  televisions  are 

unusually  peaceftil.  Perhaps  people 

would  rather  watch  TV  than  complain 

about  delays.        -ViCKi  CONTAVESPI 


VentuHng  out 

It  started  with  day  trips  to  West 
Berlin  when  the  Wall  came  down,  but 
East  Germans  are  getting  more  ad- 
venturous in  their  outings.  "Slowly 
they  are  realizing  that  the  airplane  is 
not  such  a  bad  vehicle  for  going 
places,"  says  Hans  Jakob  Kruse,  chair- 
man of  Hamburg's  $2.2  billion  (reve- 
nues) Hapag- Lloyd  A.G.,  a  major 
beneficiary  of  the  trend. 

Hapag- Lloyd  got  its  start  in  1847 
by  carrying  220  emigrants  from 
Hamburg  to  North  America  aboard 
the  three-masted  Deutschland.  Today 
the  company  is  best  known  as  one  of 
the  world's  largest  container  ship- 
pers— number  two  within   Europe. 
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"The  Addams  Family"  producer,  Scott  Rudin 
"I  like  not  having  a  boss." 


But  one-third  of  its  sales  still  come 
from  moving  people.  The  tourism 
division — charter  planes,  a  travel 
agency  and  a  cruise  ship — is  the  firm's 
fastest-growing  business  and  Ger- 
many's largest  travel  company. 

Kruse  says  the  average  East  German 
spends  a  mere  $35  a  day,  including 
transportation,  when  traveling.  But 
Hapag-Lloyd  is  tapping  the  bigger 
spenders.  Kruse,  62,  has  opened  a 
travel  office  in  Dresden;  his  planes  are 
now  carrying  tourists  from  Dresden 
and  Leipzig  to  Spain,  Greece  and 
North  Africa.  "Nothing  as  exotic  as 
the  United  States,"  he  chuckles. 

Kruse  does  not  expect  the  standard 
of  living  in  Central  and  Eastern  Eu- 
rope to  catch  up  quickly  with  Western 


norms.  "East  Germany  will  recover 
within  10  years,"  he  says.  "But  other 
Eastern  European  economies  will 
take  50  years."  And  the  former  Soviet 
republics.^  "One  hundred  years,  if 
you're  an  optimist." 

The  Saturday  matinee  kid 

Scott  Rudin  has  finally  stopped  ly- 
ing about  his  age.  For  years,  "the  burly 
33-year-old  movie  producer  routine- 
ly added  five  years  to  his  age  to  boost 
his  credibility  with  producers  and  stu- 
dio heads.  Now  he  has  the  best  cre- 
dential of  all:  a  hit  film.  The  Addams 
Family.  Produced  by  Rudin  for  $30 
million  (excluding  promotional 
costs),  the  film  has  already  grossed 
over  $100  million  at  the  box  office, 
putting  it  firmly  in  the  black. 

Raised  on  Long  Island,  the  son  of  a 
menswear  salesman,  Rudin  says  he 
spent  his  paper-route  earnings  on 
tickets  to  Broadway  shows.  "I  was  the 
original  Saturday  matinee  kid,"  he 
says.  When  he  was  15,  he  sent  Broad- 
way producer  Kermit  Bloomgarden 
(Equus)  a  letter  offering  to  work  for 
free.  Bloomgarden  took  him  on — he 
paid  train  fare;  Rudin  answered  the 
phones. 

Skipping  college,  Rudin  opened  his 
own  casting  company  at  age  18.  After 
filling  roles  in  the  Broadway  and  na- 
tional companies  of  Annie  and  Pip- 
pin, he  broke  into  television  with  the 
miniseries  Little  Gloria,  Happy  At 
Last.  "Believe  me,"  he  says,  "I  never 
told  anyone  how  old  I  was." 

In  1978,  when  Rudin  was  still  only 
19,  Little  Gloria  coproducer  Edgar 
Scherick  lured  him  to  Los  Angeles. 
Two  jobs  later  Rudin  was  head  of 
production  for  Twentieth  Century 
Fox,  overseeing  productions  ranging 
from  Raising  Arizona  to  Commando. 
He  broke  out  on  his  own  as  an  inde- 
pendent producer  in  1988,  ultimately 
setting  up  shop  at  Paramount,  which 
covers  his  overhead  in  return  for  first 
shot  at  his  films. 

In  December  Rudin  turned  down 
an  oflfer  from  Paramount  head  Bran- 
don Tartikoflf  to  become  production 
chief  "I  like  not  having  a  boss,"  he 
explains.  Besides,  taking  the  Para- 
mount job  would  have  meant  giving 
up  all  financial  interest  in  his  current 
projects.  At  the  top  of  the  list?  Ad- 
dams Family  IL-LiSA  Gubernick  Bl 
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"First  he  breaks  his  ankle  sliding  into 
third  at  the  company  picnic.  Then  his 
team  loses  anyway!' 
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Deductibles.  Copayments.  Out- 
of-pocket  costs  are  hard  on  your  employees. 
And  health  insurance  is  a  growing  expense 
for  your  company  You  can  serve  your 
employees  andyour  bottom  line  with  AFLAC 
supplemental  insurance. 

For  35  years,  APLAC  has  been  a 
leader  in  supplemental  insurance,  specializ- 
ing exclusively  in  this  increasingly  vital  field. 


Our  solid  reputation  for  smart  business  and  reliable  service  has  led  over  80,000  companies  in  the  U.S.  alone  to  include 
AFLAC  in  their  employee  health  plans.  They  depend  upon  AFLAC  for  a  lasting  and  beneficial  relationship. 

AFLAC  offers  more  supplemental  products  than  anyone  in  the  business.  With  AFLAC,  you  can  offer  your 
employees  a  full  range  of  supplemental  policies,  without  increasing  insurance  costs  to  your  company  You  save  money 
while  closing  insurance  gaps  and  providing  the  protection  your  employees 
need— and  deserve. 

For  more  information  on  supplemental  insurance  from 
AFUC,  contact  AFUC,  1932  Wymiton  Rd,  Columbus,  Georgia  31999.         insuring  Over  35  Million 
Or  call  1-800-451-1558.  People  Worldwiiie 
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If  you  are  too  timid  to  dive  into  the  overheated  stock  market,  too 
unhappy  with  paltry  returns  to  stay  in  cash,  there  is  a  plausible  middle 
course:  a  package  of  bond  mutual  funds. 

Fixed-income  strategy 
for  fond  buyers 


By  William  Baldwin 

Bond  funds  are  attracting  two  sorts 
of  investors  these  days.  One  group 
consists  of  timid  CD  holders.  They 
missed  the  bull  market  in  stocks  and 
they  have  no  desire  to  jump  in  now. 
Their  bank  deposits  are  coming  due, 
and  they  aren't  happy  with  the  low 
returns  banks  are  offering. 
Bond  funds  may  offer  them 
a  better  deal. 

In  the  other  camp  are 
former  equity  investors 
who  simply  think  stocks  are 
overpriced  at  27  times  trail- 
ing 12-month  earnings. 
They  hear  a  chorus  of  bulls 
explaining  that  with  money 
rates  low  and  no  place  else 
for  investors  to  go  with 
their  money,  the  stock  mar- 
ket can  only  go  up.  These 
contrarians  are  attracted  to 
bond  funds  now  as  a  tem- 
porary holding.  They  will 
emerge  to  buy  stocks  when 
stocks  drop  to  a  more  nor- 
mal 12  times  earnings. 

If  you  find  yourself  in 
either  camp,  this  primer  on 
fixed-income  investing  via 
mutual  funds  may  be  of  in- 
terest. There  are  many  circumstances 
in  which  investors,  even  well-heeled 
ones,  do  better  buying  their  bonds 
through  a  fimd  than  directly. 

Following  this  essay  are  tables  cov- 
ering stock  funds  (beginning  on  page 
156),  tax-exempt  bond  fiuids  (page 
162)  and  taxable  bond  hands  (page 
164).  This  abbreviated  update  to  our 
annual  fimd  survey  shows  bull  and 
bear  market  ratings  for  656  funds, 
along  with  total  returns  for  1991 .  The 
annual  review,  which  will  next  appear 
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Aug.  31,  has  more  detail  about  flind 
assets,  loads  and  expense  ratios. 

How  good  a  return  can  you  get 
from  bond  fijnds.^  Not  enough  to 
make  you  rich,  but  enough  to  keep 
ahead  of  inflation.  A  moderately  risky 
portfolio  of  efficientiy  managed  bond 


funds  has  a  likely  return  of  about  3%  a 
year  above  inflation.  The  risk  can  be 
dampened  somewhat  by  getting  the 
government  to  share  your  losses.  The 
risk  should  also  be  diminished  with  a 
little  diversification;  a  handfiil  of 
funds  will  do. 

Let's  recapitulate  those  points  as 
four  rules  of  bond  fund  investing. 

The  first  rule:  Have  rationnl  expec- 
tations. The  easiest  mistake  for  a  bond 
fimd  investor  to  make,  especially  a 
newcomer   arrixing   from    the    safer 


world  of  bank  CDs,  is  to  project  the  11 
recent  past  into  the  future.  But  last-  nn 
year's  total  return  on  a  fiind  says  next  c  %■ 
to  nothing  about  its  expected  future  -  xli 
return.  i  -p. 

If  you  want  to  know  what  to  expect  i  mil 
from  a  fund,  start  with  this  simple  <  jnli 
formula:  Expected  return  & 
equals  yield  minus  ex-  i  xv 
penses.  Find  out  what  (  k 
yields  are  on  the  kind  of  (  m 
bond  the  fiand  owns,  and  \ 
subtract  the  fiind's  over- 
head cost,  o"-  annual  ex- 
pense ratio.  Example:  Van- 
guard's long-term  Treasury 
fiind  buys  U.S.  govern- 
ment bonds  yielding  7 .7%.,  ; 
and  runs  up  annual  costs  of  j  c, 
0.3%.  So  its  expected  return 
is  7.4%.  The  fiind's  total 
return  (yield  plus  capital  i 
gains)  over  the  next  year 
could  be  much  better  or 
much  worse,  depending  on 
which  way  interest  rates  go. 
But  you  can  think  of  the 
7.4%  as  par  for  the  course. 
That's  all  you'll  get  if  inter- 
est rates  don't  change. 
A  statistical  expectation 
is  an  average  of  all  possible  outcomes, 
weighted  by  their  probabilities.  What 
would  you  pay  for  a  rafile  ticket  that 
has  a  50-50  chance  of  paying  either 
$10  or  $100?  The  expected  return  on 
this  gamble  is  exacdv  $55 — 50%  of 
$10  plus  50%  of  $100.  Note  that  the 
actual  return  on  a  single  ticket  will  be 
some  other  number — $10  or  $100. 
But  the  $55  figure  says  what  this 
ticket  is  worth  to  a  rational  buyer.  .\n 
irrational  buyer  pays  $60  if  he  has  just 
won  $100  on  the  last  flip  of  the  coin. 
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In  the  following  tables,  we  publish 
a  12-month  total  return,  which  is  the 
sum  of  dividends  plus  price  gains  or 
losses.  Think  of  this  number  as  what 
the  lottery  ticket  paid  on  the  last  coin 
flip.  Use  it  to  compare  a  fiind  with  a 
similar  fund,  not  to  compare  it  with  a 
bank  deposit. 

Consider  Benham  Target  Maturi- 
ries-2015,  a  fund  designed  to  mimic 
the  performance  of  a  zero  coupon 
bond  due  in  23  years.  Last  year,  with 
interest  rates  falling,  the  fund  deliv- 
ered a  total  return  of  22.5%. 

Is  that  an  indication  of  what  you 
can  expect  in  the  future?  Not  at  all. 
Indeed,  if  you  intend  to  hold  this  fund 
until  2015,  there  is  no  question  of 
probabilities.  You  know  the  outcome 
in  advance.  The  zeros  are  now  yield- 
ing 8. 1%  to  maturity.  That,  minus  the 
fiind's  annual  expenses,  will  be  your 
return  over  the  years. 

The  yield-minus-expenses  formula 
works  fine  for  the  highest- quality 
noncallable  bonds,  which  most  Trea- 
surys  are.  (Some  long-term  Treasurys 
can  be  called  five  years  before  maturi- 
ty.) Risky  and  callable  bonds  need  a 
fLirther  adjustment. 

Junk  bond  funds  have  high  yields 
that  are  offset  by  occasional  losses  of 
principal  when  an  issuer  defaults. 
(Think  of  Macy's. )  What's  the  expect- 
ed default  loss?  There's  no  magic 
formula,  but  a  prudent  investor 
would  allow  for  a  percentage  point  or 
two  of  annual  loss. 

Edward  Taber  III,  director  of  T. 
Rowe  Price's  taxable  bond  division, 
says  that  junk  prices  should  be  firm 
enough  this  year  to  fijUy  offset  default 
losses,  but  that's  a  bullish  view.  If  his 
prediction  holds,  a  junk  fijnd  holder 
will  enjoy  a  total  return  this  year  close 
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Best  buys  in  bond  funds 

Fund                                               5-year 

total  return 
annualized 

Annual 
expenses 
per  $100 

Yield* 

Telephone 

Long-term  bond  funds 

USAA  Mutual-Income  Fund 
Value  Line  US  Government  Securities 
Vanguard  Fixed  Income-Invest  Grade 
Vanguard  Fixed  Income-US  Treasury 

11.1% 

9.9 
10.2 

9.2 

$0.46 
0.66 
0.37 
0.30 

7.8% 
7.4 
8.2 
7.4 

800-531-8181 
800-223-0818 
800-662-7447 
800-662-7447 

Ginnie  Mae  funds 

Benham  GNMA  Income 
Federated  GNMA  Trust 
Franklin  US  Govnmt  Securities 
Vanguard  Fixed  Income-GNMA 

10.1 

10.4 

9.7 

10.4 

0.72 
0.52 
0.52 
0.34 

8.3 
8.0 
7.8 
8.2 

800-472-3389 
800-245-5000 
800-342-5236 
800-662-7447 

Junk  bond  funds 

Federated  High  Yield  Trust 
Lord  Abbett  Bond-Debenture  Fund 
Merrill  Lynch  Corp-High  Income 
Vanguard  Fixed  Income-High  Yield 

9.1 

9.3 

10.5 

7.7 

0.78p 
0.88 
0.69 
0.40 

11.4 

9.8 

10.9 

10.5 

800-245-5000 
800-223-4224 
800-637-3863 
800-662-7447 

Municipal  bond  funds 

8.7 
8.6 
8.6 
8.1 

Fidelity  Tax-Free-Aggressive 
Vanguard  Muni  Bond-High  Yield 
Vanguard  Muni  Bond-Insured  L-T 
Vanguard  Muni  Bond-Intermediate 

0.66 
0.26 
0.26 
0.26 

6.9 
6.4 
6.1 
5.7 

800-544-8888 
800-662-7447 
800-662-7447 
800-662-7447 

'Current  yield  as  defined  by  the  Securities  &  Exchange  Commission,    p:  Net  of  absorption  of  expenses  by  fund 
sponsor.    Expense  ratio  is  in  italics  if  the  fund  has  a  shareholder-paid  12b-l  plan  exceeding  0. 1  %. 


These  funds  all  score  well  on  two  tests:  high  performance  and  low 
costs.  Performance  is  total  return  over  five  years,  with  penalties  for 
volatility.  Costs  are  sales  loads  (assumed  to  be  spread  over  five 
years)  plus  annual  expenses. 


to  the  fiind's  dividend  rate,  typically 
10%  to  12%.  Note  that  Taber  is  not 
basing  his  prediction  on  what  the  T. 
Rowe  Price  High  Yield  Fund  did  last 
year — a  total  return  of  30.9%. 

Municipal  bonds,  unlike  Treasurys, 
can  often  be  called  in  early  if  the  issuer 
so  desires.  This  turns  the  bond  into  a 
heads-you-lose,  tails-you-break-even 
proposition.  If  interest  rates  go  up, 
you  are  stuck  with  the  low-yielding 
bond.  If  rates  go  down,  the  bond  gets 
taken  away  from  you. 

What  does  this  do  to  your  expected 
return?  The  answer  depends  on  just 
what  bonds  your  ftind  manager  is 
buying.  But,  as  a  rough  rule  of  thumb, 
subtract  0.2%  from  the  stated  yield  of 
a  long-term  bond,  says  Ian  MacKin- 


non, who  runs  Vanguard's  fixed-in- 
come bond  fiind  division.  If  a  long- 
term  muni  fund  reports  a  yield  of 
6.2%,  then  you  should  expect  only  6% 
from  it. 

Ginnie  Mae  fund  buyers  also  need  a 
downward  adjustment  in  their  expec- 
tations. The  risk  here  is  that  home- 
owners will  call  in  the  Ginnie  Maes  by 
refinancing  their  homes  very  quick- 
ly— but  only  if  interest  rates  fall.  This 
bias  against  the  investor  knocks  may- 
be 0.5%  off  the  expected  return.  With 
Ginnie  Maes  yielding  up  to  8.3%,  a 
Ginnie  Mae  ftind  with  a  0.5%  expense 
ratio  will  have  an  expected  return  of 
only  7.3%. 

One  other  factor  should  figure  into 
your  expectations  if  you  plan  ever  to 
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live  ofFyour  bond  fiind,  and 
that  is  inflation.  Prices  are 
up  some  3%  from  a  year 
ago,  but  inflation  would 
have  been  higher  with  food 
and  energy  excluded.  Pessi- 
mists should  knock  4%  off 
expected  returns  to  get  a 
real'  expectation.  Bottom 
line:  3%  to  4%  real  returns 
on  Treasury  ftmds,  slighdy 
more  on  Ginnie  Mae  funds. 

The  second  rule  of  bond 
fimd  investing:  Watch  your 
costs.  Good  bond  funds  have 
zero  transaction  costs  (no 
loads  or  redemption  fees, 
that  is )  and  low  annual  costs . 

How  low  is  low."  Van- 
guard's U.S.   bond  hinds 
run  up  0.3%  or  so  in  annual 
expenses.  If  a  hind  wants  to 
charge    you    substantially 
more,  there  ought  to  be  a 
compelling  reason,  such  as  enormous 
convenience  or  outstanding  past  per- 
formance over  many  years.  The  table 
(page  153)  lists  16  Best  Buy  bond 
funds  in  4  categories,  selected  on  the 
basis  of  good  performance  and  low 
costs. 

Good  bond  funds,  which  are  ex- 
tremely liquid,  beat  direct  invest- 
ments in  bonds.  You  can  sell  a  no-load 
bond  fund  with  a  telephone  call.  To 
be  sure,  Treasurys  bought  direcdy 
from  the  government  incur  no  annual 
overhead  costs.  But  selling  a  Treasury 
before  it  matures  will  cost 
you  a  brokerage  fee.  And 
hinds  buy  in  even  lots  of  $1 
million.  Most  individual  in- 
vestors are  odd-lotters  and 
pay  more. 

Investors  in  municipal  or 
junk  bonds  have  even  less 
justification  for  buying  di- 
recdy. In  those  markets, 
credit  risk  compels  the  sane 
investor  to  hold  at  least  20 
positions  for  diversifica- 
tion. With  bid/ask  spreads 
wide  on  odd  lots  (less  than 
$100,000),  junk  and  muni 
investors  need  at  least  $2 
million  before  they  out- 
grow their  need  for  fiinds. 

Third  rule:  Get  the  jjov- 
ernment  to  share  your  losses. 
A  classic  maneuver  in  bond 
investing  is  the  year-end  tax. 


M  1 


Fi 


r  /  Wl 


■■/»« 


similar  Fidelity'  muni  hind 
The  two  hinds  will  responc 
similarly  to  a  rebound  in  the 
muni  market,  so  you  don'i 
risk  cashing  out  at  the  bot- 
tom. But  the  fiinds  are  not 
identical  in  the  iRS'  eyes. 

Remember,  you  are  not 
trying  to  lose  money  on 
bond  funds  just  to  get  a  tax 
deduction.  If  you  buy  a 
muni  fund  with  a  6%  ex- 
pected return,  you  hope  to 
be  pleasantly  surprised  with 
a  12%  return.  If  rates  fall 
and  your  fijnd  shares  appre- 
ciate, don't  sell,  since  you'd 
owe  capital  gain  tax.  But  if 
the  market  dips,  swap.  A 
capital  loss  is  deductible 
against  any  amount  of  capi- 
tal gain  plus  up  to  S3, 000  of 
other  income. 

Final  rule  of  bond  fund 
swap.  If  your  bonds  have  declined  in  investing:  Diversify — a  little.  Since 
value,  you  sell  for  a  deductible  capital  hinds  are  already  diversified,  you 
loss  and  immediately  repurchase  simi-  don't  need  a  fisthil  of  them  to  spread 
lar,  but  not  identical,  bonds.  (If  you     your  risk. 

immediately  buy  back  identical  secu-  A  plausible  portfolio  if  you  are  in  a 
rities,  the  Internal  Revenue  Service  high  tax  bracket  would  be  this:  25% 
won't  permit  the  deduction.)  The  each  in  a  money  market,  a  junk  bond 
drawback  is  high  transaction  costs,  fund,  a  Ginnie  Mae  or  Treasury-  fiind 
those  bid/ask  spreads  that  the  broker  and  a  municipal  bond  fund  specializ- 
may  have  forgotten  to  tell  you  about,  ing  in  bonds  from  your  home  state. 
Solution:  Buy  no-load  bond  flinds  Dividends  on  junk  and  Ginnie  Mae 
instead  of  bonds.  Swap  out  of,  say,  a     hinds  are  fuUv  taxable.  Treasur\'  hinds 


Dreyfiis  muni  bond  fiind,  take  your 
loss,  and  put  the  proceeds  into  a 


pay  income  that  is  usually  exempt 
from  state  and  local  taxes,  and  local 
muni  fiinds  pay  dixidends 
usually  exempt  fi-om  both 
state  and  federal  tax.  With 
this  spread,  you  would  do 
much  better  than  you 
would  sitting  on  all  cash, 
awaiting  the  coming  of  a 
cheap  stock  market.  You 
would  be  exposed  to  some 
interest  rate  risk,  but  not  a 
huge  amount,  and  some 
risk  from  department  store 
bankruptcies,  but  not  an 
unbearable  amount. 

Divide  your  business  be- 
tween t%\o  no-load  fund 
houses;  if  you  maintain  a 
money  market  account  at 
each,  a  tax -loss  swap  is  as 
easy  as  t\\c>  phone  calls.  For 
a  bond  fund  investor,  more 
than  two  fiind  houses  is  un- 
neccssar\-  clutter.  ^ 
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EXPERTS 

WHEN  IT  COMES  TO  NO-LOAD  OVERSEAS  INVESTING,  NOBODY  OFFERS  MORE  THAN  T.  HOWE  PRICE 

Overseas  investing  can  increase  returns  while  diversifying  portfolios.  T.  Rowe  Price,  a  pioneer 
in  foreign  investing,  can  help  you  take  advantage  of  these  benefits.  We  offer  seven  no-load  inter- 
national funds,  including  the  International  Stock  Fund,  which  has  outperformed  the  Lipper 
average  for  all  international  funds  for  the  past  1,  5,  and  10  years.* 

Experience  and  expertise.  More  than  a  decade  ago,  we  teamed  with  Britain's  century-old  Robert 
Fleming  Holdings,  Ltd.,  to  form  Rowe  Price-Fleming,  adviser  to  our  international  funds.  As 
America's  largest  manager  of  no-load  international  mutual  fund  assets,  with  access  to  on-site 
research  analysts  worldwide,  Rowe  Price-Fleming  has  the  extensive  resources  needed  to  find 
investments  with  strong  long-term  potential. 

Gall  for  a  hee  guide.  Our  international  investing  guide  discusses  factors  you  should  consider 
when  investing  overseas,  including  currency  fluctuations  and  other  special  risks.  It,  along 

with  the  prospectus,  can  help  you  choose 
the  fund(s)  best  suited  to  meet  your  invest- 
ment goals.  $2,500  minimum  per  fund 
($1,000  for  IRAs).  No  sales  chafes. 


SEVEN  NO-LOAD  OPPORTUNITIES 

Objective: 

Fund: 

Investment  Focus: 

Growth 

International 
Stock 

European 
Stock 

Japan 

Large  companies  out- 
side the  U.S. 

Both  large  and  small 
European  companies 

Established  Japanese 
companies  of  any  size 

Aggressive 
Growth 

International 
Discovery 

New  Asia 

Small,  fast-growing 
foreign  companies 

Large  and  small  com- 
panies in  Asia  and  the 
Pacific  Basin,  outside 
Japan 

Income 

Global 

Government 

Bond 

High-quality  foreign 
and  U.S.  Government 
bonds 

Aggressive 
Income 

International 
Bond 

High-quality  foreign 
corporate  and  govern- 
ment bonds 

r 


Call  24  hours  for  a  free  guide 
The  Basics  OUntemationaUnvesting 

1-800-541-8318 


T.  Rowe  Price,  100  E.  Pratt  St. 
Baltimore,  MD  21202 

Please  send  me  your  free  guide. 

The  Basics  Of  International 

Investing,  plus  a  prospectus 

with  more  complete  information, 

including  management  fees  and 

other  charges  and  expenses,  for  the  fundjs 

indicated.  I  will  read  the  prospectus  carefully  before 

I  invest  or  send  money. 


n  International  Stock 
D  European  Stock 
n  Japan 
D  International 
Discovery 


D  New  Asia 

D  Global  Government 

Bond 
n  International  Bond 


Name 


Address 


City/State/Zip 


IUMB014526 


Phone      D  Home        D  Business 


Invest  With  Confidence 

TRoweRlce 


•Average  annual  returns  for  the  l-,5-,and  10-year  periods  ended  12/31/91  are  15.9%,  10.7%,  and  17.5%  for  International  Stock  Fund,  and  12.4%,  8.6%,  and 
14.2%  for  all  international  funds,  according  to  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  Total  return 
represents  past  performance  and  cannot  guarantee  future  results.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor 


THE  FUNDS 


Stock  and  balanced  funds 


If  the  best  measure  of  what  to  expect  from  a  fund  were  its 
recent  performance,  just  about  all  of  these  stock  and 
balanced  funds  would  be  great  buys.  They  averaged  a 
35,7%  total  return  last  year,  5  points  ahead  of  the  market. 
But  the  point  cannot  be  overemphasized:  The  fact  that  a 
fund,  or  the  market,  was  recently  strong  says  nothing 
about  its  likely  return  this  year.  For  that  reason  we  grade 
funds  separately  in  bull  and  bear  markets.  Unless  you  don't 
care  much  about  risk,  or  are  certain  to  hold  on  for  several 
market  cycles,  you  should  pay  as  much  attention  to  a 
fund's  bear  market  performance  as  its  bull  market  perfor- 
mance. This  approach  makes  even  more  sense  today,  in  a 
market  where  stocks  are  trading  at  an  extraordinarily  high 
27  times  earnings.  Consider,  for  example,  the  Constella- 


Fund 

Performance  in 

12-month 

UP 

DOWN 

total 

—markets— 

return 

ABT  Growth  &  Income  Trust 

C 

0 

29.5% 

ABT  Utility  Income  Fund 

F 

A+ 

17.8 

Acorn  Fund* 

6 

C 

47.1 

Adams  Express* 

C 

B 

31.8 

Aegon  USA  Growth 

D 

A 

36.7 

Affiliated  Fund 

C 

B 

21.9 

Aim  Equity— Charter  Fund 

B 

C 

37.4 

Aim  Equity— Constellation  Fund 

A+ 

F 

70.2 

Aim  Equity— Weingarten  Fund 

A+ 

D 

46.8 

Aim  Summit  Fund 

B 

D 

43.6 

Alliance  Balanced  Shares  (B) 

B 

C 

20.4 

Alliance  Fund 

B 

D 

35.9 

Alliance  Glolwl— Small  Cap  Fund 

C 

D 

25.3 

Alliance  Growth  &  Income 

C 

B 

26.4 

Alliance  International  Fund  (F) 

B 

C 

7.7 

Alliance  Quasar  Fund 

A 

D 

34.2 

Alliance  Technology  Fund 

A+ 

F 

54.2 

Amcap  Fund 

C 

B 

36.5 

American  Balanced  Fund  (B) 

6 

B 

24.5 

American  Capital  Comstock  Fund 

C 

A 

31.2 

American  Capital  Convertible  Sees*  (B) 

C 

B 

22.9 

American  Capital  Emerging  Growth 

6 

A 

59.2 

American  Capital  Enterprise  Fund 

B 

D 

38.3 

American  Capital  Equity  Income  (B) 

6 

B 

26.6 

American  Capital  Growth  &  Income 

C 

B 

30.2 

American  Capital  Harbor  Fund  (B) 

B 

D 

23.0 

American  Capital  Pace  Fund 

C 

A 

31.4 

American  Growth  Fund 

F 

A 

23.6 

American  Investors  Growth  Fund 

D 

F 

29.9 

American  Leaders  Fund 

D 

A 

31.0 

American  Mutual  Fund 

D 

A 

21.3 

American  National  Growth  Fund 

B 

C 

37.0 

tion  Fund  distributed  by  aim  Equity.  Its  70.2%  latest  121 
month  total  return  makes  it  tempting  to  investors  wh«j 
want  to  be  on  board  a  hot  performer.  But  note  that  whil' 
this  ftind  is  rated  A-i-  in  up  markets,  it  gets  an  F  in  dow)l 
markets.  Unless  you  think  the  market  is  going  to  rise  in  aj^j 
unbroken  straight  line,  keep  that  F  rating  in  mind. 

To  be  rated  below,  a  fund  must  have  $25  million  ii^ 
assets  and  two  fiill  market  cycles  of  history.  The  last  twJ 
up-and-down  cycles  go  back  to  June  1983  for  stock  fLindsi 
April  1983  for  balanced  funds  and  July  1984  for  foreigij 
hinds.  The  performance  benchmark  for  stock  funds  is  th»1 
S&P  500.  For  balanced  funds  the  benchmark  is  a  blende(  I 
index  of  the  s&P  500  and  a  Merrill  Lynch  bond  index.  Fo^ 
foreign  funds  it's  a  Morgan  Stanley  international  index. 


Fund 


Performance  in 
UP  DOWN 

—markets— 


12-month'l 
total 
return 


ll 


American  National  Income  Fund 

D 

A 

29.0% 

AMEV  Capital  Fund 

A 

B 

49.2 

AMEV  Fiduciary  Fund 

A 

C 

52.3 

AMEV  Growth  Fund 

A 

C 

66.8 

Amway  Mutual  Fund 

C 

c 

19.7 

Analytic  Optioned  Equity  Fund* 

F 

A 

13.3 

ASA  Limited*  (F) 

C 

D 

-7.8 

Axe-Houghton  Fund  B  (B) 

A 

D 

22.0 

Axe-Houghton  Growth  Fund 

A 

F 

39.3 

Babson  Growth  Fund* 

C 

D 

26.0 

Baker,  Fentress  &  Co* 

D 

6 

25.1 

Bancroft  Convertible  Fund*  (B) 

D 

C 

24.0 

Bartlett  Capital  Trust— Basic  Value* 

D 

A 

26.0 

Berger  One  Hundred  Fund 

A 

D 

100.6 

Bergstrom  Capital* 

A 

A 

64.1 

Wm  Blair— Growth* 

B 

C 

43.0 

Boston  Co  Capital  Appreciation  Fund 

C 

C 

22.8 

Bull  &  Bear  Capital  Growth  Fund 

D 

D 

21.3 

Bull  &  Bear  Gold  Investors  Fund  (B) 

F 

F 

-1.1 

Burnham  Fund 

D 

A 

17.9 

Calvert  Social  Inv— Managed  Growth  (B) 

C 

D 

17.7 

Cardinal  Fund 

C 

B 

31.8 

Castle  Convertible  Fund*  (B) 

0 

A 

30.1 

Central  Securities* 

D 

0 

24.1 

Century  Shares  Trust* 

.     C 

A 

31.4 

CGM  Capital  Development  Fund* 

A+ 

6 

99.3 

CGM  Mutual  Fund*  (B) 

A+ 

D 

40,9 

Cigna  Growth  Fund 

B 

C 

35.9 

Colonial  Fund  (B) 

B 

0 

25.1 

Colonial  Growth  Shares  Trust 

B 

0 

34.0 

Colonial  Strategic  Inc— Diversified  (B) 

D 

D 

28.3 

Columbia  Growth  Fund* 

A 

C 

34.2 

"Fund  has  no  load  or  shareholder-paid  12b-l  plan.     B:  Balanced  fund.     F:  Foreign  fund.    G:  Global  fund. 
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Fund 


Commonwealth  Investment— Balanced  (B) 

Composite  Bond  &  Stock  Fund  (B) 

Composite  Growth  Fund 

Copley  Fund* 

Country  Capital  Growth  Fund 


Performance  in 

UP         DOWN 

—markets- 


Dreyfus  Fund* 

Dreyfus  Growth  Opportunity  Fund* 
Dreyfus  Leverage  Fund 
Dreyfus  Third  Century  Fund* 
Eaton  Vance  Growth  Fund 

Eaton  Vance  Investors  Fund  (B) 
Eaton  Vance  Special  Equities  Fund 
Eaton  Vance  Stock  Fund 
Eaton  Vance  Total  Return  Trust 
Enterprise  Group— Growth 


Fidelity  Equity-Income  Fund 
Fidelity  Fund* 
Fidelity  Growth  Company 
Fidelity  Magellan  Fund 
Fidelity  Puritan  Fund  (B) 


D 

C 

A 

A+ 

B 


12-month 
total 
return 


D 

C 

25.4% 

0 

B 

21.4 

D 

A 

26.8 

F 

A 

17.1 

C 

C 

27.8 

Dean  Witter  American  Value  Fund 

B 

C 

55.5 

Dean  Witter  Developing  Growth  Sees 

D 

D 

48.2 

Dean  Witter  Dividend  Growth  Sees 

C 

A 

30.5 

Dean  Witter  Natural  Resource  Devel 

D 

C 

5.3 

Dean  Witter  World  Wide  Investment  (G) 

C 

C 

18.8 

Delaware  Group  Decatur  Fund— 1 

D 

A 

21.8 

Delaware  Group  Trend  Fund 

A+ 

C 

74.5 

Dodge  &  Cox  Balanced  Fund*  (B) 

B 

C 

20.6 

Dodge  &  Cox  Stock  Fund* 

B 

B 

21.2 

Dreyfus  Convertible  Securities  Fund*  (B) 

C 

C 

33.0 

27.7 
51.4 
31.7 
37.8 
39.0 

21.0 

55.6 
20.6 
22.9 
41.8 


Equity  Strategies  Fund* 

C 

C 

12.4 

EuroPacific  Growth  Fund  (F) 

C 

C 

18.5 

Evergreen  Fund* 

B 

C 

39.3 

Evergreen  Limited  Market  Fund* 

A 

B 

50.6 

Evergreen  Total  Return  Fund* 

D 

A 

22.9 

FBL— Growth  Common  Stock 

F 

C 

14.4 

Federated  Stock  &  Bond  Fund*  (B) 

D 

A 

17.2 

Federated  Stock  Trust* 

C 

A 

28.3 

Fidelity  Contrafund 

A 

0 

54.3 

Fidelity  Destiny  Portfolio  1* 

A 

B 

38.2 

29.3 
23.6 
47,4 
40.1 
26.2 


Fidelity  Retirement  Growth* 

B 

C 

44.8 

Fidelity  Select— Energy 

D 

C 

0.0 

Fidelity  Select— Financial  Services 

C 

B 

61.5 

Fidelity  Select— Health  Care 

A+ 

D 

82.7 

Fidelity  Select^Prec  Metals  &Mins  (F) 

0 

D 

1.5 

Fund 


Fidelity  Select— Technology 
Fidelity  Select—Utilities 
Fidelity  Trend  Fund* 
Fidelity  Value  Fund* 
Fiduciary  Capital  Grovirth  Fund* 

Financial  Dynamics  Fund 
Financial  Industrial  Fund 
Financial  Industrial  Income  Fund 
First  Investors  Global  Fund  (G) 
Flex-funds— Growth  Fund 

Founders  Blue  Chip 
Founders  Growth  Fund 
Founders  Special  Fund* 
FPA  Capital  Fund 
FPA  Paramount  Fund 

Franklin  DynaTech  Fund 
Franklin  Equity  Fund 
Franklin  Gold  Fund  (F) 
Franklin  Growth  Fund 
Franklin  Income  Fund  (B) 

Franklin  Premier  Return  Fund 
Franklin  Utilities  Fund 
Fundamental  Investors 
Gateway  Index  Plus  Fund* 
General  American  Investors* 

Gintel  Erisa  Fund 
Growth  Fund  of  America 
GT  Global  Growth— Pacific  (F) 
Guardian  Park  Ave  Fund 
John  Hancock  Growth  Fund 


Performance  in 
UP  DOWN 

—markets— 


A 
D 
B 
C 
C 

B 
B 
B 
A 
F 

B 
A 
A 
B 

C 

B 
C 
C 
6 
D 

D 
D 
B 
D 
A 

D 
B 
B 
B 
B 


F 
A 
D 

C 
C 

D 
D 
B 
D 

A 

0 
C 
D 
C 

A 

D 
D 
C 
B 
A 

B 

A+ 

B 

A 

D 

A 
B 
B 
B 
D 


12-month 
total 
return 

59.0% 

20.9 

35.7 

25.9 

36.2 

67.0 
42.1 
46.3 
16.8 
20.7 

28.0 
47.0 
63.1 
63,6 
23.7 

35.3 
26.1 
6.0 
26.3 
40.8 

22.2 
24.0 
31.1 
17.8 
61.4 

13.5 
35.1 
12.9 
35.0 
41.8 


John  Hancock  Sovereign  Investors 

D 

A 

30.4 

John  Hancock  Tech— <ilobal  Tech 

D 

D 

33.5 

John  Hancock  Tech— Natl  Aviation  &  Tech 

C 

D 

31.2 

Hartwell  Emerging  Growth 

A+ 

F 

70.2 

lAI  Regional  Fund 

A 

B 

35.0 

lAI  Stock  Fund 

C 

B 

26.5     i 

IDS  Discovery  Fund 

A 

D 

52,8      1 

IDS  Equity  Plus 

B 

C 

31.6      ' 

IDS  Growth  Fund 

A+ 

D 

46.9 

IDS  Mutual  (B) 

C 

B 

23.4      ] 

IDS  New  Dimensions  Fund 

A 

C 

49.3 

IDS  Progressive  Fund 

D 

B 

25.1 

IDS  Stock  Fund 

C 

B 

27.1 

Income  Fund  of  America  (B) 

C 

A+ 

23.7 

Investment  Co  of  America 

B 

6 

111 

•Fund  has  no  load  or  shareholder-paid  12b-l  plan.     B:  Balanced  fund.     F:  Foreign  fund.    G:  Global  fund. 
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Fund 

Performance  in 

12-month 

UP 

DOWN 

total 

—markets— 

return 

1 1 B— Growth  Opportunities 

C 

D 

30.6% 

Investors  Research  Fund 

A 

D 

42.1 

Ivy  Growth  Fund* 

C 

A 

30.5 

Janus  Fund* 

B 

A 

42.1 

Japan  Fund*  (F) 

B 

B 

3.1 

JP  Growth  Fund 

C 

B 

32.0 

Kemper  Growth  Fund 

A 

D 

65.9 

Kemper  International  Fund  (F) 

C 

C 

9.0 

Kemper  Summit  Fund 

A 

D 

67.5 

Kemper  Technology  Fund 

B 

D 

41.3 

Kemper  Total  Return  Fund  (B) 

A+ 

F 

39.6 

Keystone  America  Omega 

A 

D 

51.5 

Keystone  Custodian  K-1  (B) 

C 

C 

23.9 

Keystone  Custodian  K-2 

B 

0 

39.3 

Keystone  Custodian  S-1 

C 

C 

28.7 

Keystone  Custodian  S-3 

B 

D 

41.6 

Keystone  Custodian  S-4 

A 

F 

70.8 

Keystone  International  Fund  (F) 

C 

B 

14.4 

Keystone  Precious  Metals  (F) 

D 

D 

8.2 

Kleinwort  Benson  IntI  Equity  (F) 

C 

C 

11.2 

Legg  Mason  Value  Trust 

B 

B 

34.7 

Lexington  Corp  Leaders  Trust  Fund* 

B 

B 

22.0 

Lexington  Goldfund*  (G) 

D 

D 

-42 

Lexington  Growth  &  Income  Fund* 

C 

C 

24.8 

Lexington  Worldwide  Emerging  Mkts* 

C 

F 

24.1 

Lindner  Fund* 

D 

A+ 

23.4 

Lord  Abbett  Developing  Growth 

C 

D 

56.3 

Lord  Abbett  Value  Appreciation 

B 

C 

27.1 

Lutheran  Brotherhood  Fund 

C 

A 

32.8 

Mairs  &  Power  Growth  Fund* 

B 

C 

41.8 

Horace  Mann  Growth  Fund* 

B 

C 

26.2 

Mass  Capital  Development  Fund 

B 

C 

22.0 

Mass  Financial  Development  Fund 

B 

D 

32.3 

Mass  Financial  Emerging  Growth 

A+ 

D 

69.2 

Mass  Financial  Special  Fund 

B 

D 

25.6 

Mass  Financial  Total  Return  Trust  (B) 

A 

C 

21.5 

Mass  Investors  Growth  Stock  Fund 

B 

C 

47.3 

Mass  Investors  Trust 

B 

C 

27.4 

Mathers  Fund* 

0 

C 

9.4 

Merrill  Lynch  Basic  Value  Fund 

C 

B 

26.9 

Merrill  Lynch  Capital  Fund 

C 

A 

24.8 

Merrill  Lynch  IntI  Holdings  (G) 

C 

A 

16.9 

Merrill  Lynch  Pacific  Fund  (F) 

A 

C 

16.8 

Merrill  Lynch  Phoenix  Fund  (6) 

B 

C 

36.6 

Merrill  Lynch  Special  Value 

D 

D 

54.8 

Fund 

Performance  in 
UP          DOWN 
—markets— 

12-montt 
total 
return 

Mexico  Fund*  (F) 

A 

A+ 

72.5% 

MSB  Fund* 

D 

C 

16.5      . 

Mutual  Benefit  Fund 

A 

B 

27.7     ■ 

Mutual  of  Omaha  Growth  Fund 

A 

C 

62.4     ' 

Mutual  of  Omaha  Income  Fund  (B) 

F 

A 

18.5 

Mutual  Series  Fund— Beacon* 

D 

C 

17.4       1 

Mutual  Series  Fund— Mutual  Shares* 

D 

A+ 

20.8     ' 

Mutual  Series  Fund— Qualified* 

D 

A+ 

21.0     ' 

National  Industries  Fund* 

D 

C 

32.0     ; 

National  Stock  Fund 

D 

B 

22.9 

National  Total  Income  Fund  (B) 

C 

A 

23.3 

National  Total  Return  Fund  (B) 
Nationwide  Fund 

A 
B 

C 
B 

28.6 
30.2 

Nationwide  Growth  Fund 

B 

B 

36.0      \ 

N  &  B  Guardian  Fund* 

B 

C 

34.3 

N  &  B  Manhattan  Fund* 

A 

C 

30.9      1 

N  &  B  Partners  Fund* 

D 

A 

22.4      ' 

N  &  B  Selected  Sectors  Plus  Energy* 
Neuwirth  Fund 

D 
A 

C 

F 

24.7      \ 
50.3      ' 

New  England  Balanced  Fund 

D 

A 

29.2      ^ 

New  England  Growth  Fund 
New  England  Retirement  Equity 
New  Perspective  Fund  (G) 
New  York  Venture  Fund 

A 
D 
D 
A 

B 
A 
B 
C 

56.7 
27.1 
22.4 
39.3 

Newton  Growth  Fund 

B 

D 

25.6 

Niagara  Share  Corp* 
Nicholas  Fund* 

D 
B 

D 
A 

19.3 
41.8 

Northeast  Investors  Growth* 

B 

C 

36.6 

Oppenheimer  Equity  Income  Fund 
Oppenheimer  Fund 

C 
C 

B 

F 

17.2 
28.5 

Oppenheimer  Global  Fund  (G) 
Oppenheimer  Gold  &  Special  Mins  (F) 
Oppenheimer  Special  Fund 
Oppenheimer  Target  Fund 
Oppenheimer  Time  Fund 

6 
C 
D 
C 
A 

C 
C 

c 

D 
D 

27.2 
0.2 
43.8 
38.4 
38.5 

Oppenheimer  Total  Return  Fund 

B 

C 

35.4 

Over-the-Counter  Securities  Fund 

D 

B 

38.6 

PaineWebber  Atlas  Global  Growth  (G) 
Pax  World  Fund  (B) 
Penn  Square  Mutual  Fund 

A 
6 
C 

6 
C 
B 

10.4 
20.4 
27.1 

Pennsylvania  Mutual  Fund 

C 

B 

31.8 

Permanent  Portfolios— Permanent  (B) 

D 

C 

7.9 

Petroleum  8i  Resources  Corp* 
Philadelphia  Fund 
Phoenix  Balanced  Fund  (B) 

D 
F 
B 

0 
C 
C 

6.6 

5.7 

25.4 

*Fund  has  no  load  or  shareholder-paid  12b-l  plan.     B:  Balanced  fund.    F:  Foreign  fund.    G:  Global  fund. 
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Fund 


iPhoenix  Convertible  Fund  (B) 
I  Phoenix  Growth  Fund 
Phoenix  Stock  Fund 
Phoenix  Total  Return 
Pilgrim  MagnaCap  Fund 

Pine  Street  Fund* 

Pioneer  Fund 

Pioneer  II 

Pioneer  Three 

T  Rowe  Price  Growth  &  Income* 

T  Rowe  Price  Growth  Stock  Fund* 
T  Rowe  Price  IntI  Stock*  (F) 
T  Rowe  Price  New  Era  Fund* 
T  Rowe  Price  New  Horizons  Fund* 
Princor  Capital  Accumulation  Fund 

Princor  Growth  Fund 
ProvidentMutual  Growth  Fund 
ProvidentMutual  Investment  Shares 
ProvidentMutual  Total  Return  Trust  (B) 
Prudential  Equity  Fund 


Performance  in       12-month 
UP         DOWN        total 
—markets—  return 


C 
B 
C 
D 
C 

C 
C 
C 
C 
C 

C 
B 
D 
B 
D 

A 
B 
D 
D 
C 


B 
A 
6 
A 
C 

C 
C 
C 
6 
B 

D 
6 
D 
D 
A 

D 
B 
B 
B 
B 


af  iWBW  wj«r^o» '* 


12.5% 

26.9 

28.3 

28.7 

24.8 

23.7 
22.0 
25.4 
36.3 
31.4 

33.4 
15.6 
14.4 
51.9 
37.2 

56.2 
49.9 
15.4 
18.3 
24,0  . 


Fund 

Performance  in 

12-month 

UP 

DOWN 

total 

—markets— 

return 

Prudential  Global  Fund  (G) 

B 

C 

13.3% 

Prudential  Growth  Fund 

C 

c 

24.1 

Prudential  Growth  Opportunity 

B 

D 

39.4 

Prudential  Total  Return 

C 

6 

11.0 

Prudential  Utility  Fund 

D 

A 

19.9 

Putnam  Convertible  Income-Growth  (B) 

C 

0 

29.3 

Putnam  Energy-Resources  Trust 

0 

F 

7.2 

Putnam  Fund  for  Growth  &  Income 

C 

B 

18.9 

George  Putnam  Fund  of  Boston  (B) 

A 

D 

229 

Putnam  Global  Growth  Fund  (G) 

B 

C 

180 

Putnam  Health  Sciences  Trust 

A 

D 

47.9 

Putnam  Investors  Fund 

B 

D 

27.4 

Putnam  OTC  Emerging  Growth  Fund 

A 

C 

40.7 

Putnam  Strategic  Income  Trust 

D 

B 

24.5 

Putnam  Vista  Fund 

A 

B 

36.5 

Putnam  Voyager  Fund 

A+ 

D 

49.6 

Quest  for  Value  Fund 

C 

A+ 

32.2 

Rea-Graham  Balanced  Fund  (B) 

C 

G 

14.5 

Royce  Fund— Value 

0 

B 

30.7 

Safeco  Equity  Fund* 

B 

C 

27.9 

*Fund  has  no  load  or  shareholder-paid  12b-l  plan.    B:  Balanced  fund.    F:  Foreign  fund.    G:  Global  fund. 


To  seek  high  income,  go  global. 

TTieMerrlD  Lynch  World  Income  Rind. 


T^       n 


The  Merrill  Lynch  World  Income 
Fund  seeks  to  achieve  a  high 
level  of  income  from  a  portfolio 
of  fixed-income  securities  de- 
nominated in  various  currencies. 
A  global  portfolio  allows  you 
to  pursue  income  opportunities 
in  a  variety  of  markets.  The 
Fund  invests  primarily  in  the 
United  States,  Canada,  Western 
Europe,  New  Zealand  and 
Australia.  Investments  are  allo- 

af,  OFFICIAL  SPOBOR  OF  THE  1992  U  S  OLYMPC  TEAM 


cated  among  global  fixed- 
income  securities  of  various 
types,  maturities,  issuers  and 
credit  quality. 

For  more  information  contact 
your  Merrill  Lynch  Financial 
Consultant,  or  call  or  return  the 
coupon. 

For  complete  information,  including  ell  charges 
and  expenses,  and  the  special  considerations  asso- 
ciated with  the  risks  (^international  investing, 
request  a  prospectus.  Please  read  it  carefully  before 
you  invest  or  send  money. 

©1992  Merrill  Lynch,  Pierce,  Fenner&  Smith  Inc.  Member SIPC. 


^Call  1-800-637-7455  ext  2728^ 

■I 

Return  to:  Merrill  Lynch  Response  Center, 
RO.  Box  30200,  New  Brunswick,  NJ  08989-0200 
Please  send  me  a  free  brochure  and  prospectus  on 
the  Merrill  Lynch  Wbrld  Income  Fund,  Inc. 

Name 


Address. 


City_ 
State. 


Zip. 


Home  Phone 


( 


( 


) 


Business  Phone 
Merrill  Lynch  clients,  please  give  the  name  and  loca- 
tion of  your  Financial  Consultant. 


2728 

Merrill  Lynch 

A  tradition  of  trust. 
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THE  FUNDS 
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Fund 

Performance  in 
UP          DOWN 
—markets— 

12-month 
total 
return 

Safeco  Growth  Fund* 

B 

C 

62.6% 

Safeco  Income  Fund* 

D 

A 

23.3 

Salomon  Brothers  Capital  Fund 
Salomon  Brothers  Fund* 

B 
C 

B 
B 

33.0 
30.8 

Salomon  Brothers  Investors  Fund 

C 

B 

28.6 

Salomon  Brothers  Opportunity  Fund* 
Sci/Tech  Holdings 
Scudder  Capital  Growth  Fund* 
Scudder  Development  Fund* 
Scudder  Growth  &  Income  Fund* 

C 
C 
A 
A 
C 

B 
B 
C 
D 
C 

30.3 
44.1 
42.2 
71.9 
28.1 

Scudder  International  Fund*  (F) 

C 

B 

11.8 

Security  Action  Fund 
Security  Equity  Fund 
Security  Investment  Fund 
Security  Ultra  Fund 

C 
A 
0 
C 

C 
D 
C 
F 

33.5 
34.6 
21,8 
58.6 

Selected  American  Shares 

C 

A 

46.3 

Selected  Special  Shares 
Seligman  Capital  Fund 
Seligman  Common  Stock  Fund 
Seligman  Growth  Fund 

B 

A+ 
B 
6 

D 
D 
B 
D 

24.7 
53.7 
29.7 
38.2 

Seligman  Income  Fund  (B) 
Sentinel  Balanced  Fund  (B) 
Sentinel  Common  Stock  Fund 

D 
B 
C 

A 
B 
A 

30.1 
23.2 
30.5 

Sentinel  Growth  Fund 

A 

D 

25.9 

Sentry  Fund* 

B 

D 

28.6 

Sequoia  Fund* 

Shearson  Appreciation  Fund 

Shearson  Fundamental  Value  Fund 

0 
B 
D 

A+ 

B 

B 

39.3 
26.9 
31.4 

Shearson  Global  Opportunities  (Gj 
Shearson  Invest— Appreciation 

C 
0 

C 
B 

12.6 
23.5 

Shearson  Invest— Special  Equities 
Sit  New  Beginning  Growth  Fund* 
Smith  Barney  Equity  Fund 
Smith  Barney— Income  &  Growth 
SoGen  International  Fund 

D 
A 
C 
D 
D 

D 
C 
C 
A 
A+ 

45.1 
65.5 
26.5 
26.5 
17.7 

Source  Capital* 

State  Bond  Common  Stock  Fund 

D 
B 

A+ 
D 

22.6 
33.2 

State  Bond  Diversified  Fund 

C 

B 

31.2 

State  Street  Investment  Trust 

B 

C 

28.1 

SteinRoe  Capital  Opportunities* 

B 

F 

62.7 

SteinRoe  Special  Fund* 
SteinRoe  Stock  Fund* 

A 
A 

C 
D 

33.7 
45.6 

SteinRoe  Total  Return  Fund*  (6) 

C 

D 

29.4 

Strategic  Investments  Fund  (F) 
Stratton  Monthly  Dividend  Shares* 

0 
D 

F 

A+ 

-18.9 
34.8 

Fund 

Performance  in 

12montl 

UP 

DOWN 

total   : 

—markets— 

return  > 

Strong  Investment  Fund  (B) 

D 

A 

19.6% 

Strong  Total  Return  Fund  (8) 

C 

B 

33.6 

Templeton  Foreign  Fund  (F) 

B 

A 

18.1 

Templeton  Growth  Fund  (G) 

C 

A 

30.9 

Templeton  Smaller  Companies  Growth  (G) 

c 

B 

39.2 

Templeton  World  Fund  (G) 

c 

C 

29.3 

Transamerica  Capital  Appreciation 

c 

C 

36.6 

Transamerica  Growth  &  Income  (B) 

c 

B 

32.1 

Tri-Continental  Corp* 

B 

C 

28.6 

20th  Century  Growth  Investors* 

A+ 

D 

69.0 

20th  Century  Select  Investors* 

A 

C 

31.4 

20th  Century  Ultra  Investors* 

A+ 

F 

86.5 

UMB  Stock  Fund* 

C 

B 

24.7 

United  Accumulative  Fund 

c 

B 

23.5 

United  Continental  Income  Fund  (B) 

A 

0 

25.9 

United  Income  Fund 

B 

A 

29.4 

United  International  Growth  (F) 

C 

A 

19.0 

United  New  Concepts  Fund 

B 

C 

88.2 

United  Retirement  Shares  (B) 

B 

C 

21.7 

United  Science  8i  Energy  Fund 

6 

C 

58.6 

United  Services— Global  Resources*  (G) 

D 

D 

5.0 

United  Services— Gold  Shares*  (F) 

D 

D 

-15.6 

US  Trend  Fund 

B 

C 

35.0 

United  Vanguard  Fund 

C 

6 

27.1 

USAA  Mutual— Aggressive  Growth* 
USAA  Mutual— Growth  Fund* 

A 
C 

D 

71.7 

0 

27.8 

Value  Line  Fund* 

B 

C 

48.2 

Value  Line  Income  Fund* 

D 

A 

28.4 

Value  Line  Leveraged  Growth  Inv* 

B 

B 

44.0 

Value  Line  Special  Situations  Fund* 

D 

D 

36.1 

Van  Eck  International  Investors  (F) 

C 

D 

2.6 

Vanguard  Explorer  Fund* 

C 

D 

55.9 

Vanguard  Index— 500  Portfolio* 

B 

C 

30.1 

Vanguard/Morgan  Growth  Fund* 

B 

C 

28.4 

Vanguard  Small  Cap  Stock* 

C 

D 

44.9 

Vanguard  Special— Gold  &  Prec  (F) 

D 

C 

4.3 

Vanguard  Trustees  Commingled— IntI*  (F) 

A 

A 

9.8 

Vanguard  Trustees  Commingled— US* 

C 

B 

26.5 

Vanguard  Wellesley  Income  Fund*  (B) 

C 

A+ 

21.4 

Vanguard  Wellington  Fund*  (8) 

A 

C 

23.3 

Vanguard  Windsor  Fund* 

C 

A 

27.7 

Washington  Mutual  Investors 

B 

A 

23.3 

Winthrop  Focus  Funds— Growth 

D 

D 

28.0 

WPG  Growth  &  Income  Fund* 

C 

C 

40.7 

WPG  Tudor  Fund* 

A 

C 

51.0 

*Fund  has  no  load  or  shareholder-paid  12b-l  plan.     B:  Balanced  tur.d.     F;  Foreign  fund.    G:  Global  fund. 
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I 


You  mean  it  costs  less  to  manage  my 
IRA  investments  at  Schwab? 


K(Mi  Kloss 

Hotel  (ioiu'ial  Manaj*er 


"Definitely!  And  the  money  you'll 
save  can  be  put  Tight  back  to  work 
in  your  IRA  portfolio." 


Lower  costs  can  give  you 
more  to  invest. 

Schwab  can  save  you  up 
to  76%  on  commissions, 
•ompared  to  rates  charged 
hy  full -commission  bro- 
kers* And  our  annual 
IRA  fee  is  less  than  half 
of  what  many  full -com- 
mission brokers  charge. 

So  by  moving  your 
IRAs  to  Schwab,  you  can 
sa\e  money.  And  keeping 


those  dollars  invested 
may  speed  the  growth  of 
your  retirement  savings. 
A  bigger  choice  of 
investments  can  mean 
better  returns. 

Schwab  offers  a  wider 
choice  of  investments  for 
your  IRA  than  you  might 
think.  You  can  move  your 
retirement  money  between 
stocks,  bonds,  mutual 
funds,  money  market 


Charles  R.  Schwab 
Chairman 

investments  and  more. 

This  investment  flexibil- 
ity may  help  you  achieve 
a  good  rate  of  return  in 
any  market  environment. 
Move  your  IRAs  to 
Schwab  and  help  your 
money  work  harder. 

It's  easy  to  do— so 
make  your  move  now ! 

*  Based  on  an  August  1991  survey 
conducted  by  Charles  Schwab  &  Co.,  Inc. 
available  upon  request. 


Here's  all  you  do  to 
open  a  Schwab  IRA. 

Just  call  us  toll  free  for  a 
Schwab  IRA  package  with 
complete  information  on 
Schwab's  IRA  and  an 
account  application.  Call 
us  now  at : 

1-800-442-5111 

Ext.  347 


Charles  Schwab  &  Co.,  Inc.  £  1992- Member  SIPC 


Charles  Schwab 

Helping  Investors  Help  Themselves" 


THE  FUNDS 


Municipal  bond  funds 

Single-state  tax-exempt  funds  are  rated  here  if  they  have  taken  as  a  bull  or  bear  month,  according  to  the  perfc  1 

five  years  of  history  and  at  least  $100  million  in  assets.  All  mance  of  the  Shearson  Lehman  municipal  bond  ind'] 

other  tax-exempt  fiands  need  at  least  five  years  of  history  Composite  bull-  and  bear-market  performance  is  calcul 

and  a  minimum  of$500  million  to  be  listed.  Each  of  the  60  ed  for  each  fund  and  then  translated  into  a  letter  grac  j 

rrionths  from  January  1987  through  December  1991  is  assigned  on  a  curve.                                                         ■] 


Fund 

Performance  in 

12-month 

UP 

DOWN 

total 

— 

markets— 

return 

AARP  Insured  T-F  Inc— GenI  Bond* 

A 

D 

12.3% 

Alliance  Muni  Income— Calif 

C 

A 

11.0 

1  Alliance  Muni  Income— New  York 

C 

C 

12.3 

Benham  Calif  Tax-Free— Intermediate* 

D 

A 

10.4 

Benham  Calif  Tax-Free— Long-Term* 

B 

D 

11.8 

California  Tax-Exempt  Bonds 

C 

B 

11.1 

California  Tax-Free  Income  Fund* 

D 

A 

12.2 

Colonial  California  Tax-Exempt 

D 

B 

11.2 

Colonial  Tax-Exempt  Fund 

D 

A 

11.7 

Dean  Witter  Calif  Tax-Free  Income 

B 

D 

10.1 

Dean  Witter  NY  Tax-Free  Income 

B 

D 

12.7 

^  Dean  Witter  Tax-Exempt  Securities 

A 

D 

12.6 

Delaware  Group  Tax-Free— USA 

C 

C 

12.4 

DMC  Tax-Free  Income  Trust— Pa 

C 

C 

12.8 

Dreyfus  California  Tax-Exempt  Bond* 

D 

B 

10.4 

Dreyfus  Intermediate  Muni  Bond* 

D 

A 

11.1 

Dreyfus  Massachusetts  Tax-Ex  Bond* 

D 

6 

12.7 

Dreyfus  NY  Tax-Exempt  Bond  Fund* 

D 

B 

11.7 

Dreyfus  Tax-Exempt  Bond  Fund* 

D 

B 

11.9 

Eaton  Vance  California  Municipals 

C 

0 

9.4 

Eaton  Vance  National  Municipals 

D 

C 

12.1 

Federated  Tax-Free  Income  Fund 

B 

B 

12.5 

Fidelity  Calif  Tax-Free  Insured* 

C 

D 

10.9 

Fidelity  Calif  Tax-Free  High  Yield* 

C 

C 

10.2 

Fidelity  Mass  Tax-Free  High  Yield* 

D 

B 

11.3 

Fidelity  Michigan  Tax-Free  High  Yield* 

B 

C 

12.1 

Fidelity  NY  Tax-Free  High  Yield* 

C 

B 

13.4 

Fidelity  NY  Tax-Free  Insured* 

c 

C 

12.5 

Fidelity  Ohio  Tax-Free  High  Yield* 

B 

D 

11.4 

Fidelity  Tax-Free— Aggressive* 

D 

A 

11.8 

Fidelity  Tax-Free-High  Yield* 

C 

B 

8.8 

Fidelity  Tax-Free— Ltd  Term  Munis* 

D 

A 

11.2 

Fidelity  Tax-Free— Municipal  Bond* 

6 

C 

11.9 

First  Investors  Insured  Tax-Exempt 

D 

A 

10.3 

First  Investors  NY  Insured  Tax-Free 

C 

B 

11.5 

Flagship  Tax-Ex— Michigan  Triple 

A 

D 

11.6 

Flagship  Tax-Ex— NC  Triple 

A 

F 

11.7 

Flagship  Tax-Ex— Ohio  Double 

A 

D 

11.8 

Franklin  Calif  Insured  Tax-Free  Income 

B 

D 

10.8 

I  Franklin  Calif  Tax-Free  Income 

D 

A 

10.9 

it 

Fund 

Performance  in 
UP          DOWN 
—markets— 

12-mor 
totaL 
returr" 

Franklin  Federal  Tax-Free  Income 

B 

c 

13.2% 

Franklin  High  Yield  Tax-Free  Income 
Franklin  Insured  Tax-Free  Income 

D 
B 

A 
D 

12.4 
11.3  - 

Franklin  Mass  Insured  Tax-Free  Income 

C 

D 

11.4^ 

Franklin  Mich  Insured  Tax-Free  Income 

B 

C 

10.9  [ 

Franklin  Minn  Insured  Tax-Free  Income 

C 

C 

10.8  ' 

Franklin  NY  Tax-Free  Income 

D 

6 

13.5  ^ 

Franklin  Ohio  Insured  Tax-Free  Income 

B 

C 

10.9   , 

Franklin  Penn  Tax-Free  Income 

B 

D 

13.4 ; 

Franklin  PR  Tax-Free  Income  Fund 

C 

6 

12.2    , 
( 

General  NY  Municipal  Bond 
Hawaiian  Tax-Free  Trust 

D 
D 

A 
A 

14.1    ' 
10.5   5 

IDS  California  Tax-Exempt  Fund 
IDS  High  Yield  Tax-Exempt  Fund 
IDS  Minnesota  Tax-Exempt  Fund 

C 
C 
C 

C 
B 
C 

11.1 
12.0 
10.6 

IDS  Tax-Exempt  Bond  Fund 
Kemper  California  Tax-Free  Income 
Kemper  Municipal  Bond  Fund 
Kemper  New  York  Tax-Free  Fund 

A 
B 
A 
C 

D 
B 
C 
C 

10.1 
11.4    . 
12.7 
13.4 

Keystone  Tax-Exempt  Trust 

B 

D 

10.9 

Keystone  Tax-Free  Fund 

Lord  Abbett  Calif  Tax-Free  Income 

C 
B 

B 
C 

10.8 
13.2 

Lord  Abbett  Tax-Free  Income— New  York 

C 

B 

13.5 

Merrill  Lynch  Calif  Muni  Bond 
Merrill  Lynch  Muni-High  Yield 

c 
c 

0 
C 

10,3 
11.5 

Merrill  Lynch  Muni— Insured* 
Merrill  Lynch  NY  Muni  Bond 
MFS  Managed  High  Yield  Muni  Bond 
MFS  Managed  M-S  Tax-Ex-Md 
MFS  Managed  M-S  Tax-Ex— Mass 

MFS  Managed  M-S  Tax-Ex-NC 
MFS  Managed  M-S  Tax-Ex-Va 
MFS  Managed  Municipal  Bond 
New  York  Muni  Fund 

B 
B 
D 

C 
C 

C 
C 
A 
C 
B 

11.2 
13.4 
10.4 
10.0 
11.7 

c 
c 

A 
B 

6 
B 

C 
F 

10.4 
10.4 
12.7 
15.7 

Nuveen  Calif  Tax-Free— Spec  Bond 

B 

C 

111 

Nuveen  Insured  Tax-Free  Bond— NY 

B 

C 

13.4 

Nuveen  Municipal  Bond  Fund 
Oppenheimer  New  York  Tax-Exempt 
Pacific  Horizon— Calif  Tax-Ex  Bond 

C 
D 
D 

B 
A 
B 

11.4 
11.6 
10.3 

PaineWebber  California  Tax-Free  Income 

C 

B 

11.0 
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Fund 


Premier  California  Municipal  Bond 
j  T  Rowe  Price  Tax-Free  High  Yield* 

T  Rowe  Price  Tax-Free  Income  Fund* 
I  Prudential  Calif  Municipal 

Prudential  Muni— New  York 

R  Prudential  National  Municipals 
^  I  Putnam  Calif  Tax-Exempt  Income 


'ei« 


Putnam  New  York  Tax-Exempt  Income 
Putnam  Ohio  Tax-Exempt  Income 
I] IS    Putnam  Tax-Exempt  Income  Fund 

Putnam  Tax-Free  Income— High  Yield 
Scudder  California  Tax-Free  Fund* 
Scudder  Managed  Municipal  Bonds* 
Scudder  NY  Tax-Free  Fund* 
Seligman  Tax-Exempt— Mass 


m 


Seligman  Tax-Exempt— Michigan 
Seligman  Tax-Exempt— Minnesota 
Seligman  Tax-Exempt— Ohio 
Shearson  California  Municipals 
Shearson  Income— Tax-Exempt  Income 
Shearson  Managed  Municipals 


W^ 


Performance  in 

12-month 

UP         DOWN 

total 

—markets— 

return 

B              C 

11.0% 

D              A 

11.7 

C              0 

12.2 

C              D 

11.3 

C              D 

13.5 

B              D 

12.9 

B              B 

11.4 

A              C 

14.2 

C              C 

9.9 

A              D 

12.7 

D              A 

11.6 

A              C 

12.7 

A              D 

12.2 

B              C 

14.4 

A              D 

13.0 

A              D 

12.0 

B              0 

7.5 

A              D 

11.7 

C              B 

11.5 

C              B 

11.3 

B              C 

14.2 

Fund 

Performance  in 
UP          DOWN 
—markets— 

12-month 
total 
return 

Shearson  New  York  Municipals 
Spartan  Pennsylvania  Muni  High  Yield* 
SteinRoe  Managed  Municipals* 
Tax-Exempt  Bond  Fund  of  America 
Tax-Exempt  Fund  of  California 

D 
A 
B 
C 
B 

B 
D 
B 
C 
D 

B 
B 

F 
C 
A 

13.0% 
12.5 
11.6 
10.8 
9.9 

11.7 
11.0 
13.4 
12.4 
11.1 

Tax-Free  Trust  of  Arizona 
Tax-Free  Trust  of  Oregon 
United  Municipal  Bond  Fund 
USAA  Tax-Exempt— High  Yield* 
USAA  Tax-Exempt— Intermediate* 

C 

C 

A+ 

A 

D 

Van  Kampen  Merritt  Insured  T-F 
Vanguard  California  T-F— Insured  L-T* 
Vanguard  Muni  Bond— High  Yield* 
Vanguard  Muni  Bond— Insured  L-T* 
Vanguard  Muni  Bond— Intermediate* 

C 

A 

A-H 

A 

C 

C 

F 
D 
D 
B 

10.5 
10.8 
14.7 
13.2 
12.2 

Vanguard  Muni  Bond— Long-Term* 
Vanguard  Muni  Bond— Short-Term* 
Vanguard  New  York  Insured  T-F* 
Vanguard  Penn  Tax-Free— Insured  L-T* 
Voyageur  Minnesota  Tax-Free  Fund 

^+ 

F 

A 

A+ 

0 

F 

A+ 

D 

D 

A 

13.5 
7.3 
12.6 
11.9 
11.1 

*Fund  has  no  load  or  shareholder-paid  12b-l  plan. 


ill 


The  SteinRoe  Special  Fund 
Has  Grown  2015.95%. 


your  own  conci 

CALL  1  800  338-2550 

#1  STEIN  ROE 
'llr  Mutual  Funds 

P.O.  Box  1143  •  Chicago,  IL  60690 

If  you'd  invested  just  $10,000  when  the  Fund  started  on  5/22/68, 
you'd  have  $211,595  as  of  12/31/91,  an  increase  of  2015.95%. 


34.04%,  16.89%  and  19.35% 


These  are  the  1-year,  5-year  and  10-year  average  annual  total  returns, 
respectively,  for  the  periods  ended  12/31/91.  Total  return  performance 
includes  changes  in  share  price,  and  reinvestment  of  income  and  capital  gain  distributions.  Past  performance  is  no  guarantee  of  future  results.  Share  price 
and  investment  return  will  vary,  so  you  may  have  a  gain  or  loss  when  you  sell  shares.  The  Fund's  lead  manager,  who  has  more  than  25  years  of  investment 
experience,  took  over  3/5/91.  For  more  complete  information,  please  call  for  a  prospectus  and  read  it  carefully  before  you  invest. 
007M02  AD920270001049  Liberty  Securities  Corporation,  Distributor   Member  of  SIPC 


THE  FUNDS 


Taxable  bond  funds 


Falling  interest  rates  made  1991  a  terrific  year  for  bond 
funds,  especially  the  ones  that  hold  long-term  bonds.  Of 
course,  the  prices  of  the  longest-term  bonds  will  also  fall 
hardest  if  rates  go  back  up. 

Thus,  as  we  do  for  stock  hinds,  we  rate  fixed -income 
funds  separately  in  bull  and  bear  markets.  Like  equity  fund 
managers,  bond  fiind  managers  are  rarely  able  to  shine  in 
both  up  and  down  markets.  Portfolios  with  the  shortest 


maturities  tend  to  get  a  D  or  F  in  bull  markets  (whel 
interest  rates  fall)  and  an  A  or  B  in  bear  markets  (when  rate; 
rise).  The  reverse  is  true  for  long-maturity  portfolios. 

To  be  rated  below,  a  high-grade  bond  fund  must  havl 
$100  million  or  more  in  assets  and  at  least  five  years  c] 
history.  Junk  bond  funds  are  scored  by  a  separate  system; 
minimum  of  two  fiiU  market  c)'cles  is  required.  This  comc-j 
to  not  quite  four  years  of  history. 


Fund 

Performance  in 
UP          DOWN 
—markets— 

12-month 
total 
return 

AARP  Income-GNMA  &  US  Treas* 

D 

B 

14.4% 

AARP  Income— High  Quality  Bond* 
Advantage  Government  Securities 
Alliance  Bond— High  Yield  (J) 
Alliance  Bond— US  Government 

C 
D 
C 
C 

C 
C 
D 
B 

15.4 
14.7 
33.0 
15.7 

Alliance  Mortgage  Securities  Income 
American  Capital  Bond  Fund  * 
American  Capital  Corp  Bond  Fund 
American  Capital  Government  Sees 
American  Capital  High  Yield  Inv  (J) 

C 
C 
D 
A 
B 

B 
D 
A 
D 
D 

15.4 
15.8 
16.7 
16.2 
41.3 

AMEV  Securities* 

D 

A 

22.7 

AMEV  US  Govt  Securities  Fund 

C 

B 

13.9 

Babson  Bond— Portfolio  L* 

C 

C 

15.1 

Bartlett  Capital  Trust— Fixed  Income* 
Benham  GNMA  Income* 

D 

B 

B 
C 

14.3 
15.6 

Benham  Target  Maturities— 2005* 
Benham  Target  Maturities— 2015* 
Benham  Treasury  Note  Fund* 
Bond  Fund  of  America 

A+ 
A+ 
C 
C 

F 
F 
C 
B 

21.5 
22.5 
13.7 
21.0 

Cardinal  Government  Obligations 

D 

A 

13.3 

Cigna  High  Yield  Fund  (J) 

Cigna  Income  Fund 

Colonial  Government  Securities  Plus 

B 
A 

A 

A 
D 
D 

42.4 
17.9 
14.7 

Colonial  High  Yield  Securities  Trust  (J) 
Colonial  Income  Trust 

Columbia  Fixed  Income  Securities* 

B 
D 

B 

B 
B 

43.9 
19.0 

C 

16.1 

Composite  US  Govt  Securities 
Dean  Witter  High  Yield  Sees  (J) 
Dean  Witter  US  Govt  Securities 

C 
8 
D 

B 

F 
A 

14.7 
66.8 
11.2 

Delaware  Group  Delchester  H-Y— i  (J) 

A 

B 

43.9 

Delaware  Group  Govt— Govt  Inc  II 
Dreyfus  A  Bonds  Plus* 
Dreyfus  GNMA  Fund 

C 

A+ 
C 

8 
D 
8 

15.2 
18.6 
14.4 

Eaton  Vance  Government  Obligations 

D 

A 

14.3 

Eaton  Vance  High  Income  Trust  (J) 

0 

B 

38.2 

Fund 

Federated  GNMA  Trust* 

Performance  in 
UP          DOWN 
—markets— 

12-monti' 
total 
return 

A 

C 

15.4% 

Federated  High  Yield  Trust*  (J) 
Federated  Income  Trust* 

A 
D 

C 
A 

52.5 
13.9 

Federated  Intermediate  Government* 

D 

A 

13.4 

Federated  Short-lntermed  Govt* 

F 

A+ 

B 
C 
8 
8 
8 

10.4 

Fidelity  Capital  8t  Income  Fund  (J) 
Fidelity  Flexible  Bond  Port* 
Fidelity  Ginnie  Mae* 
Fidelity  Government  Securities  Fund* 
Fidelity  Intermediate  Bond  Fund* 

Fidelity  Mortgage  Securities* 
Fidelity  Short-Term  Bond  Port* 
First  Investors  Fund  for  Income  (J) 
First  Investors  Government  Fund 

D 
B 
C 
C 
D 

C 
F 
C 
A 

29.8 
18.9 
13.5 
16.0 
14.5 

B 

A+ 
D 
D 

13.6 
13.7 
44.3 
16.7 

First  Investors  High  Yield  Fund  (J) 

D 

D 

35.2 

First  Trust  Fund— US  Government 

B 

B 

15.4 

Fort  Dearborn  Income  Securities* 

A 

D 

18.3 

Franklin  AGE  High  Income  Fund  (J) 
Franklin  US  Government  Securities 

A 
D 

D 
A 

47.6 
13.6 

Freedom  Inv— Government  Income 

A 

D 

14.4 

Fund  for  US  Govt  Securities 

D 

A 

13.4 

Government  Income  Securities 

D 

A 

13.1 

John  Hancock  Bond  Fund 

C 

B 

16.5 

John  Hancock  Government  Spectrum 
John  Hancock  Income  Securities* 

B 
B 

C 
0 

C 

16.5 
17.1 

John  Hancock  Investors  Trust* 

B 

17.9 

John  Hancock  US  Govt  Securities 

D 

B 

12.5 

Home  Investors  Government  Income 

B 

C 

14.3 

lAI  Bond  Fund 

A 

D 

17.3 

IDS  Bond  Fund 

B 

D 

20.7 

IDS  Extra  Income  Fund  (J) 
IDS  Federal  Income  Fund 

C 
D 

C 
A 

38.1 
11.0 

IDS  Selective  Fund 

B 

D 

17.0 

IDS  Strategy— Income 
InterCapital  Income  Securities* 

8 
D 

D 
B 

16.6 
19.8 

*Fund  has  no  load  or  shareholder-paid  12b- 1  plan.    J:  Junk  bond  fund. 
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■und 

Performance  in 

12-month 

UP 

DOWN 

total 

— 

markets— 

return    , 

3 

lios, 

temper  Diversified  Income  Fund  (J) 

A 

C 

51.3% 

Kemper  High  Yield  Fund  (J) 

A 

B 

46.5 

Kemper  Inc  &  Cap  Presentation 

C 

B 

17.9 

memper  Invest— Diversified  Income 

D 

A 

50.5 

iKemper  Invest— Government 

B 

D 

17.0 

1 

scout 

Kemper  Invest— High  Yield  (J) 

B 

C 

45iiSH 

1  Kemper  US  Government  Securities 

B 

C 

17.2 

- 

Keystone  Custodian  B-1 

C 

D 

14.8 

Keystone  Custodian  6-2 

D 

C 

18.5 

U.I   1 

Keystone  Custodian  B-4  (J) 

C 

D 

tlXjl 

Wl! 

Lexington  GNMA  Income  Fund* 

A 

D 

15.0 

Liberty  High  Income  Bond  Fund  (J) 

A 

C 

59.8 

Lord  Abbett  Bond-Debenture  Fund  (J) 

C 

A 

38.1 

1  Lord  Abbett  US  Government  Sees 

A 

D 

16.6 

ijj 
lU 

Lutheran  Brotherhood  Income  Fund 

B 

C 

17.2 

Mainstay— Government  Plus 

C 

C 

13.3 

MainStay-High  Yield  Corp  Bond  (J) 

D 

B 

31.9 

Mass  Financial  Bond  Fund 

B 

C 

18.0 

Mass  Financial  Higti  Income— Series  1  (J) 

6 

C 

48.4 

MassMutual  Corporate  Investors* 

F 

A+ 

18.^ 

Merrill  Lynch  Cor|>— High  Income  (J) 

6 

A 

39.8 

Merrill  Lynch  Corp— High  Quality 

B 

C 

17.1 

Merrill  Lynch  Federal  Securities 

C 

B 

13.6 

MetLife-State  Street  High  Income  (J) 

C 

C 

36.3 

MFS  Government  income  Plus 

B 

D 

13.2 

MFS  Government  Securities 

D 

C 

14.1 

MFS  Lifetime  Government  income  + 

C 

0 

11.7 

JMFS  Lifetime  High  Income  Trust  (J) 

A 

D 

49.5 

Montgomery  Street  Income  Sees* 

C 

A 

22.0 

National  Bond  Fund  (J) 

C 

D 

50.9 

National  Federal  Securities  Trust 

A 

F 

19.9 

N  &  B  Limited  Maturity  Bond* 

D 

A+ 

11.8 

New  England  Government  Securities 

A 

F 

14.8 

Northeast  Investors  Trust* 

F 

A 

26.3 

Oppenheimer  High  Yield  Fund  (J) 

F 

A 

28.5 

Oppenheimer  US  Government  Trust 

D 

B 

14.^^H 

Pacific  American  Income  Shares* 

C 

B 

20.3 

PaineWebber  Fixed  Income— High  Inc  (J) 

B 

C 

45.4 

PaineWebber  Fixed  Income— Inv  Gr 

B 

D 

18.0 

PaineWebber  Fixed  Income— US  Govt 

B 

D 

14J»^ 

PaineWebber  Income  Fund 

B 

D 

23.0   '" 

Pilgrim  GNMA  Fund 

D 

B 

11.8 

Pilgrim  S-T  Multi-Market  Income 

F 

C 

1.4 

T  Rowe  Price  GNMA  Fund* 

C 

B 

15.0 

T  Rowe  Price  High  Yield  Fund*  (J) 

D 

6 

30.9 

T  Rowe  Price  New  Income  Fund* 

C 

B 

15.5 

Fund 

Performance  in 
UP         DOWN 
— markets — 

12-month 
total 
return 

1  Rowe  Price  Short-Term  Bond  Fund* 

D 

A+ 

11.2% 

Prudential  GNMA  Fund 

C 

C 

12.7 

Prudential  Government  Plus 

8 

D 

15.2 

Prudential  Govt  Sees— Intermed 

D 

B 

130 

Prudential  High  Yield  Fund  (J) 

C 

C       . 

34.5 

Prudential  US  Government 

A 

D 

15.5 

Putnam  Federal  Income  Trust 

B 

D 

15.2 

Putnam  High  Income  Government 
Putnam  High  Yield  Trust  (J) 
Putnam  High  Yield  Trust  II  (J) 

B 
C 
6 

D 
A 
6 

9.1 
38.9 
45.4 

Putnam  Income  Fund 

B 

C 

18.3 

Putnam  US  Govt  Income  Trust 

D 

A 

11.8 

Scudder  GNMA  Fund* 

C 

B 

15.0 

Scudder  Income  Fund* 

B 

C 

17.3 

Scudder  Short  Temi  Bond  Fund* 

C 

C 

14.4 

Shearson  High  Yield  Fund  (J) 
Shearson  Income— High  Income  (J) 
Shearson  Income— Mortgage 
Shearson  Invest— Govt  Securities 

D 
D 
C 
B 

B 
C 
C 
D 

33.3 
34.7 
17.0 
16.2 

Shearson  Invest— Invest  Grade  Bond 

A+ 

F 

22.8 

Shearson  Managed  Governments 
Smith  Barney— US  Government 
SteinRoe  Intermediate  Bond  Fund* 

C 
A 
C 

B 
D 
C 

16.2 
16.2 
14.8 

SunAmerica  Equity— US  Government  Sees 
Thomson  Fund— Income 

F 
0 

A+ 
A 

9.9 
11.8 

Thomson  Fund— US  Government 

C 

C 

16.7 

Transamerica  Govt  Securities 

B 

D 

16.5 

Transamerica  Income  Shares* 

A 

C 

18.3 

20th  Century  US  Governments* 
United  Bond  Fund 

0 
B 

A 
C 

11.6 
18.7 

United  Government  Securities 

B 

D 

17.0 

United  High  Income  Fund  (J) 
United  High  Income  Fund  II  0) 
US  Government  Securities 

C 
D 
D 

D 
A 
B 

37.2 
31.3 
14.1 

USAA  Mutual— Income  Fund* 

A 

C 

19.2 

Value  Line  US  Government  Sees* 

C 

B 

16.3 

Van  Kampen  Merritt  High  Yield  (J) 
Van  Kampen  Men'itt  US  Government 
Vanguard  Bond  Market  Fund* 
Vanguard  Fixed  Income— GNMA* 

C 
A 
B 
A 

C 
D 
C 
C 

35.1 
15.8 
15.3 
16.8 

Vanguard  Fixed  Income— High  Yield*  (J) 
Vanguard  Fixed  Income— Invest  Grade* 
Vanguard  Fixed  Income— Short-Term* 
Vanguard  Fixed  Income— US  Treasury* 
WPG  Government  Securities  Fund* 

D 

A+ 

0 

A+ 

6 

A 
D 
A 
F 
B 

29.2 
20.9 
13.2 
17.4 
16.6 

•Fund  has  no  load  or  shareholder-paid  12b-l  plan.    J:  Junk  bond  fund. 
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ADVERTISEMENT  1 


FORBES 
MUTUAL 

FUNDS 

UPDATE 

PORTFOLIO 


Mutual  funds  are  more  popular  than  ever  and  continue 
to  attract  all  types  of  investors.  Shareholder  accounts 
exceed  61  million,  compared  with  under  10  million  at 
the  beginning  of  the  1980's.  Many  individuals  may  own 
more  than  one  shareholder  account.  Mutual  fund  shares 
are  owned  by  about  one  in  every  four  U.S.  households.* 

That's  why  FORBES  brings  you  the  Mutual  Funds 
Portfolio.  It  gives  you  the  opportunity  to  review  and 
learn  about  different  funds  available  to  you.  Each  of 
the  participating  companies  in  this  portfolio  offers  you 
a  prospectus  with  more  information  about  its  funds. 
Call  the  800  numbers  indicated  in  their  ads  for  faster 
service  or  mail  in  the  reader  response  card  included  in 
the  section.  You  should  always  read  the  prospectus 
careftilly  before  sending  any  money. 


*  ICI  1/9/92 


V"^" 


a 


FORBES  MUTUAL  FUNDS  PORTFOLIO 


ADVERTISEMENT  2 


GM  MUTUAL  FUND 

ipiTAL  GROWTH  MANAGEMENT 
WANTAGE,  CGM. 


CGM 
Mutual  Fund 

Up  462.20% 

Lipper  Balanced 
Fund  Index 

Up  330.23% 

Lipper  Growth 
Fund  Index 

Up  308.15% 

Cumulative  Compounded  Total  Return,  10-year  period  ending  9/30/91, 
according  to  Lipper  Analytical  Services,  Inc.,  an  independent  mutual  fund 
ranking  service.  The  average  atmual  total  returns  for  the  1,  5  and  10-year 
periods  ending  9/30/91  are  41.17%,  14.43%  and  18.85%,  respectively. 


IM  Mutual  Fund  has  been  continuously  managed  since  1981  by  G.  KENNETH  HEEBNER. 

~~"  pM  Mutual  Fund.  Balanced,  Flexible.  A  no-load  mutual  fund  ranked 
rihe  top  five  among  balanced  funds  according  to  Lipper  Analytical 
— -  srvices,  Inc.  We  invite  you  to  call  or  write  for  a  current  prospectus. 


ist  performance  is  no  guarantee  of  future  results.  Read  the  prospectus  carefully 
fore  investing.  The  investment  return  and  principal  value  of  an  investment  will 
etuate,  so  you  may  have  a  gain  or  loss  when  you  sell  shares. 


-800-345-4048  Ext.  402 


CGM  MUTUAL  FUND 


Capital  (iiovvtli  Management 


4 


O:  Box  449,  Boston,  MA  0211 7 
''  1992  CGM  TNE  Investment  Services  Corporation,  Distributor 


i 


HE  AMERICAN  HERITAGE  FUND 

#1  SMALL  FUND  OF  1991 

The  American  Heritage  Fund  is  an  aggressive 
Mutual  Fund  designed  for  investors  seeking  maxi- 
mum capital  growth.  THE  FUND  WITH  97%  TOTAL 
RETURN  was  ranked  America's  number  one  per- 
forming small  Mutual  Fund  for  1991  by  Lipper  Ana- 
lytical Services,  Inc.  Past  performance  does  not 
guarantee  future  results.  For  more  complete  infor- 
mation including  charges,  risks  and  expenses,  call 
1-800-735-1243  for  a  FREE  PROSPECTUS.  Read 
it  carefully  before  you  invest. 

CALL  1-800-735-1243 


eiko  H.  Thieme 
EOand 
''oHolio  Manager 


THE  AMERICAN  HERITAGE  FUND,  INC.   /p9^ 

31  West  52nd  Street,  New  York  NY  10019        Vtfy 


1 


BARON  ASSET  FUND 

Baron  Asset  Fund  has  been  a  top  performing 

mutual  fund  since  its  inception  in  June  1 987. 

Ron  Baron,  portfolio  manager,  focuses  on 

[small  and  midsize  companies  with  undervai- 

lued  assets  and  favorable  growth  prospects, 
'he  time  is  right  to  invest  with  us. 

-|  For  more  information,  including  charges  and 
expenses,  call  or  write  for  a  prospectus, 
lead  it  carefully  before  you  invest. 


l-800-99-BAR(KV  or  212-759-7700 

Distributed  by  BARON  CAPITAL,  INC.  450  Park  Avenue  NY  NY  10022 
'ast  performance  is  not  necessarily  representative  of  future  performance.      3 


FOUNDERS  MUTUAL  FUNDS 

HIGH-PERFORMING,  NO-LOAl)  GROWTH  FUNDS 
COMBINED  WITH  THE  INVESTMENT 
FLEXIBILITY  OF  A  FUIX  FAMILY  OF  FLTNDS 


Small  Company 

m  Founders  Discovery  Fund 

■I  Founders  Frontier  Fund 

Capital  Appreciation 

■  Founders  Special  Fund 

Long-term  Growth 

m  Founders  Worldwide 

Growth  Fund 
■I  Founders  Growth  Fund 


Long-term  Growth  and  Income 
■I  Founders  Blue  Chip  Fund 

Current  Income  and 
Capital  Appreciation 
m  Founders  Equity  Income  Fund 

Current  Income 

m  Founders  Government 

Securities  Fund 
■I  Founders  Money  Market  Fund 


Find  out  more. 

1-800-525-2440      24-hour  Information  Line 


Founders 

Founders  Financial  Center 

2930  East  Third  Avenue 

Denver,  Colo.  80206 

Founders  Asset  Management,  Inc.,  Distributor 

Meeting  investors'  needs  since  1938  with  performance  and  quality 
service.  Please  call  or  send  for  a  free  prospectus  which  contains  more 
complete  information  about  fees  and  expenses.  Read  it  carefully 
before  you  invest  or  send  money. 


CAPPIELLO'S  CLOSED-END 
FUND  DIGEST 

Did  you  know  that  you  can  buy  Closed-End  Funds  at 
deep  discounts  to  their  underlying  portfolios?  Frank 
Cappiello's  monthly  Digest  shows  you  how. 

Model  Potlfolio  Performance  for  1991: 

Global  Growth:  -h61.8% 
Balanced:  +50.3% 
Taxable  Income: +44.8% 

Research  and  Portfolio  Management  provided  by 
Closed-End  Fund  Advisors,  Inc.,  an  affiliated  company. 

Call  1-800-282-2335  to  order  today. 

Subscription  rate  $200  per  year  includes  'The  Complete  Guide  to  Closed-End  Funds," 
our  research  volume  published  annually.  Call  For  ^xdal  Trial  Subscription  Offer    g 


Frank  A.  Cappiello 


FLAGSHIP  Ti\X-EXEMPT  FUNDS 

Flagship  offers  a  family  of  national  and  state-focused  municipal  bond 
funds.  Each  Fund  is  a  quality,  diversified  portfolio  which  seeks  to  pro- 
vide high,  current,  tax-free  income  for  its  investors.  For  more  informa- 
tion about  Flagship  Funds,  including  charges  and  expenses,  obtain  a 
prospectus  from  Flagship  Funds  Inc.  by  calling  1-800-227-4648, 
Nationwide;  or  1-800-354-7447,  in  Ohio.  Read  it  carefully  before  you 
invest  or  send  money. 

1-800-227-4648 


FLAISSHIP 


6 


ADVERTISEMENT  3 


FORBES  MUTUAL  FUNDS  PORTFOLIO 


THREE  GERMANY  FUNDS 

THE  WAY  TO  INVEST  IN  GERMANY 


Listed  on  the  New  York  Stock  Exchange  and  managed  by 
The  Deutsche  Bank  Group: 


THE  GERMANY  FUND,  INC. 

-  investing  exclusively  in  German  equities, 
primarily  the  "blue  chips". 

THE  NEW  GERMANY  FUND,  INC. 

-  investing  primarily  in  the  middle-market 
German  companies,  and  up  to  20%  outside 
Germany  (with  no  more  than  10%  in  any  single 
country  outside  Germany). 


THE  FUTURE  GERMANT 
FUND,  INC. 

-  similar  to  Germany  Fund  but  with  an  emphasis 
on  companies  benefiting  from  developments  in  the 
former  "East  Germany"  as  well  as  Eastern  Europe. 


5^ 


FOR  INFORMATION  CALL  YOLU  BROKER  OR 

1-800-GERMANY 


THE  GABELLI  ASSET  FUND 


Primary  objective  is  long-term  growth  of  capital  by 
investing  in  companies  selling  below  their  private 
market  value. 

$1 ,000  minimum  initial  investment  for  all  accounts 
($25,000  after  June  30,  1992).  No  initial  minimum 
for  accounts  opening  an  Automatic  Investment  Plan. 

Call  1-800-GABELLI  (800-422-3554)  for  a  Prospectus  which 
contains  more  complete  information,  including  fees  and 
expenses.  Read  it  carefully  before  you  invest  or  send  money. 


1-800-GABELLI  (800-422-3554) 
Gabelli  &  Company,  Inc. 
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HARBOR  FUND 
WORRY  FREE  INVESTING? 

Investing  may  never  be  truly  worry  free,  but  there's  a  time-tested 

strategy  for  taking  worry  out  of  the  process.  It's  a  common  sense, 

three-step  approach,  which  can  be  easily  applied  and  controlled  by 

any  investor. 

Call  or  write  for  our  free  brochure, 

"Worry  Free  Investing." 

You'll  also  get  a  prospectus  from  Harbor 
Fund,  a  family  of  seven  no-load,  non- 
overlapping  mutual  funds,  each  providing 
different  risk  and  return  characteristics. 


1-800-422-1050 


One  SeaGate  Toledo,  OH.,  43666 
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G.T.  GLOBAL 

PACIFIC  AND  JAPAN 
GROWTH  FUNDS 

The  G.T.  Pacific  Growth  Fund  invests  throughout  the  Pacific  r] 
newly  industrialized  countries.  And  the  G.T.  Japan  Growth  Fund  is] 
first  open-end  mutual  fund  investing  primarily  in  Japan. 

CALL  1-800-824-1580 

GLOBAL 


Call  for  a  prospectus  containing  more  complete  information,  including  charg 
expenses  and  the  risks  of  global  investing.  Please  read  it  carefully  before  inves  | 


G.T.  GLOBAL 

GOVERNMENT 
INCOME  FUND 

The  G.T.  Global  Government  Income  Fund  offers  you  high  cun  I 
income  by  diversifying  across  bond  markets  worldwide.  This  Fur 
intermediate-term  portfolio  is  professionally  managed  for  low  volatilg 

CALL  1-800-824-1580 

GLOBAL 


Call  for  a  prospectus  containing  more  complete  information,  including  chare  j 
expenses  and  the  risks  of  global  investing.  Please  read  it  carefully  before  invest ) 
Fund  shares  are  not  guaranteed  by  any  government. 


KEMPER  GROWTH  FUND 

Kemper  Growth  Fund  strives  for  long-term  growth  by  investing  I 
carefully  selected  growth  stocks.  Growth  stocks  offer  the  opporturj 
for  inflation-beating  performance  over  the  long  term. 

Call  1-800-733-7100  Ext.  1407 


Call  today  for  a  brochure  and  prospectus 
containing  more  complete  information 
including  management  fees  and 
expenses.  Please  read  them  carefully 
before  you  invest  or  send  money.  Future 
performance  is  not  guaranteed  and 
returns  and  net  asset  value  will  fluctuate. 
©  1992  Kemper  Financial  Services,  Inc. 
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A  concern  for  your  fiitun  I 


LEXINGTON  WORLDWIDE 
EMERGING  MARKETS  FUND 

A  "Core"  holding  for  the  199()'s 

A  no-load  fund  that  invests  in  equity  securities  of  companies  domiciled 
or  doing  business  in  emerging  countries  and  emerging  markets.  If  you  £ 
interested  in  participating  in  the  growth  potential  of  some  of  the  wor1«| 
fastest  growing  capital  markets,  call  for  a  free  investor  kit. 

1-800-526-0057 

Lexin^^ton  Funds  Distribiiton  Inc. 

...because  the  first  thing  your  money  should  do  is  las 
LK\iNc;R)N  ■• 
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lANUS  FUNDS 

TWENTY  STOCKS  FOR  ^50  A  MONTH 

est  in  Janus  Twenty  Fund  through  our  No  Minimum  Initial  Invest- 

nt  Program  and  you'll  get  an  "instant  portfolio"  of  approximately 

30  growth  stocks-for  as  little  as  $50  a  month!  It's  a  program  that 

es  small  investors  a  big  opportunity  to  get  into  one  of  the  most 

ccessful  mutual  funds  on  the  market.  Janus  Twenty  Fund  concen- 

tes  its  holdings  in  approximately  20-30  growth  stocks.  It's  an 

^gressive  approach -but  one  that's  earned  Janus  Twenty  Fund  a 

21%  total  return  for  the  one  year  period  ending  December  31, 

91.* 


Jnd  out  more  about  Janus  Twenty  Fund  and  our  No  Minimum  Initial 
vestment  Program.  Call  for  a  free  prospectus  containing  more  com- 
'  Date  information.  Please  read  the  prospectus  carefully  before  you 

invest  or  send  money. 


Janus  Twenty  Fund 

P.O.  Box  173375  Denver  CO  80217-3375 
1-800-525-8983,  extension  403 
Ask  about  our  family  of  funds. 


-S00-525-89S3,  ext.  403 


'er  Lipper  Analytical  Services,  Inc.,  for  the  periods  ended  December  31,  1991, 

anus  Twenty  Fund's  average  annual  total  returns  for  one  and  five  years  were  69.21% 

nd  21.98%,  respectively,  and  20.54%  for  the  life  of  the  Fund  from  April  30,  1985 

irough  December  31,  1991.  Past  performance  does  not  guarantee  future  results. 

fjtoai  return  and  share  price  will  vary  and  may  be  worth  more  or  less  at  redemption 

f'Slian  at  purchase,  even  under  the  No  f\/linimum  Initial  Investment  Program. 


FUNDS 


;|ifig 

°^  THREE  ALTERNATIVES  TO  YOUR 

WONEY  MARKET  FUND. 

A\  lAI,  we've  never  offered  a  money  market  fund,  because  we've 
always  believed  our  shareholders  could  do  better . . .  much  better.  So 
ar,  we've  been  right.  Fact  is,  no  fixed  income  lAI  Fund  has  ever 
""Bhown  a  negative  calendar  year  return.* 

'19  The  L\I  Reserve  Fund... 

_  Maturities  of  25  months  or  less.  Capital  stability  and  liquidity  with  high 
"  current  income.  FREE  check-writing  privileges. 
11 
The  LU  Government  Fund... 

1  Lets  you  move  into  intermediate-term  maturities  averaging  5  years  or 
■  less  with  minimal  credit  risk. 

he  LVI  Bond  Fund... 

A  diversified  portfolio  of  investment  grade  govemment  and  corporate 
bonds.  Examine  our  14  year  track  record. 


Call  for  a  FREE  prospectus 

1-800-945-FUND 
Ext.  5211 


Based  upon  the  total  return  of  each  Fund  for  its  calendar  years  since  inception, 
ast  performance  is  no  guarantee  of  future  results.  Value  of  investment  &  yield  may 
jctuale  due  to  interest  rale  changes  and  other  factors.  Funds  distributed  by  lAI 
ecurities  Inc  f»/1ember  SIPC.  [Minimum  investment  $5,000  ($2,000  for  IRAs). 
tease  read  prospectus  carefully  before  investing.  ^  5 
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lAI  REGIONAL  FUND 

This  Isn't  The  First 
Time  YouVe  Seen 
Our  Name  In  Print. 


As  a  Forbes  reader,  you've  probably  noticed  our  name  ...  and  our 
perfomiance  ...  in  the  annual  Stock  Fund  Honor  Rolf.  If  you  missed  us 
this  year,  check  your  back  issues.  We've  been  honored  for  three 
years  running!  While  we  appreciate  the  accolades  which  Forbes  and 
others  have  given  our  Regional  Fund,  we  still  believe  there's  only  one 
way  to  make  a  good  mutual  fund  buy.  Read  the  prospectus.  It's  yours 
for  the  asking.  Call  now. 


1-800-945-3863  Ext.  9211 


Funds  distributed  by  lAI  Securities  Inc.  Member  SIPC. 
Ivlinimum  Investment  $5,000  ($2,000  for  IRAs). 
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MONTGOMERY  SMALL  CAP  FUND 


MONTGOMERY 

ASSET 

MANAGEMENT 


■VKMityoincrv  Small  Cap  l-uiicl 


'<  N()-L(nicl 


S.'^.OOO  Rciiular  .Xccminl 
S2.()()()IR,\ 


600  Montgomery  Street  •  San  Francisco  •  California  •  941 1 1 

415-627-2400 
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THE  MULTIPLE 
MUTUAL  FUND  PROGRAM 

Simplify  Your  Life  With 

•  Your  own  custom  tailored  portfolio  of  no-load  funds 

•  Comprehensive  performance  and  tax  reporting 

•  Diversification  among  funds  and  managers 

•  Long-term  investment  strategies  without  market  timing 

•  Annual  fees  that  start  as  low  as  $1 ,250 

A  service  of  Towneley  Capital  Management,  Inc., 
registered  investment  advisors  since  1971. 

1-800-545-4442  or  714-837-3580 

8:00AIVI  to  5:00PN/I  Pacific  Time 
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THE  KAUFMANN  FUND,  INC. 


Portfolio  co-managers  Hans  Utsdi  and  Lawrence 
Auriana  combine  over  fifty  years  of  experience  as 
analysts,  money  managers  and  venture  capitalists. 


The  Kaufmann  Fund  is  an 
aggressive  growth  fund 
dedicated  to  the  objective  of 
capital  appreciation  through 
investment  in  small  growth 
companies.  The  Fund  invests 
primarily  in  companies  beyond 
the  venture  stage  that  have 
established  profitability  and  have 
substantial  growth  prospects. 
These  companies  have  strong 


positions  in  the  markets  they  serve,  as  a  result  of  proprietary 
technology  or  know-how.  For  a  prospectus  please  call  toll  free,  24 
hours  a  day,  7  days  a  week. 

#1  GROWTH  FUND 

Since  Market  Peak  August  25, 1987  and 

Since  Market  Low  December  4,  1987  to 

December  31,  1991* 

For  a  prospectus  please  CALL: 

1-800-237-0132 

The  Kaufmann  Fund,  Inc. 

*  Per  Investor's  Daily 

The  performance  cited  represents  past  performance,  investment  performance 

fluctuates;  fund  shares  wnen  redeemed  may  be  worth  more  or  less  than  original  cost. 

19 


ROBERTSON  STEPHENS 
EMERGING  GROWTH  FUND 


The  Robertson  Stephens  Emerging  Growth 
Fund  is  an  established  NO-LOAD  mutual 
fund  that  invests  in  the  stocks  of  small, 
rapidly  growing  companies  that  we  believe 
have  the  potential  to  produce  excellent 
investment  returns.  Bob  Czepiel  and  Dave 
Evans  bring  over  40  years  of  small  company 
investment  experience  to  Robertson 
Stephens  Emerging  Growth  Fund. 
For  Information  Call 


Oavld  Evans  and  Rotiert  Czepiel 


1-800-766-FUND. 
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FUND  FACTS 


f\/lutual  funds  are  the  single  most  popular  investment  vehicle  for 
Americans'  Individual  Retirement  Accounts.  Mutual  funds  account  for 
about  24  cents  of  every  dollar  of  IRA  assets.* 


•ICI  1/9/92 


RUSHMORE  AMERICAN 
GAS  INDEX  FUND 

Energize  Your  Portfolio  with 
Natural  Gas 


H 


?-^. 


Natural  gas  is  the  cleanest 
burning  fossil  fuel  and  may  help 
America  meet  its  clean  air  goals. 
Rushnfiore  American  Gas  Index  Fund  is  j 
only  pure  no-load  fund  that  invests  exclusij 
in   natural   gas  stocks,   offering   yo 
L.USHMORE    convenient  way  to  participate  in  the  growtj 
the  industry.  Call  for  a  free  prospectus. 

800.621-RUSH  (800-621-7874) 


SoGen  international  fund 

SOLID  LONG-TERM  PERFOR>L\NCE 

10  YEAR*  5  YEAR*  1  YEAR* 

16.9%  11.3%  13.5%. 

SoGen's  proven  long-term  record  makes  it  an  ideal  choice  for 
plans.  For  a  Prospectus,  please  call: 

1-800-628-0252 

*The  10,  5,  1  year  periods  ended  12/31/91.  Average  annual  total  returns 
historical  and  include  the  effect  of  the  maximum  3  75%  sales  charge 
performance  is  no  indication  of  future  results.  The  fund's  share  price  will  fluctij 
so  investment  may  be  worth  more  or  less  when  redeemed.  Read  the  prospe 
carefully  before  you  invest. 


TBC  CONTRARIAN  FUND 

Designed  for  the  investor  who  believes  that  gains  in  the  stock 
bond  markets  can  be  achieved  at  any  time,  The  Boston  Compi 
Contrarian  Fund  seeks  long-term  growth  in  net  asset  value' 
investing  primarily  in  common  stocks  which  are  believed  to; 
undervalued-many  offer  opportunities  for  capital  appreciation. 
For  information,  including  charges  and  expenses,  please  call  fc 
prospectus.  Read  the  prospectus  carefully  before  investing 
sending  money. 


THE  BOSTON  COMPANY 

Boston  Safe  Deposit  and  Trust  Compjn) 


1-800-CALL  BOS  ((800)-225-5267) 

Distributed  by  TBC  Funds  Distributor,  Inc.,  One  Boston  Place,  Boston,  MA  02K 
TBC  Funds  Distributor,  Inc.  is  not  a  bank  and  securities  offered  by  it  are 
bacl<ed  or  guaranteed  by  any  bank  nor  are  they  insured  by  the  FDIC. 


Would  you  like  to  advertise  your  hinds  in 
FORBES  MUTU.U.  FUNDS 
PORTFOLIO  SECTION? 

Call  Virginia  Carroll  at  (212)  620-2339  for  further  information. 


II 


THE  FORBES/BARRA  WALL  STREET  REUiEW 


BY  GILBERT  STEEDLEV 


The  air  is  getting  pretty  thin  up  where 
e  stock  market  is  flying.  The  Barra 
1-US  index  is  now  selling  at  27 
mes  trailing  12 -month  earnings, 
arnings  are  supposed  to  be  on  the 
ay  up.  But  does  anybody  think 
ithey're  likely  to  double  or  triple  any- 
siitime  soon?  Yet  that's  what  must  hap- 
ii  (pen  if  the  market  is  to  sell  at  reason- 
t'u'able  levels  by  historical  standards. 
n     Jonathan  Braatz,  a  senior  vice  presi- 

Jdent  of  Kansas  City,  Mo. -based 
Fahnestock  &  Co.,  cautions  against 
rating  the  entire  market  as  overpriced. 
"There  are  a  number  of  stocks  diat  are 
exaggerating  the  p/e  in  the  overall 
market,"  he  says,  citing  Microsoft, 
Home  Depot  and  Wal-Mart.  Braatz 
says  investors  should  be  buying  small- 
er, slower- growing  companies.  Two 
he  likes  are  AG  Services  of  America,  a 
provider  of  agricultural  supplies,  trad- 
ing at  8  times  earnings,  and  Big  B,  a 
discount  drugstore  chain,  trading  at 
16  times  earnings. 

Another  way  to  play  this  market  is 
to  look  for  turnaround  situations. 
Citicorp,  the  largest  U.S.  bank,  re- 
ported a  loss  of  $457  million  for 
1991.  Ray  of  hope:  In  the  fourth 
quarter  it  lost  only  $133  million, 
against  $382  million  in  the  fourth 
quarter  of  1990.  Recentiy  at  15,  Citi- 
corp shares  are  up  74%  from  their  52- 
week  low.  But  Morton  L.  Brown,  a 
general  principal  of  St.  Louis-based 
Edward  D.  Jones  &  Co.,  thinks  the 
stock  will  continue  to  rise.  Brown 
believes  that  Citicorp's  cost-cutting 
will  pay  off  this  year  and  says:  "Its 
strong  position  in  international  bank- 
ing as  well  as  the  U.S.  consumer 
market  should  lead  to  positive  earn- 
ings in  1992." 

After  hitting  record  highs  in  mid- 
January,  Wall  Street  backed  off  and 
attempted  to  digest  some  of  its  gains. 
The  Barra  All-US  index  finished  the 
two  weeks  ended  Jan.  24  with  a  0.4% 
loss.  But  some  stocks  kept  chmbing. 
Value  Line,  Inc.,  which  publishes 
stock  market  investment  information, 
saw  its  shares  rise  47%  in  the  last  two 
weeks.  At  a  recent  39,  they  are  trading 
at  triple  their  price  of  a  year  ago. 


The  overall  market 
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The  Barra  All-US  index 

Index  as  of  1/23/92 

Market  value;  $3,868.4  tjillion 

Price/book:  2.4 

P/E:  27.7 

Yield:  2.6% 


12-month  closeup 


Performance 

Last  4  weeks 
Since  12/31/91 


Price      Total  return 

4.0%  4.1% 

0.7  0.8 
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Closeup  on  the  market 


The  best  and  worst  performing  stocks' 


Index  or  investment 

2-week  change 

%  change  from              1 
1  year             5-year  high     | 

Barra  All-US  Index 

-0.4% 
-2.4 

1.4 

0.5 

1 

■ 
1 

28.9  % 

-1.9% 

Sharpe/Barra Growth  index' 

32.7 

-3.4 

Sharpe/Barra  Value  index  ^ 
Dow  Jones  industrials 

22.4 
21.3 

-1.9 
-1.2 

SfcPSOO 
NYSE 

-0.6 
-0.6 

1 
1 

24.0 
25.3 
59.2 
35.1 

-1.4 
-1.3 
-1.3 
-0.3 
-19.4 

Nasdaq 
Amex 

0.5 
1.6 

1 

EAFE^ 

-2.1 

^m 

9.0 

CRB  index" 

1.2 

■ 

-1.6 
-4.7 

-22.5 
-29.4 

Gold' 

-0.6 

1 

Yen  5 
Oil' 

-1.5 
4.8 

"^ 

-6.3 

-26.1 

-24.5 
-54.6 

Best 

Price 

2-week 
change 

1992 
EPS' 

Worst 

Price 

2-week 
change 

m 

1992 
EPS' 

Value  Line 

381/4 

47% 

$  2.75 

Employee  Benefit  Plans 

273/8 

-55% 

$2.07 

Citicorp 

14  3/4 

41 

1.05 

Research  Inds 
Data  General 
Diasonics 

181/4 

12 

19  1/8 

-32 
-29 
-26 
-22 

0.40 
1.97 
1.98 
3.75 

Network  General 
Informix 

22  3/4 
25 

40 
40 

0.88 

0.94 

NA 

Viratek                           22 

40 

Coming 

6H/4 

1    The  best  and  worst  performing  industry  factors"^^                                | 

Best 

2-week 
change 

Since 
12/31/91 

Worst 

2-week 
change 

m 

Since 
12/31/91 

Tire  ft  rubber 

7.7% 

7.0 

6.9 

6.3% 
-6.0 
15.1 

Pharmaceuticals 

-6.4% 

-4.0%- 

Oil  services 
Forest  products 

Beverages 
Electric  utilities 

-6.1 
-4.3 

-3.1 
-4.8 

Consumer  durables 
Electronics 

6.4 
5.6 

7.4 
8.3 

Health  Care 
Tobacco 

-4.2 
-3.9 

-4.2 
0.2 

Mote;  Data  fof  period  ending  1/23/92.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
ADRs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
powth.  'Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  ^  A  dollar-denominated  capitalization-weighted  index  of 
more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source;  Morgan  Stanley  Capital  International  Perspective.  *  Index  of  21  commodity  futures. '  Knight-Ridder  Financial  Information. 
'  During  the  last  two  weeks.  'Estimate.  Source;  Institutional  Brokers  Estimate  System,  from  IBES,  Inc. '  Shows  return  to  the  industry  factor  after  controlling  for  other  influences  including  company  size,  value  and 
growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA;  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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FORBES/TUCS  INSTITUTIONAL  PORTFOLIO 


BY  STEVE  KICHEN 


Who  made  the  most  money? 

Investment 

Value  of 

$10,000  invested 

12/31/8r 

Change 

last 
quarter 

S&P  500 

$50,289 

8.4% 

Wilshire  Index 

45,587 

«.7 

Institutional  equity  account^ 

41,655 

7.8 

Institutional  balanced  account^ 

38,456 

6.5 
5.3 
5.3 

1.5 

Lehman  Government  &  Corporate 
Institutional  fixed  income  account^ 

36,092 
34,036 

Treasury  index 

21,312 

Segment  perfonnance  and  cash  flow 

Most  recent  quarter 


Segment 

median 
total 
return 

shift  in 

institutiona 

holdings 

Equity 

8.3% 

-0.1% 

Fixed  income 

5.4 

.-0.3 

Cash  equivalents 
Convertibles 

1.3 
4.6 

-4.8 
1.0 

Other  3 

1.4 

0.0* 

Total 

7.6 

-0.5 

If  you  missed  the  1991  rally  in  small 
growth  stocks,  you  have  some  distin- 
guished company.  Professional  mon- 
ey managers  last  year  averaged  a 
31.6%  total  return  (price  change  plus 
reinvested  dividends)  on  their  equit)^ 
portfolios.  Good  as  it  was,  that  return 
falls  short  of  the  34.2%  delivered  by 
the  Wilshire  index,  a  yardstick  that 
measures  the  performance  of  6,000 
stocks,  most  of  them  stocks  of  small 
companies. 

The  pros  did  manage  to  beat  the 
yardstick  for  large  companies.  Stan- 
dard &  Poor's  500-stock  index.  That 
index  showed  a  1991  total  return  of 
30.5%.  But  the  institutions  didn't 
come  an\^vhere  close  to  matching  the 
Nasdaq  index  of  over-the-counter 
companies,  most  of  them  small.  The 
Nasdaq  was  up  59.4%  last  year,  divi- 
dends included. 

Smaller  growth  stocks,  despite 
their  recent  rally,  have  not  kept  pace 
with  large-capitalization  shares  over 
the  past  ten  years.  A  hypothetical 
$10,000  investment  in  growth  stocks 
(as  defined  by  Santa  Monica,  Calif - 
based  Wilshire  Associates)  would  be 
worth  530,300  today.  The  same  in- 
vestment made  in  the  s&P  500  would 
have  grown  to  S50,300.  Institutional 
managers  evidentiy  put  too  much 
faith  in  growth  and  not  enough  in 
size.  The  median  institutional  equity^ 
account  would  have  turned  $10,000 
into  $41,700  in  ten  years. 

Our  tables  of  institutional  investing 
behavior  come  from  Wilshire's  survey 
of  5,000  pension  portfoHos,  which  it 
calls  the  Trust  Universe  Comparison 
Service. 


What  the  institutions  bought  and  sold                                           1 

-■ 

Big  stocks'                                                                                                         1 

Stock  bought 

Total 
quarter 
return 

P/E 

Stock  sold 

Total 
quarter 
retwn 

P/E. 

AutoZone       ^^^^^ 

50.4% 

m 

f  Aflac'    ^^^^^1 

121.1% 

^^^1 

Avon  Products       ^^| 

■   4.3    j 

1 

Brascan  Ltd        ^^^| 

r 

Centocor             H^^^^^^^^^^ 

Can  Occidental  Petroleum 

10.5 

NM  I 

Chambers  Development 

>« 

^  Citizens  Utilities 

^sa 

: 

cue  International 

8.8 

39 

Cominco             ^H 

i 

NMi 

Duracell  International 

26.0 

45 

Hillenbrand  Industries 

38.6 

29  ■ 

KLM  Royal  Dutch  Airlines 

43.5 

NM 

LAC  Minerals  Ltd 

6.3 

NM 

Office  Depot 

48.5 

NM 

LG&E  Energy 

9.8 

12  ' 

RJR  Nabisco  HIdgs 

-8.5 

47 

McDonnell  Douglas 

13.9 

131 

Safeway 

-4.7 

14 

NationsBank  ^ 

15.2 

11  ' 

20th  Century  Industries 

4.2 

9 

TransCanada  Pipeline 

6.5 

13  , 

US  Bioscience 

102.6 

NM 

Westcoast  Energy 

4.8 

15 

Secondary  stocks' 


Stock  bought 

Celgene 

Computone 


Total 
quarter 
return 


G-lll  Apparel  Group 
Nutmeg  Industries 
Outlook  Graphics 
Peoples  Telephone 
Society  For  Savings  Bancorp 
Suburban  Bancorp 
Sulcus  Computer 
Timberland 

Universal  International 
Western  Bank 


Total 

quarter 
return 


137.8% 


-10.0 

52.9 

42.6 

56.0 

-7.4 

-15.2 

'l28.0 

10.6 

-28.2 

13.5 


30 
18 

34 
NM 
14 
NM 
16 
27 
10 


Stock  sold 
Amdura 

American  Biodyne 
Bio-Technology  Gei 
Carolco  Pictures 
Comprehensive  Care  -11.1 

Digital  Systems  IntI  34.2 

Doskocil  Cos  -48.4 

IDEC  Pharmaceuticals  -30.7 

In  Focus  Systems  -25.0 

K  Swiss  -21.3 

Raymond  -7.7 

Ziegler  67.2 


P/E 
NA 

29 
NM 
NM 
NM 

16 
NM 
NM 

10 

12 
NM 

15 


'Total  return,  ^includes  cash.  ^Real  estate,  foreign  investments,  venture  capital,  guaranteed  income  contracts.  'Stocks  with  $1  billion  or  more  in  martet  capitalization  at  start 
quarter.  ^Formerly  American  Family. '  Formerly  NCNB.  'Stocks  with  market  capitalization  between  $40  million  and  $200  million  at  start  of  quarter.  'Less  than  0.05  pefcf 
Not  available.  NM:  Not  meaningful.  Note:  What  the  institutions  bought  and  sold  measures  the  change  in  the  institutional  holdings  as  a  percentage  of  a  stock's  total  capita 
net  of  price  changes.  Data  for  quarter  ending  12/31/91.  Prepared  by  the  Trust  Universe  Comparison  Service  (TUCS).  a  service  of  Wilshire  Associates.  Santa  Monica.  Calif. 
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STATISTICAL  SPOTLIGHT 


*ifliil 


resumed  dividend  by  a  recovering  electric  utility 
J,  usually  a  bonanza  for  investors. 

Payback  day 


If 


j.y  Evelyn  Feit 

Is  February  1980,  in  the  aftermath 
I  f  the  Three  Mile  Island  nuclear  mis- 
kap,  General  Public  Utilities  ehminat- 
^fid  its  dividend.  The  utihty's  stock 
^■rice  dropped  from  a  high  of  10%  in 
"](978,  before  the  accident,  to  below  2 
11981. 
But  there  was  life  after  the  omis- 
Jion.  In  May  1987  gpu  paid  out  a 
mall  dividend  and  has  since  then 
aised  its  dividend  an  average  68%  a 
ii||/ear.  Currendy,  the  company  pays  out 
1 .50  a  share;  the  stock  trades  atlSVs. 
Or  take  the  Long  Island  Lighting 
^""o.   After   omitting   its   payout   in 
llVlarch  1984,  Lilco  started  to  pay  a 
dividend  again  in  August  1989;  its 
ishares  have  since  gained  36%. 
j    The  table  lists  ten  utilities  that  have 
i  |cut  or  eliminated  their  dividends  dur- 
ing  the    past    12   years.    Barry   M. 
Abramson,  a  utilities  analyst  at  Pru- 
dential Securities,  thinks  that  all  these 
companies  are  returning  to  financial 
health  and  will  begin  restoring  and 
increasing  their  dividends.  Abramson 
predicts  these  stocks  should  perform 
nicely  over  the  next  several  years. 
One  of  the  companies  on  the  list, 


Illinois  Power,  omitted  its  dividend  in 
August  1989,  thanks  to  an  adverse 
rate  decision  and  writeoffs  from  the 
construction  of  the  Clinton  nuclear 
plant.  Last  year  the  dividend  was  rein- 
stated; now  Abramson  expects  this 
dividend  to  grow  1 5%  a  year.  Illinois 
Power's  current  payout  of  43%  of  free 
cash  flow  (net  income  plus  deprecia- 
tion less  capital  spending)  is  quite  low 
compared  with  that  of  other  utilities; 
Abramson  argues  that  this  makes 
strong  increases  more  likely. 

Another  company,  Pinnacle  West 
Capital,  got  into  trouble  when  it  di- 
versified into  the  thrift  industry.  It 
reduced  its  dividend  in  December 
1988,  then  omitted  it  entirely  in  Oc- 
tober 1989.  Now  that  its  MeraBank 
subsidiary  has  been  taken  over  by  the 
government.  Pinnacle  West  is  expect- 
ed to  resume  its  payout  late  next  year. 

Recendy  trading  at  17%  and  16 
times  earnings.  Pinnacle  West  is  not 
particularly  cheap  for  a  utility.  But 
before  it  was  forced  to  cut  its  dividend 
Pinnacle  was  paying  out  $2.80  a 
share.  Based  on  the  current  6.4%  yield 
for  the  S&P  electric  power  group,  a 


$2.80  payout  from  Pinnacle  would 
suggest  a  share  price  of  44. 

For  investors  with  a  long  time  hori- 
zon, even  utilities  with  massive  prob- 
lems may  eventually  pay  off.  So  says 
Charles  Allmon,  editor  and  publisher 
of  Growth  Stock  Outlook's  Utility  An- 
alyst, a  semiannual  publication. 

Allmon  points  to  Tucson  Electric 
Power.  "It  is  a  real  dog  now,-"  he  says. 
But  he  is  watching  it  because  it  serves 
a  fast-growing  area  of  the  country. 
Prior  to  a  buildup  of  excess  capacity 
and  poor  investments  in  nonutility 
areas,  Tucson  was  regarded  as  one  of 
the  country's  better-run  utihties. 

Despite  a  possible  recovery,  a  re- 
sumption of  dividends  is  probably 
years  away  for  Tucson  Electric.  That's 
why  this  issue  didn't  make  the  table. 

Note,  too,  that  there's  no  guaran- 
tee that  all  of  the  stocks  that  are  on  the 
list  will  restore  and/or  increase  their 
payouts.  Ultimately,  utilities'  payouts 
are  hostage  to  the  politicians  and 
regulators  who  control  their  rates. 

Still,  investors  looking  for  above - 
average  returns  in  utilities  would  do 
well  to  consider  these  fallen  angels. 
Prudential's  Abramson  notes  that  in 
the  mid-1980s  utilities'  dividends 
grew  as  much  as  5%  a  year.  But  in 
1990  the  dividend  on  the  S&P  Electric 
Power  Company  Index  declined  1%. 
In  Abramson's  estimation,  utility  div- 
idends will  expand  only  about  2%  a 
year  over  the  next  several  years.  Inves- 
tors who  don't  mind  taking  some  risk 
should  begin  to  focus  on  recovering 
utility  companies.  HI 


Restoring  the  power 

Company 


DQE 

Entergy 

General  Public  Utilities 

Illinois  Power 

Long  Island  Lighting 

Niapra  Mohawk  Power 
Nipsco  Ind 

Pacific  Gas  &  Electric 
Pinnacle  West  Capital 
PS  I  Resources 

•Figures  from  Prudential  Securities.  NA:  Not  available. 
Source:  Media  General  via  Lotus  One  Source 


Several  years 

ago  each  one  of 

these  electric 

Recent 

Latest 

Dividends 

Yield 

Payout 

Estimated 

utilities  reduced  or 

price 

12-month 
EPS 

per  share 

dividend 
growth* 

eliminated  its 
dividend.  But 

28% 

$2.49 

$1.52 

5.4% 

61% 

6% 

these  stocks  are 

28% 

2.40 

1.40 

4.9 

58 

12 

now  on  the  mend. 

2578 

2.47 

1.50 

5.8 

61 

7 

^^■1 

UV2 

-1.19 

0.80 

3.3 

NA 

15 

UV? 

2.24 

1.70 

6.9 

76 

4 

- 

isys 

0.46 

0.64 

3.4 

NA 

15 

24% 

1.98 

1.24 

5.0 

63 

7 

20V2 

2.16 

1.76 

5.8 

81 

7 

17% 

1.40 

0.00 

0.0 

NA 

NA 

lyve 

2.05 

1.00 

5.8 

49 

10 

■£:;-. 
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Susan  Crowe,  Ex-Personnel  Director 


After  17  years 


OF  60-PLUS-HOUR 


WEEKS,  SHE  QUIT. 


For  Susan  Crowe  of  Chicago,  the  corporate  lifestyle 


had  grown  stale.  The  time  had  come  to  work  for 


herself  <$^r^  And  she  could  afford  to.  Six  years 


earlier  she  sat  down  with  her  Shearson  Lehman 


Brothers  Financial  Consultant  and  came  away  with 


a  diversified  investment  portfolio.  Which  included 


putting  some  assets  into  the  hands  of  a  top  money 


manager,  e./^  She  began  scouting  for  a  company 


to  buy,  one  that  would 


embrace   her   love   for 


sailing.  And  she  found  it 


in  the  seaside  hamlet  of  Stockton  Springs,  Maine. 


Where,  in  January  1992,  Sue  and  her  husband. 


^ 


Robert,  became  the  proprietors  of  Bluejacket  j 
ShipCrafters,  makers  of  museum-quality  model  ■ 
shipbuilding  kits,  e^'^  Is  there  someplace  you'd 
rather  be?  Maybe  we  can  help  you  get  there,  too. 

SHEARSON  LEHMAN  BROTHERS 


You  can  get  there  from  here.^ 


>•>•=-— r«T 


©  1992  Shearson  Lehman  Brothers  Inc.  Member  SIPC. 


CAPITAL  MARKETS 


MONEY  &  INVESTMENTS 


oreign  bond  yields  look  extremely  attractive 
ght  now.  But  where  there  is  obvious  reward, 
here  is  also  subtle  risk. 


tVhich 


wav 


doUarr 


3en  Weberman  is  a  columnist 
for  Forbes  magazine. 


The  SPREAD  of  economic  problems  to 
countries  around  the  world  is  a  bless- 
ing for  bond  investors.  But  it  is  a 
mixed  blessing. 

The  U.S.  recession,  now  almost 
two  years  old,  is  spreading  to  Germa- 
ny and  Japan,  as  well  as  to  many 
smaller  nations.  As  the  foreign  econo- 
mies stall,  official  action  of  the  central 
bank  and  the  finance  ministry  is  to 
case  credit,  thus  dropping  interest 
rates — a  move  that  enhances  fixed- 
income  securities'  prices. 

But  before  piling  into  foreign 
bonds,  remember  this:  For  U.S.  in- 
vestors, the  final  results  on  bonds 
denominated  in  foreign  currencies 
will  have  to  be  measured  against 
changes  in  currency  values  versus  the 
U.S.  dollar.  An  investment  that  starts 
with  dollars  and  ends  with  dollars  may 
well  have  a  lot,  even  all,  of  the  total 
returns  wiped  out  by  losses  in  curren- 
cy transactions. 

Warns  Mark  Turner,  lead  portfolio 
manager  of  Scudder,  Stevens  & 
Clark's  global  bond  fiands:  "More 
than  half  the  [foreign  bond]  portfolio 
risk  comes  from  adverse  global  cur- 
rency movements." 

Last  year,  for  example.  Prudential 
Securities'  Global  Yield  Fund  had  to 


eliminate  a  quarterly  dividend  when 
its  portfolio  manager  misjudged  cur- 
rency markets  and  hedged  wrong. 

Between  1985  and  the  latter  part  of 
the  1980s,  international  bond  fiinds 
provided  superior  returns  when  com- 
pared with  most  fiinds  that  held  only 
U.S. -dollar-denominated  bonds.  But 
those  superior  returns  were  largely  a 
consequence  of  the  decline  of  the 
dollar  over  the  period.  For  the  year 
ahead,  I  think  there's  a  good  chance 
the  dollar  will  rise  against  most  for- 
eign currencies  as  the  financial  au- 
thorities in  sagging  overseas  econo- 
mies reduce  interest  rates. 

Nevertheless,  after  investors  have 
factored  in  exchange-rate  risks,  some 
foreign -fijnd  investing  may  pay  off. 
Global  fiinds  with  average  maturities 
of  three  years  or  less  may  still  end  up 
with  better  results  than  their  U.S. 
dollar  counterparts.  That's  because 
there  are  currendy  such  gaping  differ- 
ences in  yield  between  U.S.  money 
market  yields — now  at  about  4% — 
and  foreign  instrument  yields,  which 
range  from  5.2%  in  Japan  to  9.5%  in 
Germany.  In  other  words,  at  the 
shorter  end  of  the  yield  curve,  these 
yield  differentials  are  probably  more 
than  enough  to  compensate  for  any 
capital  loss  arising  from  a  depreciation 
of  the  yen  or  deutsche  mark  against 
the  dollar. 

Here  are  some  possible  ways  to 
invest  in  foreign  bonds:  Scudder 
Short-Term  Global  Income  Fund  (as- 
sets, $415  million)  now  has  an  aver- 
age maturity  of  1.5  years  and  an  sec 
yield  of  8 .7%.  The  portfolio  is  invested 
mostly  in  U.S.  Treasury  bills,  Europe- 
an Currency  Unit  bills  and  German 
floating- rate  notes.  About  30%  of  the 
fund  is  in  U.S.  dollar  issues,  about 
10%  in  Mexican  issues  and  the  rest 


mosdy  in  European. 

For  investors  ready  to  assume  the 
additional  risks  (currency  and  market) 
associated  with  moving  fijrther  out  on 
the  yield  curve — something  I  do  not 
recommend — Scudder's  Internation- 
al Bond  Fund  (assets,  $370  million) 
has  an  average  maturity  of  11  years 
and  an  SEC  yield  of  7.1%.  The  portfo- 
lio contains  mostly  government 
bonds,  with  Japan  accounting  for  20% 
of  assets,  Germany  15%  and  the  Neth- 
erlands 10%. 

Among  closed-end  bond  funds, 
Templeton  Global  Government  In- 
come Trust,  recentiy  trading  at  9  ¥2  on 
the  New  York  Stock  Exchange,  has  a 
3.7-year  average  maturity  and  a  cur- 
rent yield  of  8.8%.  A  sister  fund,  the 
Templeton  Global  Income  Fund, 
holds  a  portfolio  with  an  average  ma- 
turity of  10  years;  its  yield  is  currendy 
9.2%.  One-third  of  the  portfolio  is  in 
U.S.  issues.  Other  major  countries  are 
Canada,  Italy  and  Australia. 

Investors  can,  of  course,  buy  bonds 
of  individual  countries  and  foreign 
companies  direcdy.  But  this  is  a  game 
only  for  very  knowledgeable  and  very 
well-heeled  individual  investors  who 
are  willing  to  bet  at  least  half  a  million 
dollars  on  a  single  currency. 

Ten  years  ago  only  a  few  countries 
were  open  to  foreign  investments. 
Canada,  the  U.K.,  Germany,  the 
Netherlands  and  Japan  were  the  ma- 
jor suppliers.  Now  the  number  is  up 
to  18,  with  Australia,  New  Zealand, 
France,  Spain,  Mexico  and  Italy  being 
notable  new  investment  sources. 

What's  hot  these  days?  Spanish  and 
Italian  debt,  for  the  simple  reason 
these  investments  have  lofty  double- 
digit  yields  that  many  investors  be- 
lieve will  come  down  fairly  soon. 
Spanish  money  market  instruments 
pay  12.5%,  and  ten-year  government 
debt  pays  11%.  The  Italian  money 
market  pays  12.1%  at  the  short  end 
and  12.5%  on  ten-year  government 
obligations. 

But  tempting  as  those  yields  now 
seem,  don't  forget  the  currency  risks. 
If  the  U.S.  economy  starts  to  recover 
in  three  months,  U.S.  interest  rates 
will  stop  declining — and  foreign  rates 
may  then  be  sinking  from  their  pres- 
ent levels.  These  two  forces  would 
send  the  dollar  up  and  the  dollar  value 
of  foreign  bonds  down — perhaps  way 
down.  WM 
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WALL  STREET  IRREGULAR 


MONEY  a  INVESTMENTS 


It's  Academy  Award  time  in  the  investment  letter 
industry,  too.  Here  are  some  great  performers 
and  the  stocks  they  now  like. 

Andthe 
wiimeir  is 


BY  MARK  HULBERT 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


In  honor  of  Hollywood's  Academy 
Awards,  which  will  be  handed  out 
next  month,  I  have  created  my  own, 
decidedly  personal,  awards  ceremony 
for  investment  letters.  My  awards  are 
based  on  the  Hulbert  Financial  Di- 
£[esfs  IIV2  years  of  performance  data 
for  these  letters;  updates  through 
1991  have  just  been  released. 
^Best  Overall  Performance.  There's  a 
new  winner  in  this  category.  Up  to 
now  it  had  been  held  by  Martin  Zweig 
of  the  Zwei£i  Forecast.  But  the  strong 
performance  of  secondary  stocks  last 
year  helped  to  propel  another  service 
to  the  head  of  the  pack  for  perfor- 
mance: the  Chartist,  edited  by  Dan 
Sullivan.  I  calculate  that  Sullivan's 
model  portfolios  gained  an  average  of 
760%  since  mid- 1980,  equivalent  to  a 
compound  annual  return  of  20.6%. 
This  contrasts  with  15.8%  annualized 
for  the  Wilshire  5000. 

Sullivan  currently  is  bullish  on  eq- 
uities, having  added  18  new  stocks  to 
his  portfolio  in  January,  including  a 
few  blue-chip  stocks  such  as  Coca- 
Cola  (recent  price:  74),  Gillette  (51) 
and  Merrill  Lynch  (61 ). 
uMost    Consistent   Lotig-Term    Per- 


•      •      • 


former.  The  Zweig  Forecast  still  wins 
in  this  category.  Though  his  long- 
term  performance  rank  has  dropped 
to  third,  his  632%  total  return  is  still 
well  ahead  of  the  market's  441%.  And 
unlike  the  Chartisfs  performance, 
which  has  been  more  volatile  along 
the  way,  Zweig's  model  portfoho 
never  has  had  a  down  year  since  1980. 
Zweig  currendy  is  fully  invested  in 
stocks.  His  two  most  recent  picks  are 
Bausch  &  Lomb  (56)  and  National 
Health  Laboratories  {27). 
uBest  Stock  Ratin£i  Service:  A  tie  be- 
tween another  Zweig  letter,  the  Zweig 
Performance  Ratings  Service,  and  the 
Value  Line  Investment  Survey.  The 
Zweig  ratings  service  remains  well  out 
in  front  for  performance  since  1983 
(when  the  hfd  started  following  it), 
with  a  gain  of  264%  compared  widi 
the  Wilshire's  211%.  1  award  a  tie  to 
Value  Line,  however,  on  the  basis  of 
the  strong  1991  performance  of  its 
famed  rating  system.  This  eclectic 
blend  of  technical  and  fundamental 
indicators  produced  a  66%  gain  last 
year,  as  compared  with  the  Wilshire's 
34%  and  Zweig's  rating  service's  35%. 
Over  the  last  five  years.  Value  Line's 
rating  system  is  up  125%,  ahead  of 
Zweig's  rating  service's  105%  and  the 
market's  96%. 

This  Value  Lm^  performance  is  par- 
ticularly remarkable  because  as  re- 
cently as  a  year  ago  some  were  specu- 
lating that  the  rating  system  may  have 
lost  its  edge  (see  my  Dec.  10,  1990 
column).  But  Value  Line  held  fast  to 
its  methods  and  has  been  rewarded. 
^Best  Fundamentalist  Scnnce:  Value 
L^'w^  again,  though  this  time  not  their 
Investment  Survey  but  another  of 
their  letters:  the  Value  Line  OTC 
Special  Situations  Setnuce.  In  contrast 
to  the  Value  Line  rating  system,  this 


service  uses  more  of  a  "rifle  sb 
approach  to  pick  off  fiindament 
undervalued  companies  that  tr; 
over-the-counter.  It  has  outpaced 
market  since  mid-1980,  613% 
441%.  Its  most  recent  recommen 
tion  is  Curative  Technologies  (19). 

The  previous  winner  in  this  cate 
ry  was  Growth  Stock  Outlook,  edited 
Charles  Allmon.  As  of  a  year  ago,  f' 
example,  Allmon's  model  portfo 
was  ahead  of  the  market  for  perfi 
mance  since  mid- 1980 — largely  (I 
the  strength  of  an  impressive  reco! 
during  the  early  years  of  the  deca^ 
But  since  1986  Allmon  has  larg 
been  out  of  stocks,  and  the  market  h 
finally  caught  up  v.dth  him:  For  tli 
entire  1 1 V2  years  since  mid- 1980,  A| 
mon's  portfolio  now  lags  the  mark 
414%  to  441%.  Needless  to  say,  A^ 
mon,  who  remains  very  bearish,  m; 
yet  have  the  last  laugh  if  the  mark 
declines  significantiy. 
^Best  Mutual  Fund  Newsletter:  Tl 
winner  in  this  category  is  Mutu, 
Fund  Strategist,  edited  by  Charh 
Hooper.  His  portfolios  on  avera§ 
have  produced  a  138%  total  retur 
over  the  last  five  years,  outpacing  th 
market's  96%.  This  is  better  than  an 
of  the  other  26  mutual  fiind  lettei 
that  the  hfd  tracked  over  this  perioc 
^Best  New  Kid  on  the  Block:  Th 
hands-down  winner  in  this  categor 
has  to  be  Louis  Navellier's  mpt  Ri 
view,  which  applies  Modem  Portfoli' 
Theory^  to  the  over-the-counter  man 
ket.  Over  the  seven  years  the  hfd  ha 
followed  Navellier,  his  model  portfo 
lios  have  produced  an  incredible  tots 
return  of  954%,  equivalent  to  40% 
year  compounded — more  than  dou 
ble  the  market's  17%.  Navellier's  cu 
rent  favorites  include  three  o-t-c  i 
sues:  Tech  Data  (recent  price:  33),  X 
Rite  {29)  2u:\d  Waterhouse{29). 

Na\'ellier's  performance  is  so  mucJ 
greater  than  the  market's  that  I  havt 
worried  for  several  years  that  he  \\i\ 
regress  to  the  mean,  .\fter  all,  research 
from  not  only  the  hfd  but  the  mutua 
and  pension  fund  arenas  as  well  ha; 
shown  that  it's  extremely  rare  tc 
achieve  more  than  about  a  25%  com 
pound  rate  of  return  for  long  periods 
of  time.  But  so  far  Navellier  has  defiedl 
these  odds:  Last  vear,  for  example,  he 
gained  84%. 

Now   that  surely  is  something  to 
celebrate!  ^ 
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AN  OPPORTUNITY  TO  GIVE  YOUR 
FAMILY  SOMETHING  PRICELESS 


lU  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  piirchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

Price  subject  to  change  without  notice 

Forbes  Lake  of  the  O^rks 

Box   303,  Fort  Garland,  CO  81 133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Name. 


Address- 


City /State/Zip 
Telephone  _ 


or  phone  816/438-2801 


10F8 


JUain  the  Properly  Report  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any.  of  this  property.  Equal  Credit  and  Housing 
3ppo»lunity  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or 
taae  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  .  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de 
CiisioRancHes    NYA88  178 
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The  fact  that  stocks  are  at  such  high  valuations 
strikes  me  as  a  kind  of  financial  insanity. 
But  there  is  a  positive  side. 

Investors  as 
bankers 


Frederick  E.  (Shad)  Rowe  Jr.  is  the  general 
partner  of  Dallas'  Greenbrier  Partners, 
a  hedge  fund. 


I  HAVE  a  professional  friend  who  is 
currently  unemployed.  It  is  unlikely 
that  he  will  get  another  job  that  pays 
as  well  as  the  one  he  has  just  left. 
He  has  a  liquid  net  worth  of  about 
$200,000,  a  nice  nest  egg,  but  not 
enough  to  live  on  for  the  rest  of 
his  life. 

For  years,  this  friend  shopped  cer- 
tificate of  deposit  rates  and  bought 
CDS  at  the  financial  institutions  paying 
the  highest  rates.  In  fact,  he  managed 
to  buy  CDS  from  at  least  five  institu- 
tions that  eventually  failed.  The  fact 
that  they  were  paying  the  highest  rates 
was  a  sign  of  their  weakness,  not  a  sign 
that  they  had  brilliant  things  to  do 
with  his  money.  Since  the  deposits 
were  insured,  he  did  not  lose  a  penny. 
Nor  did  he  lose  any  sleep. 

With  aftertax,  after-inflation  re- 
turns on  c:ds  now  below  zero,  my 
friend,  like  millions  of  other  American 
savers,  believes  that  the  stock  market 
is  the  place  to  be.  How  much  of  his 
savings,  I  asked  him,  did  he  think  was 
appropriate  to  commit  to  the  stock 
market?  "All  of  it,"  he  answered, 
without  hesitation. 

My  understanding  is  that  individ- 
uals currently  have  $2  trillion  invested 


in  short-term  deposits.  Wall  Street 
will  continue  to  facilitate  the  transfer 
of  much  of  this  money  to  the  stock 
market  as  long  as  interest  rates  stay 
down — which  will  be  as  long  as  there 
is  no  meaningful  economic  recovery. 

Lots  of  fundamentally  sound  com- 
panies and  lots  of  companies  that 
represent  litde  more  than  pipe  dreams 
will  offer  stock  to  the  pubUc  at  prices 
that  hold  litde  interest  for  value  inves- 
tors. This  won't  be  good  for  a  lot  of 
investors,  but  it  may  be  very  good  for 
the  economy.  That's  because  once 
these  companies  have  the  public's 
money  in  their  corporate  tills,  they 
will  spend  it.  They  will  hire  people. 
They  will  buy  things.  They  will  cover 
their  executives  with  lavish  perks. 
Stock  market  investors,  in  effect,  are 
putting  money  where  bankers  no 
longer  will. 

So  even  though  U.S.  stocks  are  at 
valuation  levels  that  strike  me  as  a  sort 
of  mass  financial  insanity,  I  belatedly 
see  that  there  is  a  very  positive  side  to 
the  mania.  For  now. 

I  know  this  will  sound  like  sour 
grapes  from  a  battered  bear.  It  will 
also  sound  old-fashioned.  But  the 
stock  market  is  risky  at  these  levels. 
s&Ls  made  risky  loans,  but  the  deposi- 
tors were  protected  by  federal  guaran- 
tees. There  are  no  federal  guarantees 
in  the  stock  market.  Having  lived 
through  the  bear  markets  of  1974  and 
1982,  in  which  stocks  were  virtually 
given  away,  I  have  painful  first-hand 
knowledge  that  stocks  go  down  as 
well  as  up. 

For  a  long  time  the  public  believed 
that  its  ftiture  financial  prosperity  lay 
in  the  appreciation  of  its  homes  and  in 
the  comfort  of  insured  returns  on  its 
deposits  that  exceeded  the  rate  of 
inflation.  In  each  case,  the  public  has 


been  disappointed.  I  am  afraid  tj 
the  current  stock  market  experiej 
will  prove  even  more  disappointi] 
And  when  will  that  happen?  When 
cash  runs  out.  If  you  missed  out 
the  big  rally,  don't  go  in  now.  A 
will  come  when  cash  reserves 
come  in  mighty  handy.  The  Ion] 
that  takes,  the  harder  the  fall  will  1 1 

So  what  should  an  investor  do  v 
is  trapped  in  cash  and  confronted  v>\ 
interest  rates  that  do  not  seem  app<| 
ing,  and  with  a  stock  market  selling 
valuation  levels  that  have  never 
exceeded? 

First,  he  or  she  should  accept 
very  reasonable  notion  that  havinj 
littie  cash  is  not  the  worst  thing 
can  happen  to  a  human  being.  (If  >J 
doubt  me,  ask  Donald  Trump.) 
investor  should  then  proceed  caref 
ly — looking  for  value  and  steadfajj 
refijsing  to  be  seduced  by  overvaluj 
stocks  on  the  grounds  that  they  \' 
go  up  because  they  have  gone  i"| 
That  is  the  greater  fool's  game. 

The  major  integrated  oil  comij 
nies,  which  haven't  participated  mi 
in  the  recent  market  rallies,  woi*] 
seem  to  offer  value  at  current  pricJ^ 
The  price  of  oil  and  gas  has  been  werj 
but  these  companies  can  make  up  1^ 
their  lost  oil  and  gas  profits  throu; 
their  downstream  refining  and  m.-^l 
keting   operations.    Many   of  thd| 
companies  sell  at  low  multiples 
earnings  and  cash  flow  and  pay  di' 
dends  that  are  ver\'  competitive  %v 
money  market  rates.  Exxon  (60,  \iel 
ing4.5%),  T(?A,"n!co(62,yielding5.II 
and  Chevron  (60,  yielding  5%)  woi 
seem  to  offer  worthwhile  current  i 
come  and  reasonable  value. 

Muttial  fimds  and  other  financ 
institutions  have  difficult)'  with 
tax  accounting  complexities  presei 
ed  by  master  limited  partnerships,  arjj 
therefore  tend  to  avoid  them.  Th 
whose  yields  are,  I  believe,  secure  ar? 
ha\e  a  chance  to  grow :  Kaneb Pipeli^ 
Farmers  ( 19,  yielding  1 1 .6%),  Sat 
Fe   Fipelhie   Fanners  (34,  .>ieldir' 
8.1%)  and  OKC  Limited  Farmers  ('• 
yielding  6.6%). 

When  this  bull  market  collapses  , ; 
I  believe  it  will,  no  stocks  will  b: 
unscathed,  and  investors  wfh  cas 
w  ill  have  a  great  opportunity-  to  bxr 
But  if  you  feel  the  urge  to  buy  some 
thing  niw\ ,  the  stocks  above  shoul 
hold  up  better  than  most. 
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the  stock  market's  current  froth  scares  you,  relax. 
's  confined  mostly  to  one  sector  and  merely 
iignals  which  stocks  are  next  likely  to  shine. 

ipe  for  rotation 


Jievi 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based 

1  money  manager.  He  has  written  two  books.-  The 
Wall  Street  Waltz  and  Super  Stocks. 
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The  other  day  syndicated  columnist 
Herb  Greenberg  asked  me:  "Doesn't 
the  stock  market's  heavy  speculative 
tone  mean  it  carries  an  unusually  high 
risk  level?"  I  replied:  "Not  this  time. 
Herb."  Why  not?  Because  the  fervor 
he  worries  about  is  limited  to  just  one 
part  of  the  market.  Unless  the  froth 
encompasses  at  least  several  market 
sectors,  it  will  fade. 

The  market  has  four  basic  stock 
groups.  Market  leadership  rotates 
among  them.  The  key  is  sensing 
which  groups  are  leading,  lagging  and 
which  will  soon  take  the  lead. 

One  way  to  dissect  the  market  is  by 
market  cap — stock  price  times  num- 
ber of  shares  outstanding.  Generally, 
the  500  largest  stocks,  running  down 
to  about  $1  billion  in  market  value, 
are  considered  "big  cap."  Below  that 
in  size  there  are  about  1,500  liquid 
"small-cap  stocks." 

A  second  way  to  cut  the  market  is 
by  relative  value.  Here,  stocks  are 
arrayed  by  a  valuation  tool,  like  P/E  or 
price -to -book.  The  lower  half  are 
"value"  stocks.  The  higher  half  are 
"growth"  stocks — they  must  grow 
fast  to  justify  their  premium  pricing. 

Combining  these  two  cuts  pro- 
duces the  matrix  shown  here.  In  it, 
stocks  are  arrayed  vertically  by  market 
cap — "big"  or  "small" — and  hori- 
zontally by  valuation — "growth"  or 


"value."  The  upper  left  box  com- 
prises one  group:  250  big-cap/ value 
stocks — big- caps  and  low  price  -  to - 
book  ratios.  Think  of  Dow  Chemical, 
GM,  ITT,  or  these  days  even  IBM. 

The  upper  right-hand  box  repre- 
sents a  second  grouping:  250  big- 
cap/growth  stocks.  Examples  are 
Coca-Cola,  Gerber  or  Merck. 

The  lower  right-hand  box  repre- 
sents a  third  group:  750  small-cap/ 
growth  stocks — ones  like  Circon 
Corp.,  Kay  don  Corp.  or  Xilinx. 

The  lower  left  box  comprises  the 
fourth  basic  group:  750  small-cap/ 
value  stocks — ones  like  those  I  have 
been  recommending  recendy. 

America's  1,000  largest  pension 
plans,  which  now  control  most  of  the 
money  in  the  market,  parcel  it  out 
among  these  four  groups.  First,  they 
decide  what  they  want  allocated  to 
each  group.  Then  they  hire  specialty 
managers  to  beat  the  category  by 
stock- picking  from  within  it.  Asset 
allocation  is  a  bit  more  complicated 
than  this,  but  only  a  little. 

Here's  the  key:  Each  group  has  its 
day,  rises,  gets  frothy  and  fades — to  be 
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The  market  has  four  basic 
stock  groups.  Leadership 
rotates  among  them. 


followed  by  another  group.  That's 
what  market  rotation  is  all  about. 

From  1983  to  1986  the  market  was 
led  by  the  big-cap/value  pack.  Pick 
up  a  1986  copy  of  Pension  and  Invest- 
ments, the  leading  journal  for  institu- 
tional investors,  and  you  see  that  big- 
cap/ value  was  all  the  rage.  But  then 
the  lead  rotated  to  the  big- cap/ 
growth  stocks.  This  group  led  the 
market  through  late  1989. 

Then  the  lead  rotated  again,  to 
small -cap/growth.  This  group  held 
the  lead  until  this  Januan';  now  the 
small  growth  group  has  begun  to  look 
both  frothy  and  a  littie  tired. 

To  where  will  leadership  rotate 
next?  To  the  only  group  that  hasn't 
done  well  for  years — the  small -cap/ 
value  stocks.  Relative  to  the  other 
groups,  these  stocks  have  been  out  of 
fashion  since  the  mid-1980s. 

1  thought  this  shift  would  start  last 
summer  (see  my  June  10,  1991  col- 
umn), but  no,  I  was  too  early.  Now, 
while  I'm  not  100%  certain,  1  think 
January  rang  the  starting  bell.  Why? 
Because  the  big-cap/growth  group  is 
the  mirror  opposite  of  the  small-cap/ 
value  group — and  big-cap/growth 
stocks  fell  from  second  place  in  per- 
formance last  year  to  last  place  in 
January.  In  a  telling  shift — for  the  first 
time  in  years — lots  of  leading  big-cap, 
big-growth  names  Hke  Merck  (153), 
Coca-Cola  (73)  and  Gerber  (69) 
dropped  sharply  in  January,  while  the 
market  rose.  Meanwhile,  small -cap/ 
value  stocks  climbed  in  January. 

Here  are  some  of  the  good-quality 
small-cap/value  stocks  that  1  believe 
should  do  well  as  market  leadership 
rotates  to  this  neglected  group: 

Applied  Magnetics  ( 7 ) ,  the  leader  in 
computer  disk  heads,  should  grow 
nicely  yet  sells  at  22%  of  revenue  and 
65%  of  book  value.  Ditto  for  Hexcel 
(13),  a  leader  in  advanced  specialty 
aerospace  materials;  its  valuations 
are  almost  identical  to  Applied  Mag- 
netics'. Wyle  Labs  (15)  is  cheaper 
than  most  electronics  distributors.  I 
have  known  Wyle's  chief  executive, 
Charles  Clough,  for  20  years,  have 
tremendous  respect  for  him  and  know 
his  stock  should  sell  at  above -average 
valuations.  Finally,  unc  (6),  a  leading 
servicer  of  jet  engines,  has  major  up- 
ward earnings  potential  from  refi- 
nancing its  short-term  debt  at  new 
lower  interest  rates.  ^ 
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There  are  times  when  it  is  better  to 
consume  capital  rather  than  reach  for  yield, 
This  is  one  of  those  times. 

Don't  be  a 

yield  pig 


BY  SHH  A.  KLARMAN 


Seth  A.  Klarman,  president 
of  The  Baupost  Group,  Inc.,  a  money 
management  firm,  is  the  author  of 
Margin  of  Safety:  Risk-Averse  Value 
Investing  Strategies  for  the  Ttiougfitful 
/ni/estor  (HarperCollins,  1991). 


I  HAVE  THOROUGHLY  reviewed  the 
U.S.  Constitution  (and  the  Bill  of 
Rights  for  good  measure)  and,  con- 
trary to  popular  belief,  there  is  no 
mention  of  a  right  for  savers  to  earn 
high  rates  of  interest  on  government- 
guaranteed  principal.  Nevertheless,  it 
comes  as  a  terrible  shock  to  a  lot  of 
people  that  some  current  short-term 
interest  rates  are  only  one-third  of 
early  1980s  levels.  The  correct  re- 
sponse to  this  shock  can  be  crucial  to 
your  financial  health. 

There  is  always  a  tension  in  the 
financial  markets  between  greed  and 
fear.  During  the  1980s  investor 
greed  fi"equentiy  got  the  better  of 
fear,  with  the  result  that  yield-seek- 
ing investors,  known  among  Wall 
Streeters  as  "yield  pigs,"  were  sus- 
ceptible to  any  investment  product 
that  promised  a  high  current  rate  of 
return,  the  associated  risk  notwith- 
standing. Naturally,  Wall  Street  re- 
sponded by  introducing  a  variety  of 
new  instruments — junk  bonds,  op- 
tion-income mutual  funds,  interna- 
tional money  market  fimds,  preferred 
equity  return  certificates  (percs) — 


anything  that  promised  high  current 
yields  to  investors. 

Unless  they  are  deluding  them- 
selves, investors  understand  that  to 
achieve  incremental  yield  above  that 
available  fi'om  U.S.  government  secu- 
rities (the  "risk-fi-ee"  rate),  they  must 
incur  increasing  levels  of  principal 
risk.  There  is  no  risk-fi'ee  yield  en- 
hancement on  Wall  Street.  The  pain- 
fijl  result:  Higher  risk  investments 
often  erode  one's  capital  and  produce 
lower  returns — the  worst  of  all  invest- 
ment worlds.  Higher-returns-for- 
higher-risks  only  applies  on  average 
and  overtime. 

Investors  must  carefiilly  examine 
alternative  investments  to  assess  when 
they  are  being  adequately  compensat- 
ed for  bearing  risk  and  when  they  are 
not.  When  the  yield  differential  be- 
tween riskless  and  more  risky  securi- 
ties is  sufficientiy  large,  even  a 
conservative  investor  might  reason- 
ably v^enture  beyond  U.S.  govern- 
ment securities.  Thus,  for  example, 
it  made  sense  to  buy  the  Federated 
Department  Stores  senior- secured 
bonds,  Harcourt  Brace  debentures 
and  Manville  preferred  stock  when 
panic  hit  the  junk  bond  market  in  late 
1990  and  early  1991. 

These  days,  however,  I  don't  be- 
lieve investors  are  being  compensat- 
ed sufficientiy  to  venture  beyond 
risk-free  instruments.  Yield  spreads 
between  government  bonds  and  cor- 
porate credits  have  contracted  sharp- 
ly this  year  from  levels  a  year  ago. 
Some  bonds  of  such  highly  leveraged 
issuers  as  Burlington  Industries  and 
Unisys  now  trade  above  par.  A  year 
ago  they  sold  at  substantial  discounts 
from  par. 

Yield-star\'ed  investors  also  have 
been  bidding  up  the  bonds  of  such 
deeply  troubled  issuers  as  Chr\'sler, 


Stone  Container  and  Marriott. 
General  Motors  percs — a  newly 
ated  instrument  that  only  a  yield 
could  love — recentiy  traded  at  a  1 
so  high  that  the  common  stock 
came  a  better  buy  no  matter  wl  I 
GM  common  traded  and  no  ma 
what  action  gm's  board  took  on| 
dividend. 

Some  investors,  desperate  for  1 1 
ter  yield,  have  been  reaching  not  f 
new  Wall  Street  product  but  for  a  \| 
old  one — <:ommon  stocks.   Fine 
the  yield  on  cash  unacceptably  1(' 
people  who  have  invested  conserl 
tively  for  years  are  beginning  to  thr^ 
money  into  stocks,  despite  the  ol 
ous  high  valuation  of  the  market,^ 
historically  low  dividend  yield  and 
serious  economic  downturn  currerjl 
under  way. 

How  many  times  have  we  hearc 
recent  months  that  stocks  have  alv 
outperformed  bonds  in  the  long 
Funnv,  but  we  never  hear  that  arc 
ment  at  market  bottoms. 

In  my  view,  it  is  only  a  matter  i 
time  before  today's  yield  pigs  are  I'j 
to  the  slaughterhouse.  The  shares- 
good  companies  and  bad  companj 
alike  are  vulnerable  to  sharp  declin 
Moreover,  many  junk  bonds  tlJ 
have  rallied  will  tumble  again,  anci 
number  of  today's  investment-gra] 
issues  will  be  downgraded  to  ju., 
status  if  the  economy  doesn't  beg^ 
to  recover  soon. 

What  if  you  depend  on  a  high 
return  on  your  money  and  can't  li 
on  the  income  from  4%  interest  rate 
In  that  case,  I  would  ad\ise  pcop 
to  ignore  conventional  wisdom  at 
consume  some  principal  for  a  whii 
if  necessar\',  rather  than  to  rea« 
for  \ield  and  incur  the  risk  of  majtj 
capital  loss. 

Stick  to  short-term  U.S.  goven. 
ment  securities,  federally  insun; 
bank  CDs,  or  money  market  fijnds  th 
hold  only  U.S.  government  sccuritic. 
Better  to  end  the  year  with  98%  «, 
your  principal  intact  than  to  risk  yov 
capital  rcxiting  around  for  incrcmer, 
tal  Nield  that  is  simply  not  attainabkj 

I  would  also  counsel  conscr\ati\, 
income  oriented  investors  to  get  oi, 
of  most  stcKks  and  bt^nds  now,  whiij 
the  getting  is  gcx^d.  Caution  has  nc, 
been  a  profitable  investment  tactic  ft 
a  long  time  now .  I  strongly  believe  it  I 
about  to  make  a  comeback. 
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tents  in  the  former  Soviet  Union  could  give 
luge  boost  to  world  commodity  prices  and  get 
m  inflation  speeding  up  again. 


economy 
trauma 


in  Brimelow  is  director  of  international 
JtterLitiesfor  BV  Capital  Markets,  Inc.,  the 
!w  York  brokerage  arm  of  Bayerische 
reifisbank,  Germany's  third-largest  bank. 


[HE  LEADING  Soviet  export  of  recent 
mes  has  been  surprises.  A  special  one 
^fifiy  even  now  be  in  the  gift-wrapping 
'  ^age.  A  process  currently  under  way 
^^1  the  territories  of  the  former 
J.S.S.R.  could  trigger  a  commodity 


ii»b 


rice  boom  as  powerftil  (and  cruel  to 


icars)  as  the  great  markets  of  1972 
3  and  1987-88.  The  consequences 

r  recently  unfashionable  natural  re- 

urce  equities  could  be  dramatic. 

Over  the  last  couple  of  years  an 
nprecedented  flood  of  commodity 
hipments  from  the  Soviet  Union  has 

fkvamped  markets  and  sent  prices  reel- 
ig.  As  Wall  Street  and  the  business 
ress  have  realized  this,  the  con-      ^^^^^^^^^^^^^^^^^^"'^■~'~' 
ontional  wisdom   has  inevitably       Industrial  prOdUCtiOII  IlldeX 
)rmed  that  these  shipments  will       Country 


Clearly,  the  former  Soviet  territo- 
ries are  in  extreme  economic  trauma. 
All  the  classic  symptoms  are  there — 
barter,  hoarding,  massive  intensifica- 
tion of  extralegal  economic  activity, 
loss  of  respect  for  the  local  currency. 
Indeed,  the  immediate  cause  of  the 
commodity  flood  is  the  panicky  desire 
on  the  part  of  people  in  the  old  Soviet 
territories  to  get  their  hands  on  for- 
eign currency.  Breaking  the  normal 
production  chain  and  shipping  over- 
seas is  irresistibly  attractive  to  enter- 
prising individuals  now  that  they 
seem  unlikely  to  be  shot  for  it.  Never 
mind  that  local  factories  are  deprived 
of  the  raw  materials  they  need;  get 
foreign  currency  at  any  cost. 

But  none  of  this  is  new.  Economies 
in  extreme  trauma  have  been  seen 
several  times  this  century — Germany 
and  Japan  after  World  War  II  and 
Russia  itself  after  the  revolution,  for 
example.  The  phenomenon  has  been 
lucidly  discussed  by  UCLA's  Professor 
Jack  Hirshleifer  in  his  Economic 
Behavior  in  Adversity  (University  of 
Chicago  Press). 

The  key  point:  When  things  get  bad 
enough,  even  the  most  deranged  gov- 
ernments  (like   Lenin's   Bolsheviks) 


JC!.- 


jontmuc. 
^^    In  fact,  Soviet  behavior  is  even 
I'Viiorc  influential  than  generally  rec- 
ognized. Markets  like  cocoa,  lead, 
lie  and  tin,  where  Soviet  pur- 
uses  were  normally  significant, 
-ive  been  faltering  for  lack  of  this 
aditional  demand.  Economic  re- 
\ival  in  Eastern  Europe  is  also  be- 
ting delayed  by  the  weakening  of 
^Soviet  demand. 


Germany 

Japan 

Russia 


Base 
year 

1938 

1934-36 

1913 


Low 


1946-33 
1946-31 
1921-13 


Recovery     Rebound 
high       from  low 


1949-74 
1949-71 
1924—49 


124.2% 

129.0 

276.0 


Base  year  equals  100. 

Source:  Jack  Hirshleifer,  Economic  Behavior  in  Adversity. 

The  magnitude  of  a  country's  economic 
recovery  from  trauma  can  be  enormous, 
as  these  three  examples  prove. 


come  to  their  senses.  And  then  the 
magnitude  of  the  recovery  can  be 
enormous  (see  table). 

Don't  fixate  on  the  issue  of  how 
long  it  will  take  to  bring  Russia  up  to 
Western  European  production  levels. 
This  is  the  wrong  question  for  the 
commodities  markets.  Even  a  return 
to  something  like  Brezhnevian  levels 
of  inefficiency  would  still  have  pro- 
found implications  for  the  area's  pro- 
pensity to  consume  or  export  many 
raw  materials. 

Other  factors  could  intensify  this 
coming  swing.  For  example,  energy 
was  notoriously  underpriccd  under 
the  communists.  This  has  led  to  the 
anomalous  situation  of  a  flood  of 
energy-intensive  metal  exports,  such 
as  aluminum  and  ferroalloys,  from  a 
country  supposedly  short  of  energy. 
Any  move  to  world  energy  prices 
could  suddenly  shut  off"  this  supply. 

The  swing  will  also  be  exaggerated 
by  the  so-called  inventory  effect.  Gen- 
erally, worldwide  commodity  con- 
sumption exhibits  only  sluggish 
trends.  Changes  in  inventory  prefer- 
ences are  what  make  commodities 
interesting.  Right  now,  world  indus- 
try is  complacent,  confident  of  a 
world  slowdown  and  raw- material 
oversupply  courtesy  of  the  ex-Soviet 
Union.  Add  some  measure  of  world 
recovery  to  the  changes  I  foresee  in 
Russia,  and  purchasing  managers 
could  be  headed  for  a  hectic  time. 

All  this,  of  course,  could  bring  bad 
news  on  the  inflation  front.  I  suspect 
that  "noise"  from  the  Soviet  Un- 
ion's liquidation  process  has  been 
suppressing  a  measure  of  price  infla- 
tion that  would  otherwise  have 
shown  up  in  the  indexes.  EUminate 
this  effect,  and  sentiment  could 
change  sharply. 

Obvious  beneficiaries:  nickel 
and  aluminum  equities  like  Inco, 
Alcan,  Alcoa.  The  platinum  and 
gold  sectors,  which  have  felt  the 
Russian  bootprint  as  deeply  as  any, 
could  do  better.  Not  only  would 
they  benefit  from  a  shift  in  the 
demand/supply  balance,  but  a 
change  in  inflation  expectations 
would  boost  them  even  more. 

Rustenberg  and  Impala  are  the 
outstanding  platinum  plays.  There 
is  more  choice  in  gold:  I  like 
Newmont,  Franco- Nevada  and 
Euro-Nevada.  ^ 
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BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 


My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or 
9)-lnclucling  some 
very  famous  names 
-which  I  believe 
MARTIN  ZWEIG  could  "takt  a  bath." 
I'll  rush  you  the  Performance  Ratings 
for  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast.  I'd  also  like  to  send  you,  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance 
of  my  key  market  indicators  which . 
helped  make  The  Zweig  Forecast 


#1  IN  PROFITS,  with  a  581.5%  total 
return,  for  the  whole  11  years  through 
6/91  among  all  advisory  services 
tracked  by  Hulbert. 
(Past  results  do  not 
guarantee  future 
results.)  Call  today  for 
bonus  Performance 
Ratings  and  gift  book 
with  your  Zweig  Fore- 
cast trial.  Time  is 

^'■'J^'^'-  EXTRA  BONUS 

Three-Month  Trial  $55, 

One  Year  $265.  Visa/MC. 

1-800-535-9649  Ext.  9057. 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  11793-0926 
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Receive  Value  Line 
for  only  ^5:  $55 

An  Introductory  subscription  to  The  Value  Line 
Investment  Survey  brings  you  the  2000- page  Investors  Referer  I 
Service- Value  Line's  most  recent  Ratings  and  Reports  on  17(  | 
stocks.  You  will  also  receive  analyses  ofabout  130  stocks  eac 
week  for  10  weeks  forl$65  $55.  Available  only  once  every  two  yt  | 
to  any  household.  SPECIAL  BONUS:  With  your  subscription  > 
will  also  receive  the  J.K.  Lasser's  "Tour  Income  Tax  1992  ' 
(Retail  price  $14.00)  covering  •  Year  Round  Financial  Pis 
Free  Tax  Update  Supplement  •  24  hours  Tax  Update  Hotline 
Income  Tax  Forms  and  Worksheets... (available  while  supplies 
Your  subscription  to  Vjilue  Line  may  be  tax-deductible.  Consu 
your  tax  advisor.  Send  check  or  money  order  along  with  n£un( 
address  and  zip  code  together  with  this  ad  or: 

CaU  ToU-Free  1-800-833-0046 

(Ext   2903-Dept.  316K17)  American  Express.  MasterCard  or 
Visa  24  hours  a  day.  7  days  a  week.  30  day  Money-Back       XK 
Guarantee.  Allow  4  weeks  for  delivery.  NY  residents  add    X  ■>*! 
sales  tax.  Foreign  rates  upon  request 

sThe  Value  Line  Investment  Smvej* 

711  3rd  Avenue  NY.  NY 
10017-4064 
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VOICE  MAIL 
^TELEMARKETING 
A^ALL  PROCESSING 

Tfanslomi  your  PC/XT;AT/386  into  a  mulli-line  voice  pto- 
cessing  command  cenler,  Inlelligenlly  process  yodr 
sales,  inquires,  and  messages.  Complete  package. 

Multi-Line  (Voce  soiuiion)       $995 

SINGLE  LINE  (BigmOuth)  $295 

(Developer/OEM  packages  availal)lel 

VISA-MC— AMEX-COO 
FOR  SALES  OR  INFORMATION 

Call:  1-800-947-4884 

CALL   (5101  522-3800  •  FAX   (510)  522-5556 

TALKING  TECHNOLOGY,  INC.  =ff= 

11?'j  AILANIIC  AVE.  •  ALAMtOA   CA  91501     /// 
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Free  Catalogue 
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Rnancial  Trainnq  Semnars 

212-432-7630    Fax  718-639-8889 
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800.458.0939 


INCORPORATE  IN  DELAWARE! 

Specialists  in  setting  up  Delaware 
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1-800-999-SALE 
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Success  and  time  to 
enjoy  it!  International 
Corp.  provides  support, 
training  for  this  power- 
ful, profitable  program. 
Work  for  yourself. 
Unlimited  income 
opportunity.  Call  for  full 
details:     lOlr.  Fletcher 
800-231-0123. 


Save 

50% 
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Perfect  award  to  show  appreciation  al 
recognition  for  doncys.  ennployees, 
salesmen,  members  and  at  meetings  '  I 
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ALindal  Cedar  Homes 

FO.  Box  24426,  Dept.  FG2,  Seattle,  WA  98124 


Launch  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  houses. 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 
1-800-221-6063. 
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Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

Francorp* 

New  York  Chicago  Lot  Angeles 

237  Par*  Hvemie      20200  Governors  Drive  6033  W.  Century  Blvd. 
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19,278  academic  topics  available! 

Send  $2.00  for  the  272-page  catalog. 

Custom-written  reports  also  available. 
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11322  Idaho  Ave,  #206FM, 

Los  Angeles,  CA  90025 

Toll  Free  Hotline:  800-351-0222 
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of  business  books  for  sale 
by  the  U.S.  Government! 
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Free  Business  Caulog 

US   Government  Printing  Office 

Office  of  Marketing— Stop  SM 

Washington.  DC  20401 


100%  Cotton/ Your  Logo!  — 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  tor  international  orders.  For  a  price  list  and 


catalogue  please  call: 


1-800-847-4478 


Fax  1-718-782-4614 

The  Queensboro  Shirt  Company 

Dept  F22,  119N  llthSt.,Greenpoint.  NY  11211 


EXECUTIVE  GIFTS 


Ambassador  Lapel  Flags 


jeHelr>-qualit> 
cusiiimi/ed  emblems 


24K  Gold  Plate    •    Brilliant,  True  Colors    •    Any  Flag  Mix 
Fast  Delivery  Worldwide:  14  Business  Days  on  Custom  Orders 

TME  Co.,  Inc.  1 17  Park  Lane  Rd.,  New  Milford,  CT 06776,  U.S.A. 
Tel.  (203)  354-0686     •     Telex  271478     •     Fax  (203)  354-2786 


Executive  BackChair 


•  16"  to  22"  models  ore  hond- 
crohed  from  solid  mohogony  with 
hondpointed  morkmgs  ond  details 

•  Over  160  models  m  stock 

•  Priced  from  $99.50 

•  Satisfoction  guoronteed 

Call  1-800-950-9944 


IPACIflC 


WOttS'SUAMNeMMIBB 
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U255No*79*SliMl 
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Engineered  for 
customized  orthopedic 
support  to  prevent 
and  relieve  back  pain 

•  Built-in  adjustable 
lumbar  support 

•  Adjustable 
neck  rest 

•  Forward-tilt 
feature 


MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemstones.  Free  wholesale  catalog  since 
1%7 !  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce . 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  l-800-«26-«352 


Ra^-m^V'f^r     I^REE  Color  Cablog 
PaCKJdVCr     1.800.251 2225  ot  write 

53  Jeffrey  Ave.,  Dept   WE.  Hollislon,  MA  01746 


COMPUTERS 


iiiTmRRYmflc 


INOUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy®  Computers 

Radio  Shack®  phones ...  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy.  Katy  (Houston)  TX  77450 
1-713-392-0747     F«x  (713)  574-4567 


STREETWALKER 


EDITED  DY  THOMAS  JAFFE 


Have  a  Ball 

Ball  Corp.,  the  $2.3  billion  (sales) 
maker  of  beverage  containers  and 
other  packaging  products,  has  quietly 
expanded  during  the  downturn.  In 
late  1990  the  Muncie,  Ind. -based 
company  paid  $65  million,  not  in- 
cluding debt,  to  buy  out  its  partner  in 
a  glass  packaging  joint  venture.  Last 
April  it  paid  $104  million  for  opera- 
tions in  Canada.  Lately,  Ball  has 
agreed  to  pay  $70  million  for  four 
commercial  glass  plants  belonging  to 
Kerr  Glass  Manufacturing. 

The  acquisitions  make  good  sense, 
says  analyst  Cornelius  Thornton  of 
First  Boston.  Ball  is  adept  at  cost- 
cutting  and  should  be  able  to  maxi- 
mize earnings  leverage.  In  addition, 
Thornton  forecasts  lower  raw  materi- 
als cost  for  metal  cans  in  1992.  As  for 
glass,  he  expects  operating  rates  as 
well  as  prices  to  rise  slightiy. 

Ball  has  strengthened  its  balance 
sheet,  too.  In  September  it  raised  over 
$100  million  through  the  sale  of  near- 
ly 3.2  million  shares  at  34%  apiece. 
Recendy  the  company  also  retired  a 
$50  million  issue  of  preferred  stock. 

In  1991  Ball  earned  $2.42  a  share, 
up  19%;  this  year  Thornton  estimates 
it  will  earn  $2.80.  So  even  though  the 
stock — recent  NYSE  price  of  38%— is 
up  more  than  20%  since  last  fall,  it  still 
sells  for  14  times  anticipated  earnings. 
There  are  25.6  million  common 
shares  outstanding.  The  Ball  family 
and  related  parties  own  about  45%. 

Penney-wise? 

Poor  J.C.  Penney  Co.,  Inc.  Left  in 
the  dust  in  the  Seventies  by  discount- 
ers like  Wal-Mart,  the  Dallas-based 
general  merchandiser  spent  the 
Eighties  chasing  more  well-heeled 
customers  with  fancier  goods.  But  the 
strategy  was  only  modestly  successftil. 

Then  came  the  recession.  In  the 
fiscal  year  ended  Jan.  31,  1991,  Pen- 
ney's  earnings  per  share  dropped  27%, 
from  $6.31  to  $4.59.  For  the  fiscal 
year  just  ended ,  analyst  Thomas  Tash  - 
jian  of  First  Manhattan  estimates 
earnings  dropped  another  18%,  to 
$3.56  a  share. 

But  don't  count  $17.2  billion  (esti- 
mated sales)  Penney  out,  says  Tash- 
jian.  Although  sales  have  been  slug- 
gish, he  points  out  that  over  the  last 
six  months  Penney  has  reduced  its 


A  J.C.  Penney  store 
Down  but  far  from  out. 


prices  8%  on  average.  This  slowly  is 
bringing  more  customers  into  the 
stores.  Meanwhile,  the  company  has 
steadily  been  cutting  expenses  as  a 
percentage  of  revenues.  For  the  fiscal 
year  just  beginning,  Tashjian  esti- 
mates Penney  will  earn  $5.20  a  share. 
Twice  before  in  recent  vears — 
1986-87  and  1988-89— Penney 
stock  has  handsomely  rewarded  those 
who  bet  on  a  turn  in  its  earnings 
momentum.  With  the  NYSE  stock  late- 
ly around  55,  Tashjian  thinks  it  could 
rise  to  70  over  the  next  12  to  18 
months.  He  says  the  downside  is  lim- 
ited by  Penney's  rich — and  safe — 
$2.64  dividend.  Recent  yield:  4.8%. 

The  artful  contraHan 

Among  property  and  casualty  insur- 
ers, $13  billion  (assets)  St.  Paul  Cos. 
has  been  a  contrarian.  Take  medical 
malpractice  coverage.  Competitors 
shunned  this  business  from  the  early 
1970s  through  die  mid-1980s;  St. 
Paul  established  itself  as  a  highly  prof- 
itable market  leader  in  the  field. 

A  few  years  later  many  financial 
services  companies  dumped  their  mu- 
nicipal finance  operations  in  response 
to  the  1986  tax  reforms.  But  St.  Paul 
stuck  with  its  John  Nuveen  &  Co. 
subsidiary,  refocusing  it  on  municipal 
bond  fimds. 

At  a  time  when  a  downturn  in  the 
property  and  casualty  cycle  is  throt- 
tling its  industry,  St.  Paul's  contrari- 
ness is  seeing  it  through  the  storm. 
Thanks  to  tort  reform  and  more  re- 
sponsive methods  of  policy  pricing, 
St.  Paul's  medical  ser\'ice  division  ac- 
counted for  over  half  of  last  year's  $8  a 
share  of  earnings.  (This  included 
$2.50  to  $3  per  share  of  excess  re- 


serves set  aside  in  the  mid-1980s. 

Another  big  kick  is  coming  f  j 
Nuveen.  Because  of  an  abundanc 
yield-hungr\'  investors,  it  now  n^ 
ages  over  $20  billion  and  is  sell 
fiinds  like  hotcakes.  Nuveen  genc^ 
ed  an  estimated  575  million,  or] 
most  15%,  of  St.  Paul's  1991  pni 
earnings,  versus  around  9%  in  19SB*''' 

In  1988  St.  Paul  completed  a  $«  fr 
million  acquisition  of  Minet  Grou* 
British  insurance  broker.  The  deal ' 
yet  to  pay  off",  and  some  investors 
St.  Paul  goofed.  But  be  patient,  y 
analyst  A.  Michael  Frinquelli  of  S;  | 
mon  Brothers.  St.  Paul  is  deempha 
ing  Minet's  dependence  on  broker] 
for  Lloyd's  and  is  focusing  on 
more  promising  specialty'  niches 
professional  liability'  coverage  for 
countants  and  lawyers  worldwide. 

Frinquelli  expects  St.  Paul  to  e 
$8.45  a  share  this  year,  up  6%  over 
$8  he  estimates  it  earned  in  19*1 
That  values  the  N\'SE-listed  compaj 
whose  stock  has  risen  fi"om  64  in  11 
October  to  a  recent  73,  at  8.5  tir 
anticipated  1992  earnings.  Over  i1 
next  12  months,  Frinquelli  thinks  l] 
stock  (45  million  shares  outstandirJ 
can  go  to  100.  -Matthew  Schiff^ 

A  utility  recovers 

Washington  Public  Power  Supj' 
System  in  1983;  Public  Ser\ice  Co. 
New  Hampshire  in  1988;  Columl^ 
Gas  System  last  year.  Is  Public  Ser\i' 
of  New  Mexico  next  on  the  list 
busted  utilities!"  Portfolio  managj 
Justin  Mazzon  of  San  Francisc 
based  Stinson  &  Mazzon  thinks  nc 

PNM,  which   badly  overexpand.^ 
during  the  southwestern  boom  of  tr 
mid-1980s,  is  fired  75%  with  co. 
25%  with  nuclear  power  from  Ariz 
na's  Palo  Verde  plant.  Several  fa 
tors — including    the    sluggish    Ne 
Mexico  economv,  a  stine:\-  rate  dec 
sion  by  state  utilitA-  regulators  in  19S 
and  repeated  threats  b\  the  .\lbuque* 
que  cit>'  council  to  terminate  PNM' 
local  franchise — have  left  pnm's  pro' 
its  flickering.  The  dividend  was  su 
pendcd  in  1989,  after  pn.m  posted 
big  loss  and  management  tried,  ur 
successfully,  to  sell  the  company.  Th 
NYSE -traded  stock,  which  hit  39 
1987,  has  dimmed  to  a  recent  10%,c' 
61%  t)f  book  \alue. 

Bui  Mazzon  thinks  the  .Mbuquei 
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contract  will  be  renewed,  and  he 
res  New  Mexico  could  recover 

.ijpr  than  the  country  as  a  whole. 

Jkiitime,  pnm  is  selling  its  excess 

siBcity  to  Anaheim,  Calif.  Lower 
Ifrest  rates  and  higher  natural  gas 

1  |s  should  also  keep  the  utility  in  the 
tk.  Mazzon  figures  pnm  earned  35 
ts  a  share  in  1991;  he  reckons  67 
ts  in  1992  and  thinks  pnm  will 
tore  the  dividend,  38  cents  a  share 
|en  it  was  omitted,  by  1994.  He 
8  PNM  as  a  $20  stock,  earning  $1 .35 
1 994 .  -Jason  Zweig 

ofS 

br  te,  |)waer  power 

g  on  LBOT  Corp.,  headquartered  in  Bos- 
nidiejp,  is  the  world  leader  in  carbon 
jefor  ick,  a  reinforcing  agent  used  in 
hiide,  'ber  products  such  as  tires.  Special- 
I  to  6  grades  of  the  powdery  substance  go 
oven  •"  inks,  plastics,  cables  and  coatings. 
n  19(  ic  $1.5  billion  (sales)  company  is 
3nipai «  in  other  businesses,  including 
linlfflstics  concentrates  and  specialty 
j  tin  impounds;  filmed  silica;  electronics 
Ivert  aterials  and  refractory  metals;  safety 
iiitst  ewear  and  disposable  earplugs. 
injy  Cabot  got  powdered  in  the  .fiscal 
KiFi  ;ar  ended  Sept.  30,  1991.  Per-share 
irnings  fell  38%,  fi-om  $2.73  to 
1.69.  But  analyst  William  Hyler  of 
ippenheimer  &  Co.  thinks  the  com- 


3i 

I  |)wder 


any  is  primed  to  rebound.  He  notes 

'  lit  between  1988  and  1991  Cabot's 

ijj^jjpital  program   averaged  close   to 

200  million  a  year,  as  it  spent  heavily 

n    improvements    and    expansion. 

Ills  will  help  to  lever  earnings  in  fiscal 

992,  when  Hyler  expects  a  recovery 

$2.90  a  share,  and  in  fiscal  1993, 

hen  he  looks  for  $3.60. 

Starting  in   1992,   Hyler  expects 

apital  spending  to  drop  below  $100 

illion  a  year.  Result:  Cabot  v^U  be- 

in  to   generate   excess  cash   flow, 

hich  could  lead  it  to  fiirther  shrink 

Its  capitalization.  At  the  end  of  1985 

^ere  were  32  million  shares;  recendy 

diere  were  18.2  million.  Alternative- 

J)',  Cabot  might  slash  long-term  debt, 

ipurrently  more  than  50%  of  capital. 

I    Cabot's  Big  Board-listed  stock  re- 

Aendy  made  a  12 -month  high  of  37V4, 

jbut  that  could  just  be  the  beginning 

itof  a  breakout.  The  stock  looks  prom- 

ing  at  13  times  Hyler's  fiscal  1992 

stimatc,  and  about  10  times  his  esti- 

finatc  for  the  fiscal  year  that  starts  in 

October.  ^ 
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Looking  For  Mutual  Funds? 


Successful  investors  are  well-informed  investors. 
They  spend  the  time  it  takes  to  make  intelligent 
decisions  regarding  their  portfolios. 

For  those  of  you  investing  in  mutual  funds,  that 
means  obtaining  and  reading  prospectuses 
before  you  buy. 

FORBES  can  help  you  with  this  process. 

Beginning  on  page  166  in  this  issue  is  the  FORBES 
MUTUAL  FUNDS  PORTFOLIO  —  it's  where  many  of 
today's  leading  funds  are  making  their  prospectuses 
available  to  readers  free  of  charge.  All  you  have 
to  do  is  call  the  800  numbers  listed  or  mail  in  the 
postage-paid  reply  card. 

Fbrbes 


Take  advantage  of  this 
free  offer  today. 


CAPITALIST     TOOL* 


irmrs 

TO  FILE  NW. 


Surprise...3outof4  who 
file  a  tax  return  get  a 
refund!  Chances  are  that 
means  you.  So  the  sooner 
you  file  the  sooner  you 
get  money  back! 


A  Public  Service  of 
This  Publication  & 


Gxnci 


Internal 

Revenue 

Service 


You  don't  have  to  be  a  millionaire 

to  vacation  in  Forbes'  island  paradise 


Many  who  vacation  on  Laucala  Island  in  the  Fijis 
are  milhonaires.  So  it  isn't  the  attractive  cost  that 
entices  the  rich  and  famous  to  this  famed  idylhc 
retreat  of  the  late  Malcolm  Forbes.  It's  the  exclusivity. 
The  privacy. 

Small  wonder  that  one  of  today's  most  beautiful 
film  stars  vacationed  on  this  exquisite  South  Seas  Bali 
Ha'i.  Or  that  a  Broadway  leading  man  chose  to  be 
married  here. 

Laucala  is  the  perfect  place  to  get  away  from  your 
workaday  world.  And  the  cost  is  surprisingly  modest. 


Errol  Ryland/ FORBES  MAGAZINE 
^     Box  303,  Fort  Garland,  CO  81133     "** 


Help  me  escape  to  paradise  in  the  Fijis 

Name 


Address 

City  

State 


Zip 


or  ca 


11719-379-3263 


5LD2 


No  more  than  ten  or  twelve  guests  are  ever  on  our 
island  at  the  same  time,  and  each  vacationing  couple  (; 
family  is  housed  in  their  own  private  seaside  cottagt 
It's  the  perfect  place  for  a  honeymoon  or  an  escape 
from  reality. 

Stroll  pristine  beaches.  Swim,  snorkel  or  scuba  in 
azure  waters  renowned  for  the  splendor  of  their  trop 
cal  fish  and  colorful  coral  reefs.  Fish  for  the  big  ones 
from  our  deep  sea  boat  or  just  unwind  by  the  pool. 
From  tennis  to  windsurfing,  it's  probably  the  world' 
most  exclusive  playland  paradise  for  those  who 
choose  to  vacation  their  own  way  and  on  their  own 
schedule. 

For  7  nights  and  8  days,  the  cost  is  just  $2,UX)  per 
person  plus  tax.  And  that  includes  everything:  all 
activities,  meals,  drinks,  lodging,  and  ser\'ice  with  a 
smile.  No  tipping. 

So  come  on  down.  Luxuriate  in  this  South  Pacific 
paradise.  It's  the  vacation  of  a  lifetime.  You'll  want  tc 
come  back  again  and  again. 


For  information,  please  write 
Errol  Rvland,  Manager 
Box  303,  Fort  Garland,  CO  811 33 
or  call  719-379-3263 
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I-LASHBAUKS 


EDITED  BY  DERO  A.  SAUNDERS 


le  more  things  change. . ." 
years  ago  in  Forbes 

)M  THE  ISSUE  OF  Feb.  18, 1922) 
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thropic,  useful  citizen;  Paul  M.  War- 
burg, international  banker  of  rare  tal- 
ents and  a  main  creator  of  our  Federal 
Reserve  System;  William  Wrigley, 
shining  example  of  American  re- 
sourcefulness; and  Lewis  Cass  Led- 
yard,  stalwart  lawyer,  counsellor  of 
the  mighty  and  civic  philanthropist — 
these,  among  others,  passed  on  be- 
fore 1932  was  many  days  old.  Each 
.  .  .  devoted  a  generous  share  of  his 
time  and  wealth  to  unselfish,  worthy 
purposes." 


curlers  to  airplane  clamps,  razor 
blades  to  primers.  Machine  tools  are 
the  key  industry.  ..." 


years  ago 


e 


11922,  the  Addressograph  was  viewed 
]  a  marvel  of  modem  technolo^. 


he  U.S.  leads  the  world  in  wages 
d  in  purchasing  power  of  wages 
cause  we  lead  the  world  in  produc- 
n  per  man.  .  .  .  Foreign  wages  are 

fw;  raw  materials  are  comparatively 
cap;  and  the  scale  of  living  is  low. 
e  cannot  maintain  our  high  wages, 
ainst  low  foreign  wages,  unless  we 

icrease  and  maintain  production  per 

lan  high  enough  to  offset  the  wage 

ifference." 


ii 


Europe  continues  to  plan  and  build 
new  supergiants  of  the  air.  Construc- 
tion work  on  the  new  zeppelin  LZ- 
129  is  now  being  pushed  rapidly  at 
Friedrichshafen,  Germany.  The  diri- 
gible will  be  larger  than  the  Akron 
and,  therefore,  the  largest  zeppelin  in 
the  world.  It  is  being  built  for  regular 
transatiantic  service  to  the  U.S.  .  .  ." 


years  ago 


bO  years  ago 

From  THE  ISSUE  OF  Feb.  15, 1932) 
'Death  has  been  unusually  busy  in 
igh   places.  .  .  .   Julius   Rosenwald, 
^8'bremost  upbuilder  of  merchandising 
^  )y  mail  and  an  extraordinarily  philan- 


50 

(From  THE  ISSUE  OF  Feb.  15, 1942) 
"Even  should  Japan  occupy  the 
Philippines,  conquer  Singapore,  and 
effect  further  successes  in  the  Dutch 
Indies,  the  war  tide  will  set  in  against 
her  this  year.  Russia  will  continue  to 
decimate  Hitier's  forces,  the  latter  will 
not  be  given  opportunity  to  establish 
any  effective  wall  of  opposition  while 
winter  lasts.  .  .  .  Mastery  in  Libya  will 
be  won  by  the  British." 

"Conversion  examples  [peace  to 
war]:  Cash  register  machinery  to  gun 
forgings,  carpetmaking  to  army  cots, 
orange  squeezers  to  bullet  punches, 
egg  poachers  to  percussion  caps,  hair 


25 

(From  THE  ISSUE  OF  Feb.  15, 1967) 
*'Today  we  are  engaged  in  a  larger 
war  [in  Vietnam]  than  the  Korean  one 
and  a  war  that's  more  expensive  per 
annum  than  World  War  II.  We  not 
only  don't  need  a  mammoth  army  in 
Europe,  but  we  cannot  afford  what 
the  cost  of  maintaining  it  is  doing  to 
our  trade  imbalance." 

"One  of  the  more  successful  'me-too' 
acts  in  the  business  world  is  New 
York-based  J.C.  Penney  Co.,  whose 
Chairman  William  M.  Batten  has 
made  no  bones  about  trying  to  imi- 
tate archrival  Sears,  Roebuck.  Under 
Batten,  the  former  cash-and-carry 
soft  goods  merchandiser  has  plunged 
into  hard  goods,  catalogs,  credit  sell- 
ing and  bigger  stores." 


10 

(From  THE  ISSUE  OF  Feb.  15,  1982) 


years  ago 


The  first  balkKHi  tires  ran  on  only  12  pounds'  pressure. 


American  Researcii  &  Development 
founder  Georges  Doriot. 


"Anyone  looking  for  the  roots  of 
professional  venture  capitalism  in  the 
U.S.  need  search  no  further  than  the 
courtiy,  demanding  personality  of 
Georges  Doriot,  who  ran  American 
Research  &  Development  for  its  first 
28  years.  .  .  .  Doriot  also  taught  a 
course  at  the  Harvard  Business 
School.  .  .  .  'Always  remember,' 
warned  Doriot,  'that  someone,  some- 
where, is  making  a  product  that  will 
make  your  product  obsolete.'  "     WM 
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Here^s  a  pointer  culled 
from  the  careers  of  men 
who  have  attained  notable 
success:  Don't  sit  in 
your  office  during  the 
hours  "prospects"  can 
he  seen.  Do  your  ojfice 
work  before  or  after 
the  hours  during  which 
possible  customers  can 
be  reached.  This  may  mean 
adding  an  hour  or  two 
quite  often  to  your  day's 
work;  but  in  times  like 
this  particularly,  the 
securing  of  a  satisfactory 
amount  of  business  through 
the  expenditure  of  an 
extra  hour  or  two  a  day 
is  not  an  unreasonable 
price  to  pay. 


-B.C.Forbes 


Consider  how  hard  it  is  to 
change  yourself  and  you'll 
understand  what  litde 
chance  you  have  of  trying 
to  change  others. 
-Jacob  M.  Braude 

In  Biblical  times,  a  man 
could  have  as  many  wives 
as  he  could  afford.  Just 
like  today. 
-Abigail  Van  Buren 

Enthusiasm  is  the  greatest 
asset  in  the  world.  It  beats 
money  and  power  and  influence. 
It  is  no  more  or  less  than 
faith  in  action. 
-Henry  Chester 

It  is  not  necessary  to  hope 
in  order  to  act,  nor  to 
succeed  in  order  to  persevere. 
-William  of  Orange 

Between  two  evils  I  always 
pick  the  one  I  never 
tried  before. 

-Mae  West 


A  Text ... 

The  fear  of  the  Lord 
tendeth  to  life:  and  he 
that  hath  it  shall  abide 
satisfied;  he  shall  not  be 
visited  with  evil. 
-Proverbs  19:23 


Sent  in  by  G.  Gordon  Lewis, 
Maputo,  Mozambique.  What's 
your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to 
senders  of  texts  used. 


Success:  A  process  of  becoming 
who  you  already  are. 
-Frank  Potts 

The  toughest  thing  about 
success  is  that  you've  got 
to  keep  on  winning. 
-Irving  Berlin 

Being  called  very,  very 
difficult  is  the  beginning 
of  success.  Until  you're 
called  very,  very  difficult 
you're  really  nobody  at  all. 
-Bette  Davis 

The  only  limit  to  our 
realization  of  tomorrow 
will  be  our  doubts  of  today. 
-Franklin  D.  Roosevelt 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  it  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  to:  Forbes  Books,  P.O.  Box  1 1234, 
Des  Moines,  lA  50340.  Add  sales  tax  on  orders  in 
New  York  State  and  other  states  where  applicable. 


Make  yourselves  nests  of 
pleasant  thoughts.  None 
of  us  knows  what  fairv'  palaces 
we  may  build  of  beautiful 
thought — proof  against  all 
adversity.  Bright  fancies, 
satisfied  memories,  noble 
histories,  faithful  sayings, 
treasure  houses  of  precious 
and  restful  thoughts,  which 
care  cannot  disturb,  nor 
pain  make  gloomy,  nor  poverty 
take  away  from  us. 
-John  Ruskin 

The  fiiture  not  being  born, 
my  friend,  we  will  abstain 
from  baptizing  it. 
-George  Meredith 

If  there  were  in  the  world 
today  any  large  number  of 
people  who  desired  their 
own  happiness  more  than  they 
desired  the  unhappiness  of 
others,  we  could  have  a 
paradise  in  a  few  years. 
-Bertr.\nd  Russell 

Arguing  with  a  fool  proves 
there  are  two. 
-Doris  M.  Smith 

Security  is  the  mother  of 
danger  and  the  grandmother 
of  destruction. 
-Thomas  Fuller 

Travel:  Some  good  adxice 
From  one  who  knows: 

Take  twice  the  cash 
And  half  the  clothes. 

-Anonymous 

We  are  now  so  badly 
deteriorated  that  three 
Frenchmen  can  evidently 
beat  one  Fnglishman. 
-Horace  WAi.rtn.E 

Finglishmen  will  never  be 
slaves;  they  are  free  to  do 
whatever  the  government  and 
public  opinion  allow  them  to  do. 
-George  Bernard  Sh.\\v 
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Country  music's  Garth  Brooks 
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Our  Need  For  More  Nuclear  Energy 

Is  Up  In  The  Air. 


Because  nuclear  plants  don't  burn 
anything  to  make  electricity,  nuclear 
plants  don't  pollute  the  air. 

In  fact,  America's  111  operating 
nuclear  electric  plants  displace  other 
power  sources  and  so  reduce  certain 


airborne  pollutants  in  the  U.S.  by  more 
than  19,000  tons  every  day.  just  as 
important,  nuclear  plants  produce  no 
greenhouse  gases. 

To  help  our  economy  grow,  this 
country  needs  a  secure,  growing  supply 


of  electricity  More  nuclear  plants  will  give 
us  just  that— without  sacrificing  the  quality 
of  our  environment.  For  a  free  booklet  on 
nuclear  energy,  write  to  the  U.S.  Council 
for  Energy  Awareness,  PO.  Box  66080, 
Dept.  A10<^,  Washington,  D.C.  20035. 


Nuclear  Energy  Means  Cleaner  Air. 
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Van  Kampen 


VAN  KAMPEN  MERRITT  MUNICIPAL  INCOME  FUND 


Tax-Free  Income 
From  towns 
across  America. 


With  a  diversified  portfolio  of  municipal 
securities,  the  Van  Kampen  Merritt  Municipal 
Income  Fund  seeks  to  offer  a  high  current 
income,  tax-free*  way  to  preserve  capital 
and  receive  regular,  steady  current  income 
every  month. 

This  fund  gives  you  the  advantages  only 
a  professionally  managed  tax-free  fund 
provides.  With  a  low  minimum  initial 


investment  and  easy  access  it's  convenient  for 
small  investors  or  a  larger  portfolio. 

Find  out  how  you  can  achieve  a  high  tax-free 
income.  Ask  your  investment  representative, 
or  call  us  direct,  for  a  prospectus  containing 
more  complete  information,  including  all 
charges  and  expenses.  Read  it  carefully 
before  you  invest  or  send  money. 
Call  1-800-DIAL-VKM  ext.  1213. 


Van  Kampen  MerriW 

A  XEROX  Financial  Services  Company 

Investing  With  A  Sense  of  Direction® 


•A  portion  of  the  interest  income  may  be  subject  to  state  or  local  taxes.  The  Fund  may  invest  in  securities  which  will 
subject  certain  individuals  and  corporations  to  the  Alternative  Minimum  Tax  (AMT).  ®  denotes  a  registered  trademark 
of  Vkn  Kampen  Merritt  inc. 


>'      WECAITTPRO 
ARE  BETTER  DRIVE 

NUnrBETH 


Ask  the  owners  of  one  of 
the  current  crop  of  new  lux- 
ury automobiles  why  he  or 
she  bought  the  car  he  or  she 
bought,  and  you'll  no  doubt 
get  a  variety  of  answers. 

Some  will  probably  cite  the 
image  and  prestige  of  the 
automaker  Others  may  wax 
poetic  about  the  car's  quiet 
operation  and  fine  craftsman- 
ship. Still  others  may  offer  up 
the  concept  that  a  car  is  just 
a  car  is  just  a  car;  so  why  not 
buy  the  one  that  costs  less? 


Jl 


A  "When  I  took  the  car  for  a  test  drive,  I  knew  the 
difference.  I  could  feel  it  in  the  steering  wheel ...  we 
were  one'.'  Dr  Jim  Dacey  Owner  1980  BMW  320i 

"The  BMW  brakes,  accel- 
erates and  handles  so  well,  it 
will  correct  your  mistakes 
much  quicker  than  a  lot  of 
other  vehicles'.'  Victor  Bruno, 
owner  BMW  850i  Coupe. 

And  when  you  con- 
sider that  from  the  be- 
inning  BMW  has  looked 
upon  the  driver  as  an 
integral,  fully  function- 
ing part  of  the  car  itself, 
the  human  part  of  the 
equation  which  com- 

"You  sit  up  high  in  a  BMW,  there's  glass  all  around.  It's  easy  to  pfetCS  thC  Car'S  meChan- 
see,you've  got  lots  of  visibility  to  take  in  what's  going  on  around  ■       .  ^,  ,„j.^,-^   ;f  U^^r^r^ry^r^c- 
you.  I  like  that!'  Don  Orman,  Owner  1969  BMW  2000A  ICai  SySICm,  II  OeCOmeS 


this  car  versus  that  car  woi 
say"  When  I  get  into  the  car;  i 
like  putting  on  a  leather  gb 
I  become  united  with  the  ca 
and  it  becomes  an  extensiii 
of  myself."  Howard  Roger 
owner  1991  BMW  M5. 

Improving  the  driver's  at 
ity  means  that  every  BMW  c 
sign  begins  not  with  a  deal 
sheet  of  paper;  but  instead 
with  the  driver 

Research  conducted  at 
the  University  of  Freiburg,  f 


While  these  are  all  sound 
reasons  for  buying  a  home 
appliance,  BMW  believes  that 
a  car  is  not  just  a  car;  and 
a  car  with  a  premium  price 
should  do  more  than  simply 
improve  the  driver's  image. 

It  should  improve  nothing 
less  than  the  driver's  ability 

Our  owners  seem  to  agree. 

©  199?  BMW  o(  Nor  th  Anieni  <i,  leu  1  he  BMW  Itddenidtk  dtnl  loyi  i  .ii^reghtered 


clear  rather  quickly  why  a 
BMW  owner  confronted  with 
the  same  question  of  why 

^  "The  car  gives 
you  a  fair  under- 
standing of  where 
it's  at,  at  all  times. 
It  constantly  gives 
you  feedback 
through  the  steer- 
ing wheel  and 
other  controls.  It's 
very  predictable!' 
Jeff  Parks, 
Owner  1988 
BMWM6 


A  "The  car  feels  strong.  It  handles  well.  It  doesn' 
slip  and  slide,  it's  easy  to  drive.  It's  enjoyable  to 
drive"  Monica  Dragul.  Owner  1987  BMW  325ES 

example,  gives  dramatic  im 
portance  to  the  kind  of  ste( 
ing  response  that  should  b< 
designed  into  your  car 

This  research  cc 
dudes  that  typicak 
emergency  correc: 
tions  are  made  no 
with  a  conscious 
thought  but  by  aul 
maticsubconscioi 


TBMW  OWNERS 
T  V  THEY  BBIEVE  IT, 
SAREASON. 


lexes.  And  therefore  that 
ca(fe  single  most  meaningful 
^glJurce  of  information  for  the 
leciver  concerning  the  behav- 


K^ 


sa 


'W   V. 


iad 


at 


In  a  BMW  you  drive  the  car  It  does  not  drive  you" 
:or  Bruno,  Owner  1991  BMW735i/850i 

,1  r  of  his  automobile,  and  the 
)ndition  of  the  road  surface 
i^ot,  as  generally  supposed, 
Is  eyes,  but  rather;  his  steer- 
g  wheel. 

So  rather  than  deprive  the 
iver  of  road  feel  —  as  do 
e  "dead"  steering  systems 
undin  many  of  today's 

"No  matter  how 
d  a  driver  you 
^  c,  it's  hard  to  b»e 

0%  focused  on 
fl)  iving  all  of  the 

rie... having  a 
9(  r  that  can  react 

lenyou  demand 
[](  s  critical  in  the 

iffic  I  drive  in" 

elissa  Hitton- 

Iver,  Owner 
Di92BMW325i 

passive,  auto-piloted  luxury 
cedans  —  BMW's  are  de- 
Ofigned  with  a  positive  offset 
Iteering  geometry  to  better 
jtpnnectthe  driverto  the  func- 
Joning  parts  of  the  suspen- 


sion system  through  the  steer- 
ing wheel  itself. 

Thus  providing  him  with 
all  of  the  information  needed 
to  react  instantly  and  confi- 
dently whenever  the  occasion 
happens  to  arise. 

In  other  words,  "The  car  is 
so  connected  to  you  that  it 
barely  needs  any  stimulus  be- 
yond your  own 
thoughts  to  re- 
spond in  the  cor- 
rect manner  That 
leaves  more  of 


pressure  have  all  been  studied 
ifor  thousands  of  hours  by  de- 
signers, engineers,  and  medi- 
cal doctors  to  optimize  control 
under  all  driving  conditions, 
while  atthe  same  time,  greatly 
reducing  fatigue. 

Fulfilling  what  may  very 
well  be  the  most  obvious  way 
to  improve  a  driver's  ability 


your  conscious 

energy  available 

to  apply  to  other 

areas  of  safety  when  you're 

driving'.' Jeff  Parks,  owner 

1988  BMW  M6. 

Inside  a  BMW  any  BMW 
you'll  find  a  driving 
compartment 
designed  with  the 
understanding 
that  the  driver  is 
more  than  merely 
human  luggage. 
Driver  physiology  and  the 
critical  interrelationship  be- 
tween steering  wheel  angle, 
seat  location,  visual  position, 
pedal  direction  and  pedal 

iHE  uminiAn 


4  "These  cars 
have  a  remark- 
able ability  to 
make  the  driver 
feel  that  the  car 
is  almost  human. 
The  car  works 
with  you.... It 
practically  talks 
to  you  through 
the  suspension" 
Howard  Rogers, 
Owner 
1991  BMW  M5 


Keeping  the  driver  awake. 

To  receive  literature,  or  for 
the  location  of  the  authorized 
BMW  dealer  nearest  you,  call 
800-334-4BMW 

We  also  invite  you  in  for  a 
thorough  test  drive.  It  will  give 
you  an  opportunity  to  discov- 
er what  BMW  owners  mean 
when  they  say  things  like,  "It 
just  feels  different"  Or,"  It 
spoils  you  for  driving  any  other 
car"  And  of  course,  our  own 
personal  favorite,"  It 
really  is  the  ultimate 
driving  machine'.' 
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By  Phyllis  Berman  with  Jean  Sherman  Chatzky 
How  Leon  Black  is  beating  his  old 
friend  Carl  Icahn  to  the  punch,  win- 
ning Vail  and  taking  his  first  steps 
toward  billionaire  status. 

Legalizing  The  Slots  78 

By  James  Cook 

The  old  one-armed  bandit  has  en- 
tered the  electronic  age — and  reve- 
nue-hungry politicians  are  delighted. 


Insurance: 
Eliminating  Middlemen 

By  Carolyn  T.  Geer 
Low-load  life  catches  on. 

The  Funds: 
CGM  Capital 
Development  Fund 

By  Suzanne  Oliver 
Extraordinar}'  returns. 


92 


120 


The  Funds: 

Financial  Strategic  Portfolio       122 

By  Toad:  Guinea 

A  smart  technolog>-  frind  manager 
who  got  out  of  computer  hardware 
and  into  nicer  technologies. 


Forbes  ■  March  2, 1992 


T 


B«itove  it,  "uMuh 
is  a  winner. 
90 


Pitdiing  juice 
made  iiim  a  million. 
82 


"If  we're  so  good,  why 
aren't  we  doing  better 
on  the  bottom  line?" 
94 


The  Forbes  Index 
The  Forbes/Barra 
Wall  Street  Review 
New  Issues  Review 


38 

117 
118 


COMPUTERS/COMMUNICATIONS 


FACES  BEHIND  THE  FIGURES 


98 


Streetwalker  130 

Fisher  Scientific  International;  Ash- 
land Coal;  Exxon;  Methode  Elec- 
tronics; Plains  Resources. 


LAW  AND  ISSUES 


Numbers  Game: 

< 

Accounting  Standards 

By  Roula  Khalaf 

Rulemakers  create  confijsion. 


Bolt  Beranek  &  Newman 

By  David  Churbuck 

Technologically  innovative,  exciting 

and  not  very  profitable. 

sec  Inc.  103 

By  Reed  Abelson 

911  software  to  put  out  fires  and  catch 
criminals  a  littie  bit  quicker.  Also: 
Commentary  by  Esther  Dyson. 


50 


SCIENCE  &  TECHNOLOGY 


106 


Taxing  Matters: 

Independent  Contractors  64 

By  Laura  Saunders 

A  standoff"  in  which  taxpayers  are 
tempted  to  cheat  and  the  IRS  tries  to 
collect  twice. 

Education  88 

By  William  Tucker 

A  big   $230-billion-a-year  business 

where    powerful    institutions    resist 

change. 


The  $188  Fax  Machine 

By  Michael  Gianturco 

Modems  to  send  a  fax  fi"om  one  per- 
sonal computer  to  another,  or  to  any 
of  32  million  fax  machines,  have  sud- 
denly matured. 


PERSONAL  AFFAIRS 


108 


Where  To  Buy  A  New  PC 

By  Steve  Kichen 

The  five  basic  distribution  channels  to 

choose  from. 


MARKETING 


90 


Pepsi-Cola  Co. 

By  Joshua  Levine 

So  popular,  this  is  "uh-huh"  month 

and  the  campaign  will  run  all  year. 


Collectors: 
Columbian  Art 

By  Christie  Brown 

Dangerous,  high-risk  stuff". 


110 


Lena  Guerrero 

112 

Texas  Railroad  Commission 

David  Rockefeller  Jr. 

112 

Rockefeller  Financial  Services 

Bruce  Wilkinson 

112 

CRSS 

David  Sculley 

114 

H.J.  Heinz 

COLUMNISTS 

Observations 

60 

Thomas  Sowell 

Business  Strategy 

71 

John  Rutledge 

The  Contrarian 

123 

David  Dreman 

Capital  Markets 

124 

Matthew  Winkler 

Financial  Strategy 

126 

A.  Gary  Shilling 

Property  Strategy 

127 

Charles  E.  Babin 

DEPARTMENTS 

Side  Lines 

10 

Follow-Throi^ 

14 

The  Informer 

20 

Readers  Say 

22 

Fact  and  Comment 

25 

Other  Comments 

30 

Commentary 

35 

Whafs  Ahead  For  Business 

37 

Flashbacks 

133 

Thoughts 

134 

Editorial  index  is  on  page  6 

Cover  photo  by  Beverly  Parker 


Forbes  ■  March  2,  1992 


COMPANIES  IN  THIS  ISSUE 


Fbrbes 


EACH  REFERENCE  IS  TO  THE 
HRST  PAGE  OF  THE  STORY  IN 
WHICH  THE  COMPANY 
NAME  APPEARS. 


Advanced  Micro  Devices,  108 

Aetna  Life  &  Casualty,  131 

Aiwa,  56 

Alta  Health  Strategies,  40 

American  Express,  108 

American  General  Life  Insurance,  92 

American  Programmer,  21 

Ameritas  Life  Insurance,  92 

Amgen,  120,    122 

Amsco,  40 

Amstrad,  56 

Anheuser-Busch,  94 

AnnTaylor  Stores,  40 

Aphton,  118 

Apple  Computer,  20,  98,  108,  112,  114 

Applied  Immune  Sciences,  118 

Graham  Arader,  110 

Archer  Daniels  Midland,  20 

Arochem  International,  23 

Arvid  Jouppi  &  Associates,  117 

Ashland  Coal,  130 

Ashland  Oil,  130 

AST,  108 

AT&T,  50,  65,  103,  104 

AutoZone,  40 


Bally  Gaming  International,  78 

Banc  One,  65 

Bankers  Trust,  65,  66 

BBDO  Worldwide  (Omnicom  Group),  90 

Bear,  Stearns,  46 

Bechtel,  45 

Beverage  Diciest,  90 

Billboard,  72 

BMW,  21 

Body  Shop,  83 

Boeing,  37,  123,  127 

Bolt  Beranek  &  Newman,  98 

Borden,  94 

Brand,  45 

Braun,  82 

Browning-Ferris  Industries,  45 

Brunswick,  127 


BSN,  20 

Burlington  Industries,  40,  66 

Business  Week,  127 

BWIP  Holding,  40 


Caldor,  40 

Calera  Recognition  Systems,  106 

Campbell  Soup,  94 

Campeau,  46 

Canal  +,  14 

Capital  Cities/ABC,  72 

Capital  Holding,  92 

Capitol-EMI,  72 

Carlisle  Plastics,  40 

Carolco  Pictures,  14 

Caterpillar,  37 

CBS,  90 

Chase  Manhattan  Bank,  23 

Chemical  Waste  Management,  45 

Chicago  Corp,  45 

Christie's  International,  110 

Chrysler,  40,  123,  130 

Cincinnati  Milacron,  37 

Clayton  &  Dubilier,  40 

Cleary  Gull  Reiland  &  McDevitt,  130 

CNN  (Turner  Broadcasting  System),  30 

Coca-Cola,  90 

Columbia  Gas,  123 

Compaq  Computer,  108,  122 

Computer  Buyer's  Guide  and  Handbook,  108 

Computer  Shopper,  108 

ConAgra,  114 

Countrywdde  Credit  Industries,  120 

Jenny  Craig,  1 14 

Creative  Artists  Agency,  72 

Credit  Lyonnais,  42 

Credit  Suisse,  23 

CRSS,  112 

^^^    D 

Daewoo,  26 

Daimler-Benz,  21 

Dataquest,  106 

Dell  Computer,  108 

Delrina  Technology,  106 

Denim  &  Diamonds,  72 

Digital  Equipment,  98,  108,  123 

Donaldson,  Lufkin  &  Jenrette  (Equitable 

Life  Assurance),  130 
Drexel  Burnham  Lambert,  10,  42 
Du  Pont,  18,  37 
Duracell  International,  40 


Economist,  30 
Education  Week,  88 
Elf  Aquitaine,  130 


Emens,  Hurd,  Kegler  &  Bitter,  22 
Emerson  Radio,  56 
Enquirer/Star  Group,  40 
Equitable  Life  Assurance,  66 
Ernst  &  Young,  44,  50 
Exar,  106 

Executive  Life  Insurance,  42 
Exor,  20 
Exxon,  130 


Federal  National  Mortgage 

Association,  124 
Fiat,  20 

Fidelity  flinds  (FMR),  122 
Fiesta  Texas,  72 
Filene's  Basement,  40 
Fine  Arts  of  Ancient  Lands,  110 
First  Chicago,  65 

Fisher  Scientific  International,  1 30 
Fluor,  45 

Ford  Motor,  130,  133 
Forstmann  Litde,  40 
Fortune,  127 
Franklin  Funds,  122 
Fruehauf  Trailer,  40 


Gabelli  funds,  23 

Garden  Botanika,  83 

Gateway  2000,  108 

Gaylord  Entertainment,  72 

GE,  37 

General  Mills,  94 

General  Motors,  22,  130,  133 

General  Telephone  &  Electronics,  98 

Giant  Food,  123 

Gillett  Holdings,  10,  42 

Gillette,  120 

Goodebodies,  83 

Government  National  Mortgage 

Association,  44 
Great  Wall  Electronic,  56 
Group  W  Satellite  Communications,  72 
Gtech,  78 
Gulfstream  Aerospace,  40 


Haemonetics,  118 

Hanson,  123 

Harris,  37 

Health  Management  Associates,  40 

H.J.  Heinz,  114 

Henlev  Group,  130 

Hewlett-Packard,  37,  108,  127 

Home  Depot,  120 

Homedco  Group,  40 

Horace  Mann  Educators,  40 


March  2,  1992 

Volume  149 

Number  5 

FORBES  (ISSN  0015  6914)  is  published  biweekly  except  weekly  during  two  weeks  in  October,  by  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y.  1001 1 . 

Second-class  postage  paid  at  New  York,  N.Y.  and  at  additional  mailing  offices.  Canadian  second-class  postage  paid,  permit  numbvcr  9490, 

GST  #  R125769513.  POSTMASTER:  Send  address  changes  to  Forbes,  P.O.  Box  10048,  Dcs  Moines,  lA  50340-0048. 

Copyright  ©  1992  Forbes  Inc.  Title  is  protected  through  a  trademark  registration  in  the  U.S.  Patent  Office. 

Subscriptions:  U.S.A.  one  year  (27  issues),  $52.  Canada,  one  year,  $90  Canadian  funds  (includes  GST).  All  others  $119,  U.S.  ftinds.  Air  Mail  rates 

available  upon  request.  Forbes  Subscriber  Service:  To  order,  change  address  or  other  customer  service,  call  1  -800  888-9896  or  write  Forbes,  P.O. 

Box  10048,  Des  Moines,  lA  50340-0048. 

Forbes  does  not  supply  back  issues  or  copies  of  individual  articles.  Requests  for  permission  to  reprint  should  be  sent  to  the  Permissions  and  Reprints 

Department  at  Forbes.  Forbes  is  indexed  in  major  periodical  indexes  and  can  be  located  in  bound  copy  or  microfiimi  in  major  libraries.  The  tull  text  is 

available  electronically  on  major  database  systems. 

Where  necessary,  permission  is  granted  by  the  copyright  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  27  Congress  St., 

Salem,  MA.  01970  to  photocopy  articles  owned  by  Forbes  for  a  flat  fee  of  $1 .50  per  copy  per  article.  Send  paunent  to  the  CCC  stating  the  IaSN  (0015 

6914),  volume  and  first  and  last  page  number  of  each  article  copied.  C'opying  for  other  than  personal  use  or  intenial  reference,  or  of  articles  or  columns 

not  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is  expressly  prohibited. 


Forbes  ■  March  2,  1992 


r 


+81.75% 


+136.28%* 


DREYFUS 

STRATEGIC 

INVESTING 

Average  Annual 
Total  Returns 

10/16/86-12/31/91: 

17.94% 

12/31/86-12/31/91: 

18.10% 

12/31/90-12/31/91: 

34.96% 


SINCE  INCEPTION 

10/16/86-12/31/91 


With  a  17.94%  average  annual  total  return 

for  the  more  than  five-year  period  since  its  inception, 

Dreyfus  Strategic  Investing  has  outperformed  the  average  for 

all  common  stock  funds  tracked  by  Lipper  Analytical  Services,  Inc. 

Of  course,  past  performance  is  no  guarantee  of  future  results. 

$2,500  minimum  •  Also  available  for  IRA,  Keogh,  Rollover  and  401(k). 


^^reyfus 


Strategic  Investing 

P.O.  Box  3498,  Camden,  NJ  08101 


SV   452 


For  more  complete  information  on  Dreyfus  Strategic  Investing,  including 
charges  and  expenses,  obtain  a  Prospectus  by  calling  toll  free  or  by  sending  this 
coupon.  Please  read  the  Prospectus  carefully  before  you  invest  or  send  money 

D  Please  send  additional  information  on  IRA  and  Rollover. 
D  Please  send  additional  information  on  Keogh. 

Name 


Address . 


City. 


State . 


Zip 

■  (M7 004 


Phone 


Or  Call 
1-800- 

373-9387 

Ask  For 
Extension  4506 


•  Figures  for  Dreyfus  Strategic  Investing  include  4.5%  sales  load.  The  Fund's  share  price  and  investment  return  will  fluctuate, 
so  that  you  may  receive  more  or  less  than  your  original  investment  upon  redemption.  Dreyfus  Service  Corporation,  Distributor. 


COMPANIES  IN  THIS  ISSUE 


Husky  Oil,  18 


IBM,  20,  37,  50,  106,  108 

Intel,  108,  122 

Interlake,  46 

International  Game  Technology,  78,  122 

International  Specialty  Products,  40 

Interstate  Bakeries,  40 

Invesco,  122 


Joy  Environmental  Technologies,  40 


Kaiser  Aluminum,  40 

KGP  Productions,  108 

Kmart,  56,  72,  83 

Kohlberg  Kravis  Roberts,  40,  42,  65 

Kraft  General  Foods  (Philip  Morris),  40 

H.P.  Krauss,  110 

Krups,  82 

KTYO,  72 


Estee  Lauder,  83 
Lazard  Freres,  20 
Lever  Brothers,  1 14 
Limited,  83 
Link  Resources,  108 
Live  Entertainment,  14 
Loomis,  Sayles,  120 
Lotus  Development,  98 


Maggs  Brothers,  110 

Magnavox,  108 

Mark  IV  Industries,  46 

MasterCard,  108 

Mathers  Fund,  22 

Matsushita  Electric,  56 

MCA  (Matsushita  Electric),  72 

MCI  Communications,  104 

Medirex,  118 

Merck,  120 

Merrin  Gallery,  110 

Merry- Go- Round  Enterprises,  120 

Methode  Electronics,  130 

MGIC  Investment,  40 

Micro  Focus  Group,  122 

Microsoft,  108,  122 

Montgomery  Securities,  78 

Morgan  Guaranty  Trust,  114 

Morgan  Stanley  Group,  66 

William  Morrow  (Hearst),  26,  82 

Motorola,  127 

Moulinex,  82 

MTV  (Viacom  International),  72 

Multiplex,  37 


N.V.  Philips,  56 

Natek,  112 

National  Computer  Systems,  122 

National  Distillers,  14 

National  Semiconductor,  122 

NBC(GE),  10,  72,  126 

Nestle,  20 

New  York  Times,  30,  72 

Newsweek,  30 

Nomura  Research  Institute,  56 

Northgatc,  108 


Norwest,  65 
Nova,  18 


Occidental  Petroleum,  14 
Oppenheimer,  14 
Owens-Illinois,  40 


Panasonic  (Matsushita  Electric),  56 
J.C.  Penney,  123 
Pepsi-Cola  Botding  Co 

ofBakersfield,90 
Pepsi-Cola  General  Borders,  90 
PepsiCo,  90,  94,  114 
Pfizer,  120 
PHH,  123 

Phi  Delta  Kappan,  88 
Philip  Morris,  120,  123 
Pioneer  Electronic,  14 
Plains  Resources,  131 
Policy  Management  Systems,  122 
Prentice  Hall  ( Paramount 

Communications),  21 
Presley,  40 
T.  Rowe  Price,  122 
Prudential  Group,  131 
Prudential  Insurance,  94 


Quantum  Chemical,  14 


Radio  Shack  (Tandy),  56 

RCS  Group,  14 

Rembrandt  Group,  35 

Kenneth  Rendell,  110 

Repsol,  130 

Robern  Apparel,  40 

Rockefeller  Financial  Services,  112 

Rockwell  International,  106 

Royal  Appliance,  40 

Royal  Dutch  Petroleum,  123,  130 


Salomon,  130 

sec,  103 

RP  Scherer,  40 

SciMed  Life  Systems,  120 

Scotts,  40 

Scudder,  Stevens  &  Clark,  120 

Sears,  Roebuck,  56 

Securities  Data,  118 

Seligman  fijnds,  122 

Sensormatic  Electronics,  122 

Siemens,  50 

Sierra  Semiconductor,  106 

Simmons  Research,  72 

Slim-Fast,  114 

Smith  Barney  (Primerica),  130 

Sonic,  40 

Sony,  56 

Sotheby's  Holdings,  110 

Source  Perrier,  20 

Spinoff  Report,  130 

Stop  &  Shop,  40 

Storage  Technology,  120 

Stouffcr  Foods,  114 

Symbol  Technologies,  122 

Syntex,  120 


T 

TakeCare,  40 

Taligent  (IBM;  Apple  Computer),  20 
Tandem  Computers,  103 
Tandy,  108 

Technology  Solutions,  122 
Telefonos  de  Mexico,  120 
Thomson,  56 
Grant  Thornton,  44 
Time,  30 
Time  Warner,  72 

Tomei  International  (Holdings),  56 
Toyota  Motor,  2 1 
Trillium  Health  Products,  82 
Trinova,  46 
TWA,  10,  42 


U.S.  News  &■  World  Report,  30 

U.S.  Robotics,  106 

U.S.  Surgical,  120 

Union  Carbide,  50 

Union  Pacific  Railroad,  133 

United,  130 

United  ftinds,  122 

United  Parcel  Service,  90 

Unocal,  45 

US  Sprint  (United  Telecommunications; 

GTE),  104 
USA  Today,  30 
USAA,  92 


Valeo  Group,  46 

Vans,  40 

Veritas,  92 

Video  Lottery  Technologies,  78 

Video  Stor\'board  Tests,  90 

Vigoro,  40 

VisiCalc,  98 

Vitesse  Semiconductor,  122 

VMS  Realty,  65 


Wal-Mart  Stores,  56,  72,  94 

Wall  Street  Journal,  30,  37,  104,  126 

Warburg,  Pincus,  40 

Warnaco  Group,  40 

Washington  Post,  30 

Washington  Times,  30 

Waste  Management,  45 

Westinghouse  Electric,  123,  133 

Whirlpool,  127 

WMS  Industries,  78 


Xerox,  98 

■^^   Y 

York  International,  40 

■i^^   Z 

Zalc,  65 

Zcos,  108 

Zilog,  40 

Zoom  Telephonies,  1 06 


Forbes  ■  March  2,  1992 


I 


□ 


The  Best  Deal 

In  New  York  Since 

Manhattan 

SoldFor|24 

Let  Hehnsley  Hotels  Customize  Your 
Corporate  Traveler  Program. 


For  the  first  time,  we're  offering  you 
a  program  especially  for  business 
travelers.  It's  designed  to  make  New 
York  business  trips  a  little  easier,  more 
comfortable  and  less  expensive. 

Helmsley  Hotels  Corporate  Traveler 
Program  is  customized  to  your  specific 
needs.  Whether  you're  a  small  com- 
pany that  occasionally  books  travel 


to  New  York,  or  a  large  one  with 
executives  visiting  all  the  time,  we  can 
quickly  tailor  a  program  at  any  of  our 
six  strategically  located  hotels. 

For  further  information  or  a 
specific  proposal,  contact  your  travel 
professional,  or  call  our  Corporate 
Desk  at  212-888-1624  or 

800-221-4982. 


Helmsley  Hotels 


"Right  Where  You  Want  Tb  Be  In  New  York" 


The  Helmsley  Palace 
The  Helmsley  Park  Lane 
The  New  York  Helmsley 


The  Helmsley  Windsor 

The  Helmsley  Middletowne 

The  Helmsley  Carlton  House 
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Newcomb  and  Gubernick 


Report  from  Denim  &  Diamonds 

The  two  characters  in  this  photo 
are  Lisa  Gubernick  and  Peter  New- 
comb, authors  of  our  cover  story  on 
the  country  music  boom.  And  I  mean 
boom.  January's  nbc  special  featuring 
Garth  Brooks,  the  ingenuous  young 
entertainer  on  the  cover,  helped  push 
the  network  to  its  highest  Friday 
night  ratings  in  over  two  years.  In  a 
decent  week  Brooks'  records  now  sell 
nearly  340,000  units,  putting 
$500,000  in  his  pocket. 

Like  all  good  stories,  this  one  got 
started  when  the  curiosity  of  a  couple 
of  reporters  was  piqued.  Says  Guber- 
nick: "Every  time  I  turned  on  the  TV,  I 
saw  an  ad  for  a  special  featuring  this 
'hot  new  country  music  star'  named 

Garth  Brooks.  I  had  never  heard  of  him.  I  asked  Peter  who  Brooks 
was,  and  he  told  me  that  Brooks  had  sold  16  million  albums  and  was 
doing  better  than  Michael  Jackson  and  Guns  N'  Roses.  Then  I  found 
out  about  this  place  called  Denim  &  Diamonds  that  had  become  the 
hottest  new  club  in  Santa  Monica — playing  nothing  but  country.  We 
figured  there  was  a  story  there." 

The  story  took  the  reporters  to  Denim  &  Diamonds,  where  they 
were  struck  by  the  absence  of  the  drug  culture  and  the  presence  of 
people  of  many  ages  dancing  with  each  other,  rather  than  off  in  some 
self-centered  time  warp.  "The  sexual  electricit)^  is  there,"  Gubernick 
and  Newcomb  write  of  the  country  scene,  "but  it  isn't  voilgar  or 
violent."  "The  Wal-Mart  school  of  music"  starts  on  page  72. 

Chinese  treasure 

Since  Forbes'  Asia  hand  Andrew  Tanzer  wrote  his  cover  article 
about  the  capitalist  revolution  that  is  sweeping  through  southern 
China  (Au0.  5,  1991),  several  other  publications — the  New  York 
Times,  Newsweek  and  the  Economist  among  them — have  picked  up 
on  the  story.  In  this  issue,  Tanzer  takes  a  close  look  at  the  economic 
forces  that  propelled  one  rapidly  growing  Hong  Kong  company  to 
set  up  shop  in  communist  territor\'  and  why  investment  there  is 
helping  to  buoy  Hong  Kong's  stock  and  property'  markets  despite 
the  approach  of  1997,  when  control  of  the  colony  reverts  to  Beijing. 
"Cantonese  conquistadores"  starts  on  page  56. 

Billionaire  in  the  making^ 

Former  Drexel  Burnham  banker  Leon  Black  and  nvA  Chairman 
Carl  Icahn  were  old  friends.  But  that  didn't  stop  Black  fi-om 
outfoxing  Icahn  as  the  two  quied)'  bought  up  the  junk  bonds  of 
Gillett  Holdings,  owner  of  the  Vail  ski  resort  and  other  valuable 
assets.  As  she  reported  this  interesting  tale,  it  suddenly  daw  ncd  on 
Phyllis  Berman  that  with  Gillett,  Black  is  showing  how  he  ma\-  make 
$1  billion  from  the  big  junk  bond  portfolio  he  and  his  French 
partners  are  buying.  "Warming  up  for  the  big  ones,"  by  Berman  with 
Jean  Chatzky,  begins  on  page  42. 
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Susan  Crowe,  Ex-Personnel  Director 


After  17  years 


OF  60-PLUS-HOUR 


WEEKS,  SHE  QUIT. 


For  Susan  Crowe  of  Chicago,  the  corporate  lifestyle 


had  grown  stale.  The  time  had  come  to  work  for 


herself  e-rs  And  she  could  afford  to.  Six  years 


earlier  she  sat  down  with  her  Shearson  Lehman 


Brothers  Financial  Consultant  and  came  away  with 


a  diversified  investment  portfolio.  Which  included 


putting  some  assets  into  the  hands  of  a  top  money 


manager.  <s.j^  She  began  scouting  for  a  company 


to  buy,  one  that  would 


embrace  her  love  for 


sailing.  And  she  found  it 


in  the  seaside  hamlet  of  Stockton  Springs,  Maine. 


Where,  in  January  1992,  Sue  and  her  husband, 


Robert,  became  the  proprietors  of  Bluejacket 


ShipCrafters,  makers  of  museum-quality  model 


shipbuilding  kits.  CL^^  Is  there  someplace  you'd 


rather  be?  Maybe  we  can  help  you  get  there,  too. 

SHEARSON  LEHMAN  BROTHERS 

Y)u  can  get  there  from  here.^" 
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Everyone  has  inibrmation. 

Too  much  information.  i 

Most  people  have  no  idea  what  to  do  with  it  all. 

They  produce  vitally  important  stuff  in  such  prodigious  quantities 

that  laser  printer  and  copier  companies  have  to  work  overtime. 

(Take  a  look  at  your  service  and  repair  contracts.) 

Wow. 

Information  means  millions  of  trees  die  needlessly. 

The  rainforest.    The  spotted  owl.    Your  blasted  filing  cabinets. 

(Do  they  really  come  new  from  the  factory  stuffed  full  of  paper?) 

Where  does  all  the  information  go?  What  happens  to  it  all? 

Number  one,  it's  ignored.  Lost.  Shredded.  In  time  it  will  decompose. 

It  gets  shoveled,  by  the  sprocket-pinned-perforated-fanfold  ream, 

into  those  blue  plastic  recycling  bins  next  to  your  copying  machines. 

It  keeps  entire  industries  alive.  (But  not  your  industry) 

It  goes  to  a  mill  in  Arkansas  where  it's  made  into  reinforced 

disposable  picnicware  with  an  attractive  floral  pattern. 

Perfect  for  potato  salad. 

That's  what  happens  to  your  precious  information. 

But  if  you  use  Dun  &  Bradstreet  Software, 
the  information  that's  truly  powerful  will  come  to  your  attention, 
and  the  information  that  isn't,  won't.  (Please  recycle  this  ad.) 

DsBSOTVAT 

Dun&  Bradstreet  Software 

I  a  company  o( 

I  The  Dun  &  Bradstreet  Corporation 
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Gliff-hangei* 

Mario  Kassar'S  Carolco  Pictures  has 
apparently  escaped  the  Terminator — 
just  barely.  Forbes  berated  Kassar  for 
leaving  shareholders  out  in  the  cold 
while  his  independent  studio  churned 
out  blockbuster  action  films  with  Ar- 
nold Schwarzenegger  (Terminator) 
and  Sylvester  Stallone  (Rambo).  Car- 
olco's  NYSE-listed  shares  languished 
around  8,  slighdy  below  its   1986 


Carolco's  Mario  Kassar  and  friends 
Jousting  with  the  Terminator. 


initial  offering  price  (Nov.  12,  1990). 

Then  Kassar  plunged  into  home 
video  and  television  programming, 
while  increasing  the  slate  of  big-event 
films.  The  stock  reached  10%  last  year 
on  the  wings  of  the  summer  hit 
Terminator  2:  Judgment  Day.  Later, 
Kassar  tried  to  merge  Carolco  with 
Live  Entertainment,  Inc.,  the  home 
video  distributor,  of  which  it  already 
owns  53%.  The  idea  was  that  Live 
would  supply  badly  needed  cash  to 
finance  Carolco's  films,  and  get  back  a 
steady  supply  of  movies.  Afi:er  Forbes 
panned  the  deal  (Sept.  2,  1991),  it 
collapsed.  Live's  NYSE-listed  shares 
dropped  from  15  to  a  recent  3%. 
Carolco,  with  total  debt  at  $526  mil- 
lion, more  than  four  times  equity,  ran 
astray  of  covenants  on  its  bank  loans. 
Its  shares  recentiy  fetched  just  2%. 

In  January,  under  pressure  to  refi- 
nance its  debt,  Carolco  completed  a 
tender  ofix:r  for  half  of  its  $67  million 
in  14%  junk  bonds.  That  cleared  the 
way  for  Carolco's  shareholders — Pio- 
neer Electronic  of  Japan,  Canal  +  of 
France  and  Italy's  RCS  Group — to 
pump  in  $45  million  cash.  Each  gets 
an  additional  scat  on  Carolco's  board. 


Two  hurdles  remain:  negotiating  a 
new  contract  for  Kassar  and  extend- 
ing $50  million  in  bank  credit  to  Live. 
The  bailout  lets  Carolco  complete 
its  upcoming  movie  roster  led  by  Ba- 
sic Instinct,  a  Michael  Douglas  thrill- 
er, and  Charlie,  a  Chaplin  biography 
starring  Robert  Downey  Jr.  In  Janu- 
ary Carolco  let  go  13%  of  its  workers. 
But  if  the  new  movies  don't  take  off, 
Kassar  may  find  himself  back  at  the 
bargaining  table.  "It's  going  to  be 
touch  and  go,"  says  Oppenheimer  & 
Co.  analyst  Jessica  Reif. 

Quantum  leap 

"WE'RE  GETTING  benefit  for  share- 
holders without  selling  the  store."  So 
John  Stookey  viewed  his  1989  recapi- 
talization of  Quantum  Chemical 
Corp.,  the  former  unit  of  National 
Distillers.  With  the  stock  at  a  cheap 
57,  and  raiders  circling,  Chairman 
Stookey  borrowed  $1.2  billion  and 
paid  shareholders  a  $50-a-share  cash 
dividend.  He  then  pushed  total  debt 
past  $2.5  billion  to  expand  Quan- 
tum's petrochemical  businesses. 
Forbes  reckoned  that  Quantum  was 
poised  for  growth  (Mar.  6,  1989). 

Then  the  notoriously  cyclical  mar- 
ket for  polyethylene — used  in  every- 
thing from  plastic  botties  to  food 
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John  Stookey  of  Quantum  Cfiemical 
Can  it  survive  on  its  own? 


wrap — nose -dived.  Yet  prcxiucers 
kept  pumping  out  the  stufi',  adding  to 
industry'  overcapacity'.  In  the  last  year 
polyethylene  prices  have  dropped 
from  around  50  cents  a  pound  to 
about  30  cents.  From  a  S247  million 
profit  in  1989,  Quantum  went  to  a 
net  loss  of  $123  million  on  sales  of 
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Many  business  leaders  believe  the  answer  to  that 
question  is  a  frightening  "Yes."  They  perceive  an 
obsence  of  commitment,  a  lock  of  maturity  and  the 
inability  to  absorb  training  to  be  on  alarming  trend 
ki  much  of  today's  youth. 

But  perception  isn't  necessarily  reality  Consider  the 
people  who  hove  served  in  the  Army. 

The  Army  enlists  quality  peopie. 

The  Army  believes  America's  youth  belong  in  school. 
Our  recruiters  ore  strong  advocates  for  good  study 
habits  and  high  school  completion.  We  believe  it 
pays  off. 

Over  98  percent  of  new  recruits  ore  high  school 
graduates.  Over  two  thirds  score  above  overage  on 
the  Armed  Forces  Qualification  Test,  a  standardized 
aptitude  test. 

These  smart  new  soldiers  then  become  students  in 
the  nation's  largest  technical  training  organization. 
With  18  major  technical  training  complexes,  the 
Army  trains  young  adults  in  over  300  specialities, 
many  that  involve  high-tech  equipment  and  state- 
of-the-art  technology  It  is  a  system  that  graduates 
over  100,000  men  and  women  each  year. 

Tronsferroble  siciils. 

I^eseorchers  at  Ohio  State  University  found  that  50 
percent  of  the  people  recently  separated  from 
the  Army  hod  transferred  the  occupational 
skills  acquired  in  the  militory  to  their  civilian 
employment.  This  was  slightly  better  than 
the  rote  of  skill  transfer  by  graduates  of 
business  schools  and  vocational /technical 
colleges.  But  beyond  occupational  skills, 
soldiers  acquire  other  lifelong  qualities. 


As  o  matter  of  fact,  a  survey  of  hundreds  of  employ- 
ers, many  from  Fortune  500  companies,  clearly 
shows  that  they  value  the  attributes  soldiers  develop 
in  the  Army  and  will  hire  young  people  who  ore 
reliable,  disciplined  and  have  responsible  attitudes 
toward  work. 

How  the  Army  Career  artd  Alumni  Program 
helps  America. 

This  year  about  150,000  men  and  women  will  leave 
the  Army.  As  they  return  to  civilian  life,  they  bring 
with  them  self-discipline,  motivation,  and  technical 
skills  America's  work  force  needs.  To  help  them  get 
a  head  start  on  their  civilian  careers,  the  Army  estab- 
lished the  Army  Career  and  Alumni  Program  (ACAP). 

At  ACAP  Centers  around  the  world,  the  Army  provides 
training  in  job  search  skills  for  soldiers  and  their  fam- 
ilies. Besides  facilitating  their  entry  into  the  civilian 
world,  the  ACAP  program  prepares  soldiers  to  moke 
immediate  contributions  in  their  new  civilian  jobs. 

How  ACAP  con  help  your  business. 

While  ACAP  serves  the  needs  of  the  soldier,  it's  also 
a  resource  for  employers  across  America.  Interested 
employers  may  enter  their  firms  into  the  Army 
Employer  Network  Data  Base  and  find  out  more 
about  ACAP  by  calling  1-800-445-2049. 

It  mokes  sense  to  support  Army  recruiting  and  Army 
Alumni.  The  Army  will  continue  to  recruit  and 
train  high-quality  young  men  and  women 
because  they  ore  the  key  to  maintaining 
America's  defense.  And  the  Army  will  con- 
tinue to  return  to  the  civilian  sector  capable, 
mature,  highly-motivated  young  people, 
ready  to  Be  All  They  Con  Be  os  port  of 
America's  work  force. 


iarting  f  rom^^a  cle 
~  ~  you  have  nothin; 

You  hear  a  Ici  of  boasting  these  days  about  automotive  engineers  starting  from  scratch,  with  a  clean  sheet 
paper.  And,  if  it  takes  them  three  years  to  turn  out  a  new  car,  that's  what  you  get.The  product  of  three  years  of  thinkinj- 

The  new  Porsche  968  is  a  result  of  quite  the  opposite  philosophy  A  new  car  which,  by  no  accident,  appear 
strikingly  familiar. The  product  of  over  40  years  of  fine  tuning. 

In  1948,  Professor  F.  Porsche  brought  to  life  his  dream  car.  Heralded  then  as,'The  newest  creation  of  one  of  his- 
tory's most  brilliant  designers  of  sports  and  racing  cars. .  .a  challenge  to  all  designers,"  it  began  a  legendary  evolution. ' 

Every  day  since,  this  band  of  idealistic  engineers  has  practiced  what  they  call  "polishing  the  diamond."  The  96 
is  the  most  current  iteration  of  this  timeless  process. 

Reaping  the  technological  and  performance  harvest  of  22  new  patents,  the  968  melds  the  Porsche  essence  wij:: 
every  last  ounce  of  today's  engineering  potential.  Imbued  with  unmistakable  lines,  it  brings  the  classic  family  feature 
forward  with  futuristic  aerodynamics. 

By  introducing  the  racebred  concept  of  "internal  aerodynamics"  to  a  production  car,  meticulous  sculpting  of 
chassis  details  now  speeds  air  through  the  body  and  suspension,  reducing  drag  and  lift  while  cooling  racing  calibeB|i[ 
components  such  as  the  massive,  internally  vented  disc  brakes  with  ABS. 

From  that  first,  handbuilt  car,  the  visceral  Porsche  character,  power  and  agility  have  historically  set  benchmark 
for  other  cars  of  the  era. 

The  968  employs  the  patented  new  Porsche  VarioCam"  to  again  set  such  standards 
Continuously  varying  valve  timing  to  burn  fuel  more  precisely 
and  thoroughly  torque  is  boosted  to  the  highest  of  any 
3  litre  atmospheric  engine  in  the  world,  with  instan- 
taneous throttle  response. 
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Porsches 


ill  more  power.  Yet, 


ight  balance 


jverter  with  thin,  rare  metlil^^Hlls  incre 
bnverter  efficiency  also  lov^HPssions  a  dr 
refined  as  well.  The  fanned  transaxle  platform  with  near 
["ther  buttressed  for  the  added  performance,  yet  detail  changes  have  actually  increa 
If  you  were  to  drive  an  original  Porsche  356,  then  climb  behind  the  wheel  of  the  new  968,  the  feelings 
IS  would  be  much  the  same.  Merely  enhanced,  with  ever  more  potential  and  a  feeling  of  confidence  to  u 
The  bloodlines  would  be  clearly  intact 

It's  the  type  of  marque  personality  that  has  become  regrettably  rare  today  Left  behind  in  an  age  when  cars 
jcted  their  creators.  An  age  being  kept  alive  at  Porsche,  and  in  the  968. 
Call  1-800-252-4444  for  more  information  or  to  arrange  a  personal  viewing  at  your  authorized  Pbrsche 
ler.  A  new  Porsche  doesn't  come  along  every  day  But  then,  when  you  start  without  compromise,  you 
[t  have  to  keep 
ting  over. 


(  next  evolution. 


jfVnnouncing  a  new  business  ap- 
proach to  Southern  Africa  — the  SAA 
"Stratosleeper".  Each  seat  is  custom- 
tailored  to  meet  your  needs,  not  the 
airline's.  You  get  more  room  to 
stretch  out,  lie  back  and  relax. 

Best  of  all,  you  can  no\A/  fly  direct 
from  New  York  again  —  so  you'll  arrive 
even  more  refreshed.  Having  enjoyed 
the  luxury  service  and  gourmet  cuisine 
that  rate  us  top  \A/ith  executives. 
So  get  comfortable  and  let 
us  help  you  get  down  to  busi- 
ness w/ith  a  copy  of  the  240- 
page  Doing  Business  with 
Southern  Africa. 

For  your  free  copy  just 
call  1-800-722-9675.  In 
New  York  (212)  826-0095 
or  see  your  travel  agent. 
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SOUTH  AFRICAN  AIRWAYS 


$2.5  billion  last  year.  The  company's 
net  worth:  negative  $203  rnillion. 
Recent  stock  price:  14^2. 

Can  Quantum  survive  until  polv- 
ethylene  prices  perk  up,  perhaps  by 
1994?  After  spending  $1.2  billion, 
Quantum  has  some  of  the  most  effi- 
cient plants  around.  It  ended  1991 
with  positive  cash  flow  of  $35  million. 
"We're  dedicating  our  next  round  of 
cash  generation  to  balance-sheet  im- 
provement," promises  Stookey. 
Quantum  will  soon  receive  SI 50  mil- 
lion cash  in  tax  refunds  and  an  insur- 
ance setdement  related  to  a  1989 
plant  explosion.  And  Stookey  doesn't 
rule  out  selling  the  company.  Occi- 
dental Petroleum's  Ray  Irani,  for  one, 
is  shopping  for  a  chemical  producer, 
and  Quantum  is  said  to  be  on  his  list. 

Waiting  for  the  sun 

Nova  Corp.  of  Alberta  isn't  the  su- 
pernova Forbes  expected  it  would  be. 
In  1989  the  Canadian  firm's  ntse- 
listed  shares  looked  cheap  at  8%. 
Why?  The  stock  market,  preoccupied 
by  Nova's  S3. 5  billion  in  debt,  was 
overlooking  a  vital  fact:  As  Alberta's 
dominant  natural  gas  carrier.  Nova 
gets  a  government -sanctioned  13.5% 
minimum  return,  guaranteeing  prof- 
its on  that  business  (July  10,  1989). 

Forbes  suggested  Nova  could  fire 
up  the  stock  by  selling  its  43%  stake  in 
Husky  Oil  to  Husk)''s  majorit\'  hold- 
er. Hong  Kong  billionaire  Li  Ka- 
shing.  But  Nova's  then  chairman,  S. 
Robert  Blair,  waited  for  higher  bids 
that  never  came.  And  he  overpaid  for 
a  Toronto  rubber  and  plastic  produc- 
er just  as  petrochemical  prices  peaked. 

After  taking  the  helm  in  Septem- 
ber, new  Chief  Executive  J.  Edward 
Newall,  the  former  head  of  Du  Pont 
Canada,  finally  sold  Nova's  stake  in 
Husky  to  Li  for  $280  million — 
roughly  half  of  what  Blair  had  paid. 
Nova  took  aftertax  charges  of  about 
$800  million,  mostly  to  write  oft'  its 
Husky  loss  and  to  write  dow  n  petro- 
chemical assets. 

The  company  lost  some  $780  mil- 
lion in  1991  on  revenues  of  $2.6 
billion.  But  in  lanuan^  Newall  issued 
35  million  new  shares  at  about  $6. 
He'll  use  the  money  to  pare  Nova's 
$2.7  billion  in  debt.  The  offering  was 
oversubscribed,  boosting  the  stcxk  to 
a  recent  6"/8.    -Curtis  Simmons  ^ 
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STEADY     ON. 


After  we  acquired  Great  Northern  Nekoosa, 

our  plan  was  to  pay  down  debt  as  quickly  as  possible.  In  part, 

by  divesting  the  company  of  non-strategic  assets. 

A  recent  case  in  point  is  the  sale  of  an  80%  interest  in 

two  papermaking  facilities  and  timberlands  in  Maine  for 

$300  million.  It's  money  we'll  use  to  further  reduce  debt.  Which,  in 

turn,  will  bring  our  total  debt  reduction  to  $1.5  billion. 

And  considering  we  did  this  in  less  than  two  years, 
we  think  it's  an  accomplishment  worth  noting. 

We'll  continue  with  our  plan  to  strategically  manage  debt. 

And  we'll  continue  to  focus  on  our  core  businesses. 

Strengthening  them.  Adding  value  to  them. 

While  affirming  to  our  shareholders  that 
we  are  steadily  on  course. 


Georgia- 


)  1992  Gcorgla-Pactnc  Corporation.  All  rights  reserved. 
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eral  Services  Administration  and 
Richard  Darman,  czar  of  the  Office  of' 
Management  &  Budget,  snitched  it  as 
general  governrrient  office  space  for 
use,  among  others,  by  the  EPA. 

-R.  Lee  Sullivan 


The  Italian/French 
connection 

Giov.\NXi  Agnelli's  surprise  bid  last 
month  for  Exor,  which  controls 
Source  Perrier,  the  French  sparkling 
water  company,  quickly  ran  into  trou- 
ble. Antoine  Riboud,  the  president  of 
French  food  conglomerate  bsn, 
countered  the  Italian  industrialist's 
attack  by  backing  Switzerland's  Nes- 
de  in  its  own  unsolicited  bid  for 
Perrier. 

Emerging  as  mediator  in  this  batde 
of  European  industrial  titans  is  Michel 
David-Weill,  head  of  the  Lazard 
banking  empire.  David- Weill's  Italian 
and  French  connections  are  impecca- 
ble. He  has  worked  closely  for  20 
years  with  Agnelli  and  is  a  director  of 
the  Agnelli-controlled  Fiat  SpA.  But 
he  is  also  friendly  with  bsn's  Riboud. 
In  fact,  David-Weill  arranged  for  Ag- 
nelli interests  to  take  a  "loyal"  5.8% 
stake  in  bsn  in  1986  when  the  French 
company  was  facing  a  takeover  threat. 

In  the  fight  for  Source  Perrier  (now 
in  the  French  courts),  David-Weill  at 
first  backed  BSN/Nestie,  but  evidentiy 
would  prefer  that  the  two  sides  come 
to  some  agreement.  One  possible 
outcome:  Nesde  will  get  most  of  Per- 
rier, BSN  will  take  Perrier's  Volvic 
brand  of  spring  water,  and  the  Agnel- 
lis will  get  lots  of  cash  by  selling  their 
stake  in  Perrier.  And  David-Weill  will 
remain  friends  with  all  contestants. 
-Gregory  Viscusi 

Aw,  shucks 

Howard  Buffett,  son  of  Warren,  is 
leaving  the  400-acre  family  farm  in 
Tekamah,  Neb.  for  the  Illinois  offices 
of  Archer  Daniels  Midland.  Young 
Buffett,  37,  just  signed  on  as  corpo- 
rate vice  president  and  assistant  to  the 
chairman,  heading  investor  relations. 
Buffett  knows  something  about  the 
corridors  of  political  power. 

As  head  of  the  Nebraska  Ethanol 


Authority  &  Development  Board 
fi-om  1989  to  1991,  he  was  instru- 
mental in  pushing  Congress  to  re- 
quire the  use  of  corn-derived  ethanol 
in  auto  fuel. 

Says  Buffett,  who  has  been  on 
adm's  board  of  directors  since  Octo- 
ber 1991,  in  his  best  aw  shucks  man- 
ner: "I  guess  I've  just  always  liked 
corn  and  agriculture." 

-Pablo  Galarza 

Ricochet 

Staffers  at  the  Environmental  Pro- 
tection Agency's  headquarters  in  the 
Waterside  Mall  &  Office  Towers  in 
Washington,  D.C.  have  gone  to  court 
to  protest  conditions  inside  the  build- 
ing. Workers  there  complain  of  head- 
aches and  nausea  they  claim  are 
caused  by  poor  ventilation,  over- 
crowding and  fiimes  emitted  by  the 
building's  carpeting. 

The  building's  owners  hotiy  deny 
that  their  building  falls  under  the 
definition  of  a  "sick"  building.  "The 
air  inside  is  better  than  the  air  out- 
side," insists  Charles  Bresler,  presi- 
dent of  the  building's  manage- 
ment company.  Nevertheless, 
a  few  years  down  the  road  the 
EPA  plans  to  move — to  anoth- 
er controversial  building,  the 
new  federally  financed  Federal 
Triangle  building  on  Pennsyl- 
vania Avenue.  It  was  autho- 
rized in  1987  by  Congress,  at  a 
cost  of  $650  million,  as  the 
home  for,  among  other  ten- 
ants, the  nation's  Internation- 
al C-ultural  &  Trade  Center. 
But  in  Januar)'  the  U.S.  Gen- 


New  man  on  the  Coast 

In  a  surprise  move,  it  now  seems  that 
an  IBM  executive,  48-year-old  Joseph 
Guglielmi,  will  head  up  Taligent,  the 
computer  giant's  joint  venture  with 
Apple  Computer.  Guglielmi,  who 
currehtiy  runs  ibm's  pc  software 
group,  in  Somers,  N.Y.,  has  been 
house  hunting  in  Silicon  Valley.  The 
official  announcement  is  expected 
early  this  month. 

According  to  insiders,  IBM  hadn't 
planned  on  sending  a  senior  man  out 
West.  But  IBM  was  stung  by  reports 
that  it  is  doing  litde  more  than  fiind- 
ing  Apple's  pet  projects,  and  so  decid- 
ed to  insist  that  its  own  man  be  in 
charge.  Apple  had  litde  choice  but  to 
agree.  -Julie  Pitta 

Gag  rule 

Insurance  regulators  from  Washing- 
ton, Oklahoma,  Idaho  and  other 
states  are  trying  to  stop  insurance 
agents  from  saying  nast\^  things  about 
competitors.  These  states  have  issued 
bulletins  citing  unfair  sales  practices 
laws  that  the  regulators  say  prohibit 
agents  from,  among  other  things,  dis- 
tributing news  articles  about  compet- 
itors that  could  "injure"  them.  Other 
states  will  likely  follow. 

A  gag  rule?  "There's  a  fine  line 
between  simply  relating  valuable  in- 
formation to  your  customers  and  at- 
tempting to  instill  fear  in  them  in 
order  to  get  more  dollars  for  your- 
self,"   says   Washington's   insurance 
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department  spokesman,  Ed  Ives,  in 
defense  of  the  bulletins.  But  Samuel 
Weese,  president  of  the  American 
(College,  which  awards  professional 
degrees  for  agents,  defends  claims 
that  aren't  false  or  misleading:  "Why 
shouldn't  an  agent  take  advantage  of 
the  fact  that  his  company  is  rated 
triple  A  and  another  is  only  an  A? 
That's  good,  clean  competition." 

-Carolyn  T.  Geer 

A  made-m-the-U.S.A. 
BMW? 

German  automakers  are  seriously 
considering  transferring  production 
abroad — Volkswagen  already  has. 
The  carmakers — bmw  and  Mercedes 
as  well — fear  the  6.4%  increase,  con- 
ceded in  Germany's  new  steelworkers 
contract,  agreed  last  month,  will  likely 
be  repeated  in  the  metalworkers'  (in- 
cluding autoworkers)  negotiations  in 
spring.  German  metalworkers  already 
get  six  weeks'  vacation  and  put  in 
1,600  hours  a  year.  Their  long-term 
contracts  bring  their  workweek  down 
to  35  hours.  (Toyota  workers  in  Japan 
put  in  2,200  hours  a  year.) 

BMW  is  sniffing  around  for  a  car 
assembly  site  in  the  U.S.  (speculators 
say  South  Carolina),  Czechoslovakia 
and  Spain.  Mercedes  has  talked  about 
Mexico  as  a  possibility. 

-Jerry  Flint 


Losing  it? 

Is  THE  U.S.  about  to  lose  its  edge  in 
computer  software?  So  fears  Edward 
Yourdon,  the  publisher  of  American 
Programmer,  a  software  journal. 
Yourdon  claims  in  his  new  book.  De- 
cline and  Fall  of  the  American  Pro- 
grammer (Prentice  Hall),  that  U.S. 
dominance  of  the  software  business  is 
threatened  by  foreign  countries  with 
better-educated  and  cheaper  labor. 

Yourdon  cites  poor  management, 
undisciplined  workers,  low  produc- 
tivity in  U.S.  software  companies,  and 
significandy  lower  wages  paid  to  for- 
eign programmers,  as  serious  threats 
to  a  business  that  produces  over  $79 
billion  in  revenues  for  U.S.  firms. 

Too  alarmist?  Perhaps.  But  U.S. 
corporations  trying  to  hire  program- 
mers are  finding  that  fewer  and  fewer 
native -bom  Americans  are  applying 
for  such  jobs.       -Steve  Kichen  ^ 
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'24  Mouton  Rothschild  isn't  something  you  forget. 
We  were  at  Claire's  summer  place. 


Or  was  it  The  St.  Regis? 
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1-800-345-2021 

RO.  Box  419200,  Kansas  City,  MO  64141-6200 


FBS 


No -Load  Family  of  Funds 


e  1992  Twentieth  Century  Services.  Inc. 


READERS  SAY 


atdreman, 
VALUE  IS  Our 

MIDDLE  NAME. 

n  Ranked,  100%  No-Load 
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managed  by  Dreman  Value  Management, 
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Gall  your  nearest  embassy 

Sir:  Re  ''Aerospace  &  defense"  (Jan. 
6).  I  was  reading  the  article  on  Bell/ 
Textron  when  I  was  brought  up  short 
by  the  following  anachronism:  "Bell 
gets  access  to  Canadian  go\ernment 
export  finance  as  well  as  promotion 
help  from  that  countr\''s  embassies 
around  the  world  (U.S.  embassies  are 
reluctant  to  get  involved  this  way)." 

U.S.  embassies  are  leaning  so  far 
forward  to  help  U.S.  business,  we're 
almost  falling  out  of  our  foxholes. 
-WlLLL\M  Cl.\rx  Jr. 
Ambassado?-  of  The  United  States 

of  America 
New  Delhi,  India 

A  monopoly  is  a  monopoly 

Sir:  Utilities  are  forcing  wholesale 
and  retail  customers  to  purchase  elec- 
tricity' from  their  power  plants  bv 
denying  independent  po\\"er  produc- 
ers and  consumers  access  to  their 
transmission  svstems  ("Wolf  in 
sheep's  clodiing,"  Dec.  23,  1991).  As 
a  result,  captive  customers  are  re- 
quired to  subsidize  electricity'  produc- 
ers that  charge  prices  in  excess  of 
the  price  produced  in  competitive 
markets. 

-S.\MUEL  C.  K\ND.\ZZO 
Emens,  Hurd,  Keller  &'Ritter  Co. 
Columbus,  Ohio 

Mathers  on  Mathers 

Sir:  Mathers  Fund  was  once  a  growth 
fund  wixh  an  excellent  record  ( "Voice 
of  caution,"  Dec.  9, 1991).  Van  der  Eb 
changed  it  to  a  market  timing  hind 
three  years  ago  by  selling  the  stocks. 
This  brought  equit)'  holdings  down 
to  about  12%.  Since,  the  Dow  indus- 
trials have  appreciated  by  some  40%, 
depri\ing  shareholders  of  millions  of 
dollars  of  potential  appreciation.  Be- 
fore I  left  one  year  ago,  I  x\\\cc  made  a 
strong  plea  that  equities  be  substan- 
tially increased.  Both  recommenda- 
tions were  rejected. 
-Tho\l\s  N.  M\thf.rs 
Founder,  Mathers  Fund 
Winnetka,  III. 

The  spirit  lives  on 

Sir:  Rc  "Selling  toys  to  buy  toys" 
(Feb.  3).  Yes,  Darrow  School  is  bitter 
about  the  unsavory'  Hakuta  transac- 
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tion,  but  the  real  Shaker  spirit  remain 
intact  in  the  buildings  and  life  oj'f 
Darrow  School. 
-Br.\dford  a.  G.\rdner 
Trustee  and  graduate 
Darrow  School  Mi- 

New  Lebanon,  N.T. 


Helping  immigrants 

Sir:  Re  "Havoc  in  Haiti — A  warn- J^ 
ing"   (Fact  and  Comment,  Jan.  6). 
Immigration  is  a  federal  decision  but 
the  costs  are  borne  by  the  local  prop- 
ert)'  tax  base  and  are  not  reimbursed 
by  the  federal  government.  If  we  are 
going  to  be  the  land  at  the  end  of  a 
refugee  river,  then  we  need  a  national 
plan  to  assimilate,  retrain  and  employ 
these  new  masses. 
-Gr.\yt)ON  K.  Cayce 
Houstofi,  Tex. 

Deferred  annuities 

Sir:  Deferred  annuities  are  an  appro- 
priate financial  product  for  someone 
who  wants  to  defer  taxes  for  a  period 
of,  say,  six  years  or  more  ("A  para- 
noid's guide  to  tax  increases,"  Jan. 
20).  The  reference  to  "steep  fees  and 
costs"  applies  to  some  deferred  annu- 
ities, but  there  are  also  many  available 
with  modest  fees  and  costs. 
-Robert  \V.  S.\l  noers 
Bcllevue,  Wadj. 

No  simple  solution 

Sir:  "Platform  madness"  {Jan.  20) 
ovcrkx)ks  t^^  o  CM  failures  in  market- 
ing: appeal  of  marque  differentiation, 
and  optit>ns  in  technolog)-  differ- 
ences. Reducing  the  number  of  plat- 
forms will  reduce  costs  but  little  else 
-Richard  P.  Reece 
Berlin  Heiahts,  Olyio 
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The  case  for  lower  taxes 

Sir:  Re  "Back  to  basics:  lower  rates  = 
more  revenues"  (Fact  and  Comment, 
Feb.  3).  In  arguing  that  tax  reductions 
historically  generate  both  revenue  in- 
creases and  heightened  economic  ac- 
tivity, I've  often  felt  like  a  lone  voice. 
I'm  glad  to  know  there  are  at  least  two 
of  us. 

-Phil  Gramm 
(R-Tex.) 

United  States  Senate 
Washin£[ton,  D.C. 

Two  sides  ofa  coin 

Sir:  Our  paper  defines  middle  income 
in  a  variety  of  ways  and  focuses  on 
transition  rates  up  and  down  ("Mid- 
dle-class 'meltdown'?" /«».  20.)  Our 
major  conclusion  is  that  both  upward 
and  downward  transitions  were  more 
prominent  in  the  1980s  than  before. 
This  produces  our  major  conclusion, 
that,  in  fact,  the  middle  class  is  shrinking. 
-Greg  J.  Duncan 

AND  WiLLARD  RODGERS 
University  of  Michigan 
:    Timothy  M.  Smeeding 
Syracuse  University 
Syracuse,  N.T. 

Doing  it  with  mirrors 

,Sir:  Re  The  Informer  (Feb.  3).  I 
received  the  Gabelli  tape  and  reacted 
differendy  in  that  I  assumed  that  Mr. 
Gabelli  was  trying  to  encourage  his 
shareholders  to  remain  with  him  even 
though  his  recent  performance  has 
been  less  than  outstanding.  Why  would 
anyone  remain  in  these  fiands  and  pay 
higher  fees  when  others  are  bringing 
higher  returns?  The  tape,  rather  than 
exhibiting  hubris,  was  a  weak  attempt 
at  reassurance. 
-Rudolph  H.  Storch 
Columbia,  Md. 

No  relations 

Sir:  Credit  Suisse  does  not  have  nor 
have  we  considered  a  credit  relation- 
ship   with    Arochem    International 
("Know  thy  collateral,"  Feb.  3).  We 
are  not  a  participant  in  a  Chase -led 
loan  syndicate  to  the  company. 
-Edgar  K.  Mitchell 
Member  of  senior  mana£ement 
Credit  Suisse 
New  York,  N.T. 


Do  your  assets  belong  at  J.R  Morgan? 

For  more  than  150  years,  we  have 
protected  and  helped  to  grow  the  wealth 
and  holdings  of  privately  held  companies 
and  individuals  who  demand  the  level  of 
trust  found  at  J.  R  Morgan. 


The  security  of  our  clients'  assets  is 
supported  by  the  integrity  of  our  people, 
the  quality  of  our  advice,  and  the  capital 
strength  of  our  firm. 

For  information  on  private  banking 
for  assets  of  $5  million  or  more,  contact 
Richard  B.  Jones,  Vice  President, 
IP  Morgan  California,  at  (213)489-9354. 

Private  Banking  in  California 


JPMorgan 


Private  banking  locations  in  New  York,  Wilmington,  Del., 
Palm  Beach.  Los  Angeles,  San  Francisco,  Brussels,  Frankfurt, 
L)nclon.  Madrid.  Milan,  Nassau,  Paris,  Geneva,  Zurich, 
I  long  Kong,  Singapore,  and  lokyo 
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At  the  Travelers,  service 
has  35,000  names. 

That's  the  number  of  ^^ 

Travelers  employees  dedicated  to   ▼ 
customer  satisfaction. 

And  that's  the  real  Travelers  ^ 

difference. 

One  that  can  be  measured  in 
everything  we  do  for  you . . .  from  24-hour    ^ 
toll-free  hotlines  to  an  investment  of  $200 
million  —  last  year  alone  —  to  provide  even 
better  underwriting  skills  and  management 
of  your  claims. 

It's  a  difference  you  will  experience  through 
a  network  of  local  offices  and  a  team  of  experts 
assigned  to  your  account  —  people  whose 
intimate  knowledge  of  your  business  enables 
a  quicker,  smarter  response. 

It's  a  difference  backed  by  $55  billion  in 
assets  and  a  127  year  tradition  of  service. 

Service  Tlie  Travelers  Way. 
The  Travelers  Companies,  Hartford,  Connecticut  06183 

Thelraveler^ 

You're  better  off  under  the  Umbrella! 


I'VVith  all  thy  getting  get  understanding" 


act  and  Comment 


Jy  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


GETTING  ITS  TAX 

j  If  THE  Administration  wants  its  tax  bill  to  do  genuine 
good,  it  must  stick  with  these  changes: 

■  The  oomph  of  the  capital  gains  tax  cut  would  be 
I  vitiated  by  making  the  untaxed  portion  subject  to  the  alter- 
native minimum  tax,  meaning  that  after  a  certain  amount, 
the  tax  rate  rises,  ranging  from  24%  to  30%  instead  of  15. 4%, 
'  as  originally  proposed.  Rate  reduction  should  be  clear-cut. 

TAX  CUT 

HERE'S  A  WAY  President  Bush  can  partially  cut  the  too 
high  capital  gains  tax  without  waiting  for  Congress.  He 
can  decree  that  capital  gains  be  indexed  for  inflation.  The 
meaning  of  the  word  "cost"  in  calculating  any  capital 
gain  is  not  defined  by  law  but  by  regulation.  Legally,  the 
Executive  Branch  can  rule  that  the  cost  of  an  asset  be 
adjusted  for  inflation. 


ACT  TOGETHER 

■  Treasury  had  wanted  to  boost  taxes  on  most  new  annu- 
ities, hurting  savings  and  the  insurance  industry  at  a  time 
when  rabbit  punches  aren't  needed.  Leave  annuities  alone. 

■  The  White  House  had  also  wished  to  tax  financial 
companies  on  unrealized  gains  from  their  inventoried 
securities  at  year's  end.  A  levy  should  be  paid  on  actual 
profits,  not  paper  ones.. That's  only  fair  and  sensible. 

UKASE 

Thanks  to  inflation,  the  effective  capital  gains  tax  rate 
can  reach  75%  or  higher  for  assets  bought  more  than  a 
decade  ago.  Tax  cut  opponents  would  grumble,  but  not 
too  loudly — who  would  want  to  argue  that  you  should 
pay  a  tax  on  what  are  fictitious  gains?  There  are  tens  of 
millions  of  homeowners,  not  to  mention  investors,  who 
would  quickly  understand  the  President's  point  of  view. 


THIS  IDEA 

of  an  instant  capital  gains  tax  cut  is  the 
brainchild  of  (would  you  believe  it?)  an  econo- 
mist, Paul  Craig  Roberts,  with  the  Center  for 
Strategic  and  International  Studies.  A  former 
Treasury  official  in  the  first  Reagan  Administra- 
tion and  one  of  the  godfathers  of  Reagan's 
income  tax  cuts,  Roberts  is  that  rarity  who 
understands  the  importance  of  incentive  in 
making  the  economy  tick. 

THOSE  WHO  THINK  DEMOCRACY  IS  PERMANENT 

in  the  once  communist  countries  of  Eastern  Europe  and  to  three  years,  I  think  there  will  be  some  coups." 

the  former  Soviet  Union  should  ponder  a  Gallup  poll  just  Don't  dismiss  this  as  hyperbole.  Even  Czechoslovakia  is 

conducted  in  ten  nations,  ranging  from  Albania  to  Russia,  brimming  with  speculation  that  the  country  may  fracture, 

for  the  European  Community.  The  findings:  People  of  And  it  was  the  oiily  nation  in  this  region  that  had  a  strong 

these  countries  are  deeply  dissatisfied  with  democracy.  democracy  between  the  two  World  Wars.  ParUamentary 
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Russians,  Poles,  Hungarians  and 
Czechoslovaks  are  most  disillu- 
sioned. In  only  one  country,  Lithu- 
ania, is  a  majority  of  people  pleased 
uith  democracy. 

There  is  no  mystery  behind  this 
unhappiness — the  harsh  economic 


Poles  Sour  on  Capitalism 

Walesa  Accuses  ^st  of  Preying  on  Country 


-The  Washington  Post 


government  collapsed  everywhere 
during  the  1920s  and  1930s:  Po- 
land, Hungary,  Bulgaria,  Albania, 
Romania,  Lithuania,  Estonia,  Lat- 
via. These  failures  came  from  inter- 
nal events,  not  outside  aggression. 
U.S.    and   West   European   re- 


environment  and  the  feeling  that  better  times  are  no-  sponse  to  this  crisis  has  been  inadequate.  We  haven't 

where  in  sight.  Prices  and  unemployment  are  rising.  Says  shown  these  countries  how  to  achieve  the  four  principles 

Gallup's  Managing  Director  Gordon  Heald,  "If  these  necessary  for  economic  growth:  sound  money,  low  taxes, 

levels  of  personal  pessimism  continue  over  the  next  two  property  rights  and  minimal  government  interference  in 
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setting  up  and  running  businesses.  In  fact,  some  of  our 
own  economists  are  not  even  aware  of  these  basic  tenets. 

The  U.S.  and  the  European  Community  should  be 
opening  their  markets  to  these  nations. 

While  certain  American  groups  are  working  effective- 
ly to  pump  in  capital  and — almost  as  critical — business 
knowhow,  our  overall  effort  has  been  a  fraction  of 


what  it  should  be. 

The  U.S.  responded  creatively  to  the  chaos  in  Westerr 
Europe  and  Japan  after  World  War  II:  Marshall  Plan) 
Bretton  Woods  International  Monetary  System,  Genera 
Agreement  on  Tariffs  and  Trade,  NATO,  etc. 

But  our  policies  today  for  beleaguered  Eastern  Europe 
are  too  reminiscent  of  the  isolationism  of  the  1920s. 


MORONIC  MOVE  BY  ALGERIA'S  MILITARY 


Muslim  fanatics  must  be  secretiy  celebrating  the  Algeri- 
an army's  canceling  that  second  round  of  parliamentary 
elections,  which  the  fundamentalists  would  have  won. 

Now  they  are  bidding  for  power  the     

way  the  AyatoUah  did  in  Iran — 
through  violence.  They  will  eventual- 
ly take  over  and  be  under  no  moral  or 
military  pressure  to  face  the  voters. 

While  few  in  the  West  (or  in 
Mideast  governments)  were  happy 
over  the  prospect  of  these  bad  guys' 
winning  a  popular  vote  in  a  nation 
as  important  to  both  Europe  and 
North  Africa  as  oil -and -gas -rich  Al- 
geria, cooler  heads  should  have  realized  that  the 
fundamentalists'  stay  in  office  would  have  been  a  short 
one.  Like  communism,  religious  fanaticism  has  limited 

ALIEN 

Cash-strapped  state  and  local  governments  can  take  a  cue 
from  Mexico  and  Pakistan  on  building  and  refurbishing 
their  infrastructure,  particularly  highways  and  bridges. 

These  two  countries  are  mobilizing  private  capital  to 
do  the  job  instead  of  putting  up  the  money  themselves.  In 
Mexico  the  private  sector  finances,  builds  and  can  operate 
toU  roads  for  up  to  20  years.  The  concession  usually  is 
leased  to  the  group  that  will  most  quickly  return  the  road 
to  the  government.  The  government  sets  the  toll  prices. 

In  Pakistan,  a  four-lane  highway  is  being  constructed 

FONT 

The  German  High  Command  at  War — Robert  B. 
Asprey  (William  Morrow  &  Co.,  Inc.,  $27).  Ably  deals 
with  General  Erich  Ludendorff,  the  godfather  of  Nazism, 
Communism  and  World  War  II.  During  WWI,  with  Field 
Marshal  von  Hindenburg  pretty  much  a  front 
man,  Ludendorff  effectively  commanded  Ger- 
man armies  first  on  the  Eastern  front,  then  for 
all  theaters.  By  1918  he  was  virtually  the  be- 
hind-the-scenes dictator  of  Germany.  He  be- 
lieved in  war  for  war's  sake.  For  him  it  was 
overwhelming  victory  or  total  defeat.  As  a 
grand  strategist,  though,  he  was  a  failure.  He 
sanctioned  submarine  warfare,  which  didn't 
knock  out  Britain  but  brought  in  the  U.S.  He 
utterly  ujiderestimated  the  impact  of  American 
intervention.  He  dismissed  the  effectiveness  of 
tanks.  He  approved  sending  the  exiled  Lenin  in  a  sealed 
train  to  Russia  to  undermine  the  pro- Allied  government. 
At  the  end  of  19 1 7  Germany  had  de  facto  won  the  war:  It 
could  have  dug  in  on  the  western  front  and  offered 
generous  terms  to  the  remaining  belligerents,  engineering 


long-term  electoral  appeal. 

Religious  extremists  are  temporarily  strong  in  Algeria 
because  of  their  unceasing  opposition  to  the  long-en- 

trenched,   corrupt  socialist  regime. 

I  But  once  the  incumbent  crop  of  legal! 
f  looters  had  been  removed,  the  fiinda- 
I  mentalists'  appeal  would  have  waned. 
The  armed  forces  would  have  had  con- 1 
siderable  popular  support  as  a  guaran- 
tor that  the  new  regime  face  the  elec- 1 
torate  again  a  few  years  down  the  road . 
Now,  it  is  an  all-or-nothing  con- 
test between  an  increasingly  unpopu- 
lar  army   and  Ayatollah-like   street 
fighters  and  guerrillas.  Democracy  will  be  the  loser,  as  will 
Algeria's  moderate  neighbors..  International  terrorism 
will  have  a  new,  dangerous  base. 

IDEA 

from  Lahore  to  Islamabad.  The  majority  of  the  road  is 
owned  by  Daewoo  Corp.,  the  rest  by  the  government. 

This  way,  governments  don't  have  to  put  up  the 
money,  and  the  infrastructure  gets  built. 

Why  can't  the  U.S.  do  something  like  this?  Drivers 
would  get  new  roads  and  greater  convenience:  Technol- 
ogy now  exists  enabling  cars  to  be  equipped  with  computer 
chips  that  will  charge  tolls  without  autos'  ha\ing  to  stop  at  a 
booth.  They  could  be  billed  at  the  end  of  the  month  or  pay 
in  advance.  Charges  could  even  go  on  their  credit  cards. 


OF  EVIL 

a  peace  that  could  have  left  it  the  continent's  dominant 
power  with  vast  territories  already  annexed  from  Russia. 
Instead,  Ludendorff  gambled  evervthing  in   1918  on 
"total"  victory,  launching  one  ferocious  offensive  after 
another.  Encouraged  morally  and  militarily  by 
growing   American   might,   the    British   and 
French  buckled  but  did  not  break.  Haxing  no 
fallback  position,  the  German  high  command 
lost  its  nerve  when  the  offensives  failed.  To  cover 
his  and  the  militar\''s  culpabilit>-  in  the  debacle, 
Ludendorff' and  others  promoted  the  "stab-in- 
the-back"  idea  that  the  on-the-verge-of-\ictory 
German  army  was  undermined  by  "treacherous 
Jews  and  cowards"  in  high  places.  This  conspira- 
cy theor\'  was  a  staple  of  Hitler's  rise  to  power. 
Excerpt:  WJjcu  Karl  von  Trcutlcr  at  the  kaiser's 
direction  pointed  to  the  danjjer  of  America  enterinjf  the  war, 
Hindenburg  in  ''his  quiet  jovial  way'"  assured  him  German 
submarines  would  prevent  America  from  landinji  troops  in 
Europe.  Ludendorff  reacted  more  succinctly:  "'I  don't  care 
t)vo  hoots  about  America.  "  ^ 
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"^ars  fix)m  now  the  wisdom  of  buying  a  Hartmann 

will  be  even  more  apparent. 


.You'll  see  it  in  the  way  our  classic  belting 

^leather  becomes  more  beautiful  with 

each  passing  day.  You'll  become  further 

.convinced  as  your  appreciation  for  its 


Handcrafted  since  1877 


craftsmanship  and  design  continues  to 
grow.  But  the  place  it  becomes  the  most 
apparent  is  in  the  pride  that  comes  with 
owning  Hartmann. 


©1991  Hartmann 


geWth  Traffic Wthou 
Blending  ko  It. 

Y^^_^  from  everyone 


way  that  separa^ 
evervone's  hoi 


office.  In  anv  olf 


Every  morning  its  the  same: 
you  jump  into  your  car,  make  a 
few  lefts,  make  a  few  rights, 
and  muscle  your  way  onto  the  high- 


car,  this  routine  might  quickly  1 


come  tiresome. 


Of  course,  that's  precise 
whv  the  Lexus  LS400  was  create 

i: 
\ 


in 


eep  the  ordinary  from  slipping 
-jt)  the  mundane. 
I      For  while  any  car  can  be 

signed  to  battle  the  masses,  the 

400  was  also  designed  to  please 
01 1  individual.  Perhaps  that's  why  peo- 

who  know  cars  consider  it  a  great 
d  tomobile  rather  than  the  newest 
itus  symbol. 

Just  ask  the  experts.  Since  day 
the,  thevVe  maintained  there's  noth- 


ing on  the  road  quite  like  a  Lexus. 

This  theory  is  easily  supported. 
All  you  have  to  do  is  put  your  foot 
on  the  gas.  The  automobile's  250-hp 
V8  will  keep  you  from  being  intimi- 
dated by  traffic. 

Its  looks,  of  course,  will  keep 
you  from  being  confused  with  it. 


® 


The  Relentless  Pursuit  Of  Perfection. 


>  1990  Lrxus.  A  Diiiunn  Of  Toyota  Motor  Sales.  U.S.A..  Inc.  Le.xu.%  reminds  you  to  wear  seal  belts  and  obey  all  speed  laws.  For  more  information,  call  800-872-5398  (800-USA-LEXUS). 
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Other  Comments 


False  Reality 

The  President's  proposal  does  not 
cut  the  capital  gains  rate  on  large 
realizations  by  anything  like  the  45% 
advertised.  The  change  is  likely  to 
push  many  people  into  the  alternative 
minimum  tax  if  they  realize  large  capi- 
tal gains,  resulting  in  a  marginal  cap 
gains  rate  of  24%  or  30%.  This  will 
strongly  discourage  people  from  real- 
izing capital  gains.  Since  capital  gains 
tax  is  avoided  if  the  asset  is  passed  on  as 
an  inheritance,  many  will  simply  keep 
them  locked  up  in  their  current  form. 
There  will  be  no  flood  of  realizations. 
At  a  true  15.4%  cap  gains  rate, 
realizations  might  have  doubled  from 
$160  billion  in  1988-89  to  over  $300 
billion  in  1992-93.  This  would  have 
provided  a  tremendous  [boost  to]  the 
economy,  which  might  have  grown  by 
3y2%  to  4%  per  year,  roughly  in  line 
with  the  eight  prior  recoveries  of  the 
post  WWII  period.  With  this  kind  of 
growth,  the  budget  deficit  under 
Bush's  policy  assumptions  could  have 
been  virtually  eliminated  by  1997. 
-Lawrence  A.  Kudlow,  chief  econ- 
omist. Bear,  Stearns  &  Co.  Inc. 

Future  Rooted  in  the  Past 

Tom  liARKiN,  Bob  Kerrey?  Bill  Clin- 
ton? Jerry  Brown?  Pat  Buchanan? 
Could  any  of  the  current  crop  of 
would-be  Presidents  oudine  a  post- 


cold  war  American  foreign  policy 
with  depth  and  clarity?  Could  any  of 
them  discuss  global  geopolitics  with 
a  concept  for  the  fijture  rooted  in  a 
reflective  sense  of  recent  history? 

In  Seize  the  Moment  Mr.  Nixon 
attempts  to  "recast"  American  for- 
eign policy  "to  cope  with  this  radical- 
ly new  situation"  of  "a  world  in  which 
the  U.S.  is  the  only  superpower."  In 
so  doing  he  argues  forcefiilly  for  an 
American  internationalism  that  is 
anything  but  radically  new.  Indeed, 
what  is  most  striking  about  Nixon's 
charge  to  seize  the  moment,  nearly  all 
of  which  is  sensible  and  sound,  is  the 
continuity  of  his  counsel. 
-Richard  Perle, 
New  York  Times  Book  Review 


Just  Say  No? 


You  MAY  be  an  "information  junk- 
ie"— a  consumer  whose  education, 
professional  standing,  and  fascination 
with  politics  have  led  to  an  addiction 
for  newspapers  and  magazines.  Be- 
cause the  bills  come  one  at  a  time, 
perhaps  you've  never  stopped  to  fig- 
ure out  how  much  a  serious  informa- 
tion habit  costs. 

Let's  suppose  you're  really  hooked. 
If  you  take  five  newspapers — the 
Washington  Post,  the  New  York  Times, 
the  Wall  Street  Journal,  the  Washin^f- 
ton  Times  and  USA  Today — you  pay 


$703.60  a  year.  Take  four  newsweel 
hes — Time,  Newsweek,  U.S.  News 
World  Report  and  the  Economist- 
add  another  $252.71.  Figure  in  a  fe\| 
monthly  magazines  and  a  trade  publil 
cation — as  well  as  the  S250  to  S300  tcf 
get  CNN,  C-Span  and  other  cable-T\| 
channels — and  you're  looking  at  wel| 
over  $1,000  a  year. 

What  Washington  may  really  neei 
is  a  newsletter  that  gives  advice  oi 
how  to  deduct  the  cost  of  informatioi 
on  your  tax  return. 
-Larry  Van  Dyne, 
Washin^ftonian 


"^u'.h-^  r^n^a^-1. .S^M 


;«aSS? 


irf'/ff^of^ 


"Brandy,  coffee,  decaf,  herb  tea,  or  cran-apple?" 


In  America,  anyone  can 
become  President.  That's 
one  of  the  risks  you  take. 

-Adlai  Stevenson, 
presidential  candidate, 
1952,  1956 

Overkill 

The  kaiser  and  his  publicists  had  beeni 
bleating  about  Germany's  God-givenj 
right  to  occupy  a  place  in  the  sun  andj 
to  achieve  Great  Power  status  com- 
mensurate with  God's  chosen  people. 
Ironically,  she  was  on  the  verge  ot| 
accomplishing   these    ambitions    by 
peaceful  means.  She  was  milling  more  I 
steel  than  Britain,  France  and  Russia 
combined,  her  electrical  consortiums} 
dominated  Europe,  her  chemical  con- 
sortiums   produced    most    of    the  I 
world's  dyes  and  were  leaders  in  many 
other  manufactures.  Her  mining  con- 
sortiums   owned    large    interests   in 
France,  Belgium  and  other  countries. 
What  was  there  to  gain  by  waging 
aggressive  warfare? 
-Robert  B.  Asprey, 
TJje  German  Hijjh  Command  at  War 

Ta  Gotta  Have  a  Gimmick 

If  you  are  in  the  process  of  selling 
your  house,  it  pays  to  have  the  odor 
of  baking  bread  waft:ing  about  as  pro 
spectivc  buyers  arrive.  The  house  sells  | 
ever)-  time. 
-Virginia  Bentley, 
Tlje  Virqinia  Rcntlcv  Cookbook     I 
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For  investors  in  Merrill  Lynt 
First  add  to  your  wisdor 


f 


t  Merrill  Lynch,  we  believe  that 
solid  investments  begin  with  a  solid 
foundation.  And  Merrill  Lynch 
mutual  funds  are  no  exception. 
While  others  may  rush  to  the  latest  investment 
fad,  we  take  a  different  approach,  one  built  on 

thinking  as  old  as  Aesop's  fables. 

Tomorrow 's  comforts 

require  today's 

preparation. 


Lacking  a  long-term  plan, 

the  grasshopper  sang  a  different 

tune  when  winter  came. 

retire 

ment.  Merrill  Lynch 

mutual  funds 

may  enable  you  to  do  the 

d 

planning  you  need. 

tiim 

And  you  can           . 

W:                "v^.  tHt 

^Sm 

keep  plans      jr^ 

^^1 

current          / 

iJUBj 

1    1 

since       1 

7 

Take  the  fable  of 
The  Grasshopper 
and  the  Ants- 
a  story  that 
shows  long- 
term  plan- 
ning is  wise. 
Especially 
when  you're 
looking  ahead  to 


The  fox  quit  the  scene  before 
his  reward  ripened. 


\\ 


our  portfolio 

managers  se 

to  anticipa 

market  an 

economi([ 

changes 

Patience 
is  a  sound 
investment 
principle- 
as  well  as  a 
virtue. 

The  Merrill  Lynclj 
Basic  Value 
Fund  is  one  exam 
of  how  patience  may  bring  rewards. 

The  Fund's  management  looks  for  stocks  they 
believe  are  undervalued  and  whose  value  may 
appreciate.  This  strategy  management  believes, 
can  help  achieve  the  objectives  of  capital  appre- 
ciation and  income.  , 

A  change  of  course  may  prove 
to  be  the  wiser  path. 

Because  we  understand  your 

needs  may  change,  we  offer  a  widt 

range  of  mutual  funds  including 

money  market  funds,  bond  funds, 

equity  funds  and  global  funds. 

With  many  of  our  over 

ninety  mutual  fund  portfolios,  yoi 

may  simply  exchange  one  for 

another. 


\ 


Two  goats  stubbornly  refused  to  take  a  different  path 
and  neither  reached  his  final  destination. 


For  more  complete  information  about  Merrill  Lynch  mutual  funds,  including  all  charges  and  expenses  and  the  special  considemtions  as 
Systematic  investing  does  not  assure  a  profit -and  does  not  protect  against  loss  in  declining  markets. 


liutual  funds,  the  moral  is: 
oien  add  to  your  wealth. 


ki 


To  help  expand  your  rewards, 
5^^^*  expand  your  horizons. 

As  the  world  has  grown  smaller,  opportunities 
e  grown  larger.  For  this  reason  Merrill  Lynch 
"ers  a  wide  range  of  global  and  international 
^^^ilitual  funds,  including  Merrill  Lynch  Euro  Fund, 

Merrill  Lynch 

Pacific 

Fund  and 

Merrill  Lynch 

Global 

Allocation 

Fund. 

Econo- 
mies they 
invest  in 
represent 
growth 
potential 
as  they  gear 
up  and 


m 

m 
m\ 

ynd 
e 


ley 


The  city  mouse  ventured  out  in  the  world 
and  found  a  veritable  feast  of  opportunity. 


ew  markets  emerge  all  over  the  globe. 

A  consistent  approach  may  raise  the  level 
of  your  reward. 

There's  a  lot  to  be  said  for  a  disciplined 

tivestment  approach.  Consider,  for  example,  the 
[rategy  of  dollar  cost  averaging.  You  may  choose 
n  investment  you  think  holds  promise, 
jch  as  the  Merrill  Lynch  Capital 
und.  Then  you  systematically 
nvest  specified  amounts  at 
ipecified  times. 


That  way  you 
automatically  buy 
more  shares  when  the 
price  goes  down,  fewer  when 
price  goes  up. 

So  in  the  long 
run,  your  average 
cost  for  each  share 
may  be  lower 
than  the  current 
market  price  of  the 
investment. 

We'd  welcome 
the  opportunity  to 
supply  you  with  more  information  on  Merrill  Lynch 
mutual  funds.  Please  call  your  Merrill  Lynch  Finan- 
cial Consultant,  or  return  the  coupon. 

Call  1-800-637-7455,  ext.  2713 

Return  to:  Merrill  Lynch  Response  Center,  P.O.  Box  30200, 
New  Brunswick,  NJ  08989-0200 

Please  send  me  "The  Investor's  Guide  to  Mutual  Funds"  listing  all  funds 
from  Merrill  Lynch  and  a  brochure  and  prospectus  on  the: 


Dropping  pebbles  one  by  one, 
the  crow  raised  the  water  level  and 
found  the  result  satisfying  indeed. 


-Merrill  Lynch  Basic  Value  Fund,  Inc.         _ 

Merrill  Lynch  Capital  Fund,  Inc.  _ 

Merrill  Lynch  Global  Allocation  Fund,  Inc 


-Merrill  Lynch  EuroFund 
-Merrill  Lynch  Pacific  Fund,  Inc. 


Name:. 


.  Address:. 


CityL 


.  State:. 


.  Zip:. 


Home  Business 

Phone: Phone: 

Merrill  Lynch  clients,  please  give  the  namne  and  location  of  your  FinancijJ  Consultauit 


Merrill  Lynch 

A  tradition  of  trust. 


he  risks  of  global  and  international  investing,  request  prospectuses,  which  you  should  read  carefully  before  you  invest  or  send  money. 

C 1892  MEHRHJ.  LYNCH,  PIERCE.  FENNER  4  SMrm  INC.  MEMBER  SIPC.  OFFOAL  SPONSOR  OF  THE  1992  U.S.  OLYMPC  TEAM 
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-two  reasons  to  choose  the  Quiet  Coii^)ariy. 


1.  ^ur  spouse. 

2.  The  superior  financial  strength  of 

Northwestern  Mutual  Life. 

iV^rthwestem  Mutual  Life  has  always 
received  the  highest  possible  ratings  for 
financial  strength  from  Moody's,  Standard 
&  Poors,  A.M.  Best  and  DufiP&  Phelps. 
It  has  also  been  consistently  ranked  "the 
most  financially  sound  life  insurance  com- 
pany" in  an  annual  Fortune  magazine  study. 
The  more  reasons  you  have  for  wanting 
the  most  secure  life  insurance,  the  better 
the  Quiet  Company  sounds. 

Northwestern 
MutualLile^ 

The  QLiiet  Q)ni[\irTy® 


Northwestern  AlutiialLife  Ua  sponsor  of  the  CfiS  hronthist  of  the  1992  Winter  OtympU's.  II 

I  1992  The  Norlhwcstern  Mulual  l.itV-  Insuianii- Coinpaiiv.  A\il\vaukcc.U'ist.iMisin.  Rcpiintiil  l>\  (XTinissionol  AVvxxly's.  S<aiHlai\l&  l\xir's,  A.M.  HcM.  l^ull  &  t'hrlpsand 
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Gommentaiy 

on  events  at  home  and  abroad 

By  Caspar  W.  Weinberger,  Publisher 


TODAY'S  SOUTH  AFRICA 

Three  days  packed  with  meetings,  lunches,  dinners  and  has  insisted  de  Klerk  break  his  1989  election  pledge  to 

interviews  in  Cape  Town,  Johannesburg  and  Pretoria  do  secure  white  approval  for  major  constitutional  changes, 

not  qualify  one  as  an  expert  on  any  country,  let  alone  South  The  South  African  government  is  heartened  by  Presi- 

Africa.  But  a  recent  trip  of  that  description  made  by  Kip  dent  Bush's  lifting  of  principal  U.S.  sanctions  last  summer, 

Forbes,  Forbes'  vice  chairman,  and  me  did  enable  us  to  but  it  would  like  more  consultation  with  the  U.S.  and  the 

form  some  strong  impressions,  many  of  which  contradict  repeal  of  the  Gramm  Amendment,  which  blocks  South 

some  of  the  stereotypical  views  encountered  in  the  U.S.  African  access  to  the  IMF.  Even  though  South  Africa  was 

Everyone  agrees  that  enormous  progress  has  been  hurt  by  the  sanctions,  it  still  increased  its  exports  substan- 

made  under  the  leadership  of  President  F.W.  de  Klerk,  tially  each  year  the  sanctions  were  in  frill  effect. 

Nelson  Mandela,  leader  of  the  African  National  Congress  South  African  businessmen  profited  gready  from  U.S. 

(ANC),  is  one  who  fears  that  all  of  these  antiapartheid  companies'  divesting  their  South  Afiican  interests.  In  the 


moves  may  not  be  irreversible. 
Mandela — tall,  eloquent,  impres- 
sive— told  us  he  feels  it  essential 
that  de  Klerk  remain  in  power, 
although  he  fears  the  right-wing 
opposition  may  oust  de  Klerk. 

Our  breakfast  meeting  with 
Mandela  was  encouraging.  He 
said  the  ANC  was  rethinking  its 
former  attachment  to  socialist 
and  fiirther-left  economics  in 
view  of  the  complete  failure  of 
communism  in  the  old  U.S.S.R. 
and  Eastern  Europe.  The  ANC 
may  well  realize  that  other  meth- 
ods must  be  used  to  increase  black  South  Africans'  share 
of  the  national  assets. 


Nelson  Mandela,  Caspar  Weinberger: 

Looking  beyond  stereotypes,  promoting  peace. 


past  few  years,  responding  to 
strong  stockholder  and  other 
protests,  U.S.  companies  sold 
out — usually  at  bargain  prices — 
to  local  purchasers.  One  business- 
man described  it  as  "one  of  the 
U.S.'  most  successfiil  aid  pro- 
grams." New  South  African  own- 
ers will  not  want  to  sell  back  to 
previous  U.S.  owners,  but  some 
will  agree  to  joint  ventures. 

South  Africa  is  basically  a  good 
country  for  U.S.  and  Western  in- 
vestment. It  is  rich  in  resources  of 
all   kinds,  including  human  re- 


sources. If  we  do  business  there,  we  can  contribute  much 
to  its  fiiture  progress  and,  more  important,  to  its  contin- 

Foreign  Minister  Pik  Botha,  with  whom  we  also  talked,  ued  efforts  to  eliminate  apartheid, 

believes  that  the   right-wing  opposition   to  President  President  de  Klerk  summed  up  his  goal:  "To  secure  a 

de  Klerk  is  a  minority  that  will  not  win,  but  he  worries  fiiture  for  every  South  African,  free  of  oppression,  secure 

that  not  enough  credit  is  given  abroad  to  the  enormous  in  the  ability  to  prosper  through  hard  work."  This  has 

progress  his  government  has  made  in  eliminating  apart-  also  been  the  guiding  philosophy  of  Dr.  Anton  Rupert, 

heid.  He  and  Mandela  agree  that  the  agenda  is  not  yet  founder  of  one  of  the  country's  oldest  and  largest  indus- 

complete,  but  when  so  much  wrenching  change  has  been  trial  organizations,  the  Rembrandt  Group.  Long  before  it 

accomplished  in  such  a  short  time,  clearly  some  encour-  was  fashionable.  Dr.  Rupert  was  urging  jobs  for  all, 

agement  should  be  given  by  the  West.  including  blacks,  and  the  right  of  all  to  own  property  and 

There  are  great  advantages  to  South  Africa  and  all  of  its  participate  in  the  hfe  and  history  of  the  nation, 

people  in  reopening  fiiU  relations  with  the  West.  It  was  thus  One  of  the  South  African  government's  great  hopes  is 

particularly  disappointing  when  Mandela  stated  he  would  for  South  Africa  to  become  the  gateway  to  Africa,  increas- 

not  be  willing  to  meet  with  Prime  Minister  Lubbers  of  the  ing  its  trade  with  and  help  to  many  other  African  coun- 

Nctherlands  during  a  recendy  proposed  visit.  There  are  tries,  to  everyone's  benefit.  We  should,  of  course,  help 

political  risks  for  leaders  willing  to  go  to  South  Africa,  and  them  to  complete  their  agenda  of  full  freedom  for  all. 

leaders  such  as  Mr.  Lubbers  need  encouragement,  not  a  That  would  be  better  than  criticizing  and  penalizing 

cold  shoulder.  Moreover,  it  is  disappointing  that  the  ANC  them  for  not  going  faster  along  a  very  difficult  trail.    WKL 
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THE  X-12  INTRODUCTION 


One  of  these  proposals  will  be  left  in  the  dust. 


You've  spent  months  on  a  proposal, 
complete  with  text,  photos  and  computer 
generated  material.  With  a  Canon  Color 
Laser  Copier,  you  can  be  sure  your  work 

will  go  the  distance.  Copiers.  If  you  think  you 

That's  because  with  a  Canon  Color  Laser  Copier  you  can't  afford  one,  maybe 

can  produce  the  world's  best  digital  color  copies  and  trans-  you  can't  afford  to  be 

parencies.  You  can  even  reduce  or  enlarge  images      ^^^\^m%  £\'W%      w  ithout  one. 
to  present  them  in  the  exact  size  you  want.  ^^C^  1 1  \f  1 1 

COLOR  LASER  COPIERS 


Plus,  with  optional  equipment,  the  text  and  color 
images  you  generate  on  your  personal  computer  can  be 
printed  with  unsurpassed  quality. 

Canon  Color  Laser     * 


For  information,  call  1-800-OK-C:ANO\. 


WHAT'S  AHEAD  FOR  BUSIHESS 


EDITED  BY  HOWARD  BANKS 


America's  capital  news  on  trade 


It  is  worth  repeating,  again  and  again  this 
election  year,  that  for  all  the  doleful  drumbeat 
from  the  protectionists  who  claim  that  Ameri- 
can industry  is  down  and  cannot  compete  inter- 
nationally, the  fact  is  that  U.S.  competitive- 
ness— as  measured  by  exports — has  never  been 
stronger.  Despite  the  general  slowdown  in  the 
world  economy,  U.S.  merchandise  exports  con- 
tinue to  grow  at  around  8%  a  year  and  hit 
around  $425  billion  last  year. 

What  is  even  more  impressive  is  that  the 
growth  in  exports  of  high-tech  capital  goods  has 
recentiy  been  even  faster,  rising  from  a  10% 
annual  rate  last  year  to  an  annualized  rate  of  over 
20%  for  the  last  three  months.  Momentum,  in 
other  words,  seems  to  be  building.  As  Federal 

Success  is  spreading  far  and  wide 

Even  more  important  is  the  way  that  export- 
ing has  spread  through  manufacturing.  The  in- 
ternational dominance  of  such  U.S.  compa- 
nies as  Boeing,  General  Electric,  Du  Pont,  Hew- 
lett-Packard and  IBM  is  well  known.  But  here 
are  a  handful  of  other  examples  among  many 
successful  U.S.  exporters: 

■  After  Boeing,  the  U.S.'  second-largest  sin- 
gle net  exporter  is  Caterpillar  Inc.,  which  has 
been  scoring  success  after  success  with  its  mas- 
sive tracked  earth  movers  (costing  up  to  $1 
million  apiece),  notably  in  Japan.  Caterpillar, 
which  exports  half  its  output,  is  resisting  a  strike 
by  the  United  Auto  Workers  (Forbes,  Feb.  17) 
but  is  refusing  to  increase  its  offer  of  a  16% 
increase  over  three  years,  plus  new  job  security 
promises,  for  fear  it  would  have  an  impact  on  its 
international  competitiveness. 

■  Cincinnati  Milacron  Inc.'s  exports  of  ma- 
chine tools  increased  53%  in  1991  over  the  year 
before,  particularly  to  the  aerospace  industry 


Reserve  Governor  Lawrence  B.  Lindsey  has 
just  pointed  out  in  a  key  op-ed  article  in  the  Wall 
Street  Journal,  capital  goods  now  account  for 
a  much  larger  share  of  a  U.S.  manufacturing 
sector  that  is  growing,  not  shrinking,  as  Rich- 
ard A.  Gephardt,  Tom  Harkin  and  other  neo- 
protectionists  would  have  one  believe.  Capital 
goods  are  now  close  to  40%  of  total  manufactur- 
ing output,  up  fi-om  around  30%  in  the  1960s. 
Overall,  manufacturing,  at  around  23%,  ac- 
counts for  a  slightiy  larger  share  of  gross  do- 
mestic product  than  it  did  in  the  Sixties. 

Yet  more  good  news  on  the  competitive- 
ness front:  At  45%  of  total  production,  close  to 
double  the  proportion  of  capital  goods  is  now 
exported  than  used  to  be  the  case. 


in  the  Far  East  and  Europe.  And  its  exports  of 
plastics  injection  molding  machines,  where  it 
is  the  largest  U.S.  maker,  grew  by  no  less  than 
78%,  notably  to  Germany  and  Brazil. 

■  Telecommunications  equipment  exports 
have  more  than  doubled  in  the  last  five  years,  to 
a  total  of  $8.8  billion.  Harris  Corp.'s  commu- 
nication sector's  exports  of  telephone  switches 
and  TV  broadcast  equipment,  especially  to 
Mexico  and  the  Far  East,  has  grown  from  30%  of 
sales  in  1990  to  40%  of  $451  million  sales  in 
1991;  the  aim  is  to  increase  this  proportion 

to  50%. 

■  Even  a  small  company  such  as  170 -employ- 
ee Multiplex  Co.  Inc.  of  Ballwin,  Mo.,  which 
makes  refrigerated  food  dispensing  equip- 
ment costing  $12,000  to  $14,000  per  unit,  has 
tripled  its  exports  in  the  last  five  years,  mostiy 
to  Europe  and  Asia.  Sales  in  the  U.S.  have  been 
flat,  but  exports  now  account  for  a  third  of  the 
company's  sales. 


Other  than  autos,  there's  a  trade  surplus 


In  a  flat  time  for  manufacturing  orders  in  the 
U.S.,  export  growth  has  been  the  main  bright 
spot — and  more  or  less  the  sole  contributor  to 
such  economic  growth  as  there  has  been.  Ac- 
cording to  the  National  Association  of  Manu- 
facturers, the  export  boom  in  manufactured 
goods  created  about  500,000  new  jobs 
in  1991. 

More  than  just  the  depreciation  in  the  dol- 
lar under  way  since  the  mid-1980s  has  been  at 
work.  Productivity  in  U.S.  mechanical  engi- 
neering increased  over  5%  a  year  on  average 
between  1979  and  1989,  faster  than  all  the 
country's  international  rivals  but  Japan,  where 
engineering  productivity  increased  by  close  to 


7%,  but  from  a  lower  base.  France  saw  3%  im- 
provement, while  German  engineering  pro- 
ductivity rose  by  only  a  litde  over  1%  a  year  on 
average. 

It  is  illuminating  to  juggle  some  of  the  num- 
bers that  make  up  the  U.S.  trade  deficit.  Helped 
by  slow  overall  economic  activity,  the  mer- 
chandise trade  deficit  is  now  down  to  about  $65 
billion.  Take  out  of  that  oil  imports  of  around 
$60  billion  and  the  U.S.  automotive  sector's 
deficit  with  Japan,  and  it  becomes  evident  that 
the  rest  of  U.S.  manufacturing  now  has  a  healthy 
net  surplus  of  perhaps  $20  billion  with  the  rest 
of  the  world.  Point  that  out  to  the  next  protec- 
tionist you  meet.  §■ 
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THE  FORBES  INDEX 


BY  TIMOTHY  DODMAN 


The  Forbes  Index  (1967=100) 

210 

Current  187.7t 

200  Previous  187.6 

Percent  change         0.1% 

190 


tRevised 
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There's  one  silver  lining  in  the  consumer's  reluctance  to 
spend.  In  December  Americans  reduced  their  nonmort-j 
gage  debts  by  $1.7  billion.  That  leaves  some  untappec 
borrowing  capacity  that  could  turn  into  auto  and  appli-j 
ance  purchases  in  the  future.  Part  of  the  decrease  may  be! 
attributed  to  uneasiness  about  the  fliture,  but  lower] 
interest  rates  are  indirecdy  playing  a  role.  With  the  low| 
returns  available  from  savings  accounts  and  CDs,  consum- 
ers are  deciding  that  it  makes  more  sense  to  use  their  | 
savings  to  pay  off  older,  higher- rate  loans. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

6.5%    ' 

Auto  sales  year  to  date  vs  1 991 ' 

Ward's  Automotive 

-0.9% 

Index  of  leading  indicators  Dec  vs  Nov 

Dept  of  Commerce 

-0.3% 

Trade  balance  12  months  ended  Nov  1991 

Dept  of  Commerce 

-$65  bll 
-0.4% 

All-commodity  producer  price  index  Dec  vs  Nov^      Dept  of  Labor 

GDP  4th  quarter  vs  3rd — annualized  growth 
M2  (3-month  change) — annualized  growth' 

Dept  of  Commerce 
Federal  Reserve 

0.3% 

3.1% 

'  U.S.-based  manufacturers,  excludes  imports,  as  of  1/30/92.  ^  W/holesale  goods.  ^  Includes  Ml             • 
(public  currency  and  checking  deposits)  plus  savmgs  accounts  and  money  market  funds. 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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Industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Reserve) 
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New  unemployment  claims  average  tor  month 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 
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130 


Services     •    Total  index 
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120 

Consumer  price  indexes  (1982-84  3verage=100) 

all  urban  consumers,  unadjusted  (Dept  of  Labor) 
125 


Hevi  housing  starts  (thousands)  privately  ov^ned, 
unadjusted  (Dept  of  Commerce) 
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Retail  sales  ($billions), 

seasonally  adjusted  (Dept  of  Commerce) 
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Inventories      •    New  orders 
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Manufacturers'  new  orders  and  inventories 

($billions),  seasonally  adjusted  (Dept  of  C:- 
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2710 
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Personal  income  ($billions)  wage  and  salary 

disbursements, seasonally  a^'-'^"  "'""• ''  ''~ 


740 
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720 
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Consumer  installment  credit  t>0iiiionsi  tow. 
seasonally  ad)uste<J  iFederal  Reserve' 
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They  are  some  of  the  most  coveted 
automobiles  of  all  time.  The  1961 
E-type.  The  1954  XK-140.  The 
1936  SS- 100— automobiles  that  cre- 
ated the  indelible  tradition  of  Jaguar 
design  and  engineering  excellence. 
Today,  that  tradition  is  carried  for- 
ward by  the  1992  XJS. 

Through  the  years,  Jaguar  has 
pioneered  technological  innovations 
such  as  monocoque  construaion, 
four-wheel  disc  brakes,  and  fully 


independent  suspension  —  achieve- 
ments reflected  today  in  the  best 
sporting  Jaguar  ever  built. 

Now,  computers  and  robotics 
are  part  of  a  highly  advanced  manu- 
facturing process.  New  quality 
assurance  procedures  and  sophisti- 
cated elearonic  controls  exist  side- 
by-side  with  the  time-honored  art 
of  handcrafting  wood  and  leather. 

For  its  owner,  the  reward  is  a  car 
of  sensuous  beauty  and  enviable  per- 
formance. Its  interior  is  an  environ- 


ment of  unparalleled  luxury  and  con- 
venience. Race-bred  handling  and 
agile  response  create  a  relationship 
between  driver  and  car  at  once  con- 
fident and  exhilirating. 

And  for  1992,  even  Jaguar's  war- 
ranty has  been  enhanced,  to  four  years/ 
50,000  miles.  For  the  nearest  dealer, 
who  can  provide  details  on  the  limited 
warranty  and  Jaguar  Royal  Charter 
Care,  call  1-800-4-JAGUAR. 

JAGUAR 
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As  investors  got  sheared  by  overpriced  junk  bonds  in 
the  latter  1980s,  so  they  now  stand  in  danger  of 
overpaying  for  the  equity  issues  that  are  hitting  the 
market  as  companies  deleverage. 

Junk  equity 


By  Richard  L.  Stem  and  Tatiana  Pouschine 


For  every  season  there  is  a  financial 
fashion.  In  the  1980s  debt  was  in 
vogue  and  the  smart  people  on  Wall 
Street  made  fortunes  trading  debt  for 
the  public's  equity.  Now  debt  is  passe 
and  equity  is  all  the  rage,  and  the  same 
smart  people  are  making  second  for- 
tunes by  selling  equit}'  back  to  the 
public,  at  much  higher  prices  than 
what  they  paid  just  a  few  years  ago. 

The  game  is  called  reverse  lever- 
aged buyouts,  and  no  one  plays  it 


40 


better  than  the  people  at  Kohlberg 
Kravis  Roberts.  In  1987  and  1988 
KKR  bought  four  companies — Dura- 
cell  International,  AutoZone,  Ow- 
ens-Illinois and  Stop  &  Shop,  kkr's 
total  equity  investment  in  these  four 
companies  was  about  $690  million. 
Last  year  KKR  took  all  four  public, 
racking  up  an  estimated  $4.4  billion, 
mostly  in  paper  profits  for  itself  and 
for  fellow  in\estors  in  its  binout 
pools.  That's  a  600%-plus  return  in 


five  years.  And  we're  not  even  count-  ■ 
ing  at  least  SI 00  milUon  in  fees  KKR 
took  for  itself  before  the  companies 
went  to  the  market. 

That's  not  all.  kkr  and  its  coinves- 
tors  have  made  something  like  $4 
billion  from  two  other  deals  not  on  [ 
the  1991  new-issues  list:  rjr  Nabisco 
and  Safeway.  Not  counting  the  fees,  ( 
the  principals  at  KKR  keep  a  fiftJi  of  the 
$8.4  billion  in  profits,  or  about  SI. 7 
billion  on  paper  so  far. 

Lesser  lbo  lights  are  faring  nicely, 
too.  At  recent  stock  prices,  Clayton  & 
Dubilier  partnerships  are  sitting  on 
cash  and  paper  worth  S444  million 
from  two  1991  issues — industrial 
pump  maker  bwip  Holding  and  the 
Scotts  Co.,  a  fertilizer  and  grass  seed  . 
company.  Clayton  &  Dubilier's  origi-  j 
nal  equit)'  investments?  Under  S30 
million. 

In  two  relatively  small  1991  deals — 
Alta  Health  Strategies,  health  care  , 
cost  consultants,  and  Zilog,  in  inte- 
grated circuits — ^Warburg,  Pincus 
also  has  done  brilliantly,  turning  an 
original  investment  of  about  S27  mil- 
lion into  SI 60  million  on  paper  in  less 
than  six  years.  And  so  it  goes. 

Behind  these  stunning  profits  is  not 
theft  but  the  clever  use  of  other  peo- 
ple's money.  The  kkrs  of  the  world 
have  arbitraged  brilliandy  bet^\•een 
two  markets — debt  and  equir^' — over 
several  years.  Back  in  the  1980s  inves- 
tors were  hungr\'  for  high-\ielding 
junk  bonds  and  allowed  the  deal- 
makers  to  use  minimal  cash  dowTi 
payments  and  lots  of  debt  to  take 
companies  private.  In  the  early  days  of 
the  LBO  craze,  the  dealmakers  even 
bought  equit\'  on  the  cheap  because 
the  markets,  particularly  in  terms  of 
cash  flow,  were  under\aluing  the 
stocks  of  the  publicly  traded  compa- 
nies they  took  private.  Only  later  in 
the  1980s  did  the  buyout  game  get  so 
crowded  that  assets  were  overpriced 
and  debt  undercollateralizcd — junk 
bonds  really  did  become  junk. 

Now  the  situation  has  reversed,  and 
the  sheep  are  coming  back  to  be 
shorn.  With  interest  rates  low  and 
stocks  high,  the  new  -issues  market  is 
providing  the  dcahiiakers  with  the 
cash  to  w  ipe  their  balance  sheets  clean 
of  some  of  the  high-priced  junk  debt 
and  to  take  huge  pn^fits  on  their  small 
cquitN'  investments  as  the  market  ap- 
plauds their  reequitization. 
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Sell  them  while  they're  hot 

Company/dealmakers  Offer 

date 


Duracell  International/KKR  5/1 

AutoZone/KKR  4/1 

Owens-lllinois/KKR  12/11 

International  Specialty  Products/GAF  6/24 

MGIC  Investment/Northwestern  Mutual  8/6 

Enquirer/Star  Group/Boston  Ventures,  Macfadden,  NAP!  7/19 

York  International/Citicorp  Investments,  Prudential  10/1 

Stop&Shop/KKR  11/22 

Royal  Appliance/management  8/6 

Kaiser  Aluminum /Maxxam  7/11 

Filene's  Basement/Greylock,  Oak,  Whitney 

Amsco  International/Welsh  Carson  Anderson  &  Stowe  IV 

R  P  Scherer/Shearson  Lehman 

Horace  Mann  Educators/Gibbons  Goodwin  van  Amerongen 

BWIP  Holding/Clayton  &  Dubi I ier 

Vigoro/Sam  Zell  5/20 

Joy  Environmental  Technologies/Ad  Ier  &  Shaykin  1 1/15 

AnnTaylor  Stores/Merrill  Lynch  5/16 

Warnaco  Group/Spectrum  Group,  management  10/1 1 

Health  Mgmt  Associates/First  Chicago,  Prudential,  management  2/5 

Interstate  Bakeries/Metropolitan  Life,  CS  First  Boston  7/24 

Homedco  Group/Robertson  Stephens  5/2 

Presley/management  10/10 

Amphenol/LPL  Technologies  1 1/8 

Sonic/MAST  Resources  2/28 

Caldor/Odyssey  Partners,  DU  4/24 

Zilog/Warburg  Pincus  2/27 

TakeCare/Hillman  family  3/20 

Vans/McCown  De  Leeuw,  Chesterfield  8/22 

Carlisle  Plastics/management  5/15 


Price 

offer  recent 


%  change  from  offer 
stock  S&P 


15 

IVA 

11 

i5y2 

24 

14 
23 

i2y2 
i5y2 

14 


14 
17 
26 
20 
16 

16 
15 
10 

MVz 

21 
11 
19 
14 
11 


33y8 

40 

13y8 

15 

40y4 

2oy4 
29y4 

17 

55y2 

12 


121% 
248 

22 

-3 

68 

45 

27 

36 

258 

-14 


8% 
11 
5 
8 
5 

7 
9 
12 
8 
7 


24% 
14% 
22y8 
31% 
31% 

16% 
27y8 
15% 
8% 
3iy2 

17y2 

22y4 

25% 
24% 
12y8 


74 

-14 

-15 

57 

98 

5 

81 

59 

-7 

152 

-17 

107 

36 

77 

10 


5 

9 

10 

10 

17 

11 
6 
9 
5 
6 

7 
6 

5 
7 

12 


at 
offer 

83 
23 
NA 
29 
10 

8 

NM 

16 

16 

3 


-P/E- 


8 

55 

NM 

NA 

29 

13 
39 
53 
NA 
46 

NA 
11 
12 
48 
NA 


current 

41 
56 
35 
24 
15" 

NM 
NA 
22 
38 
6 


Recent  prices  as  of  Feb.  7.     NA:  Not  available.     NM:  Not  meaningful. 

Sources:  Securities  Data  Co.;  Standard  &  Poor's;  company  prospectuses  and  financials;  Forbes. 

In  a  hot  market,  highly  leveraged  companies  can  go  public  at  rich  multiples— and  then  go  still  higher.  These  are 
the  30  largest  reverse  LBO  deals  of  1991,  measured  by  market  value  of  common  shares  outstanding. 


NA 
NA 
74 
NM 
24 

9 

24 

NM 

15 

49 

NA 
20 
14 
NA 
NA 


Market 
value 
($mil) 

$3,702 
2,770 
1,591 
1,498 
1,183 

893 
847 
833 
699 
687 


4/30 

14y2 

34y2 

138 

10 

28 

47 

581 

3/26 

14 

23y2 

68 

9 

20 

28 

666 

10/11 

18 

28% 

58 

5 

26 

41 

657 

11/14 

18 

2iy4 

18 

8 

NA 

NA 

615 

5/23 

14y2 

25 

72 

10 

11 

26 

607 

487 
461 
406 
389 
355 

353 
335 
294 
282 
245 

244 
244 
232 
222 
217 


All  told,  some  65  reverse  lbos  hit 
the  market  in  1991,  raising  $5.7  bil- 
lion. The  table  shows  30  of  the  big- 
gest deals. 

Consider  one  of  kkr's  deals:  Dura- 
cell  International  Inc.,  the  battery 
maker,  kkr  bought  Duracell  from 
Kraft  in  June  1988  in  a  $1.9  billion 
leveraged  buyout,  funded  heavily  by 
junk  bonds.  The  buyout  price  came  to 
a  seemingly  unmanageable  15  times 
Duracell's  jearnings  before  interest 
and  taxes,  of  EBIT,  a  good  proxy  for 
free  cash  flow. 

Last  May  kkr  took  Duracell  public 
at  SI 5  a  share.  This  price  put  a  total 
valuation  on  the  business^^lebt  out- 
standing plus  market  value  of  equi- 
ty— of  S2.6  billion.  The  sum  came  in 


at  11  times  earnings  before  interest 
and  taxes.  Still,  KKR  cleaned  up,  be- 
cause Duracell's  cash  flow  had  nearly 
doubled,  and  the  steep  leverage  in  the 
deal  magnified  kkr's  profits  as  equity 
holder. 

By  historical  standards,  11  times 
cash  flow  is  a  particularly  high  price 
for  a  mature  business  like  a  battery 
manufacturer.  But  note  that  the  initial 
offering  raised  $500  million,  used  to 
retire  some  of  Duracell's  junk  debt. 
Remember:  Debt  is  out  these  days 
and  equity  is  in.  Deleveraging  the 
company  improved  the  market's  per- 
ception of  Duracell,  fiirther  increas- 
ing the  value  of  the  company's  equity. 
Now  Duracell  stock  is  trading  at  33. 
Even  after  unloading  7  million  of  its 


shares  in  an  offering  in  October,  kkr 
is  sitting  on  a  Duracell  stake  worth 
another  $2  billion. 

kkr  should  thank  its  lucky  stars  that 
the  public  markets  don't  work  the 
way  private  markets  do.  Businesses 
trade  privately  for  more  like  eight 
times  free  cash  flow.  Had  kkr  received 
for  its  four  companies  what  a  private- 
market  buyer  would  pay,  its  profit 
would  have  been  $750  million,  less 
than  a  quarter  what  kkr  has  made  so 
far  by  selling  equity  to  the  public. 

Now  notice  something  scary  in  the 
table.  Since  going  public,  many  of 
these  reverse  lbos  have  appreciated 
sharply.  Zilog,  Filene's  Basement  and 
Sonic  have  all  more  than  doubled. 

What  does  that  do  to  EBIT  multi- 
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Junk  equity 

pies?  Let's  look  again  at  Duracell.  At 
its  recent  price,  Duracell  is  being  val- 
ued in  the  marketplace  at  an  astound- 
ing 18  times  earnings  before  interest 
and  taxes.  Yet  investors  keep  buying. 
Many  of  these  companies  are  funda- 
mentally sound,  but  the  market  is 
even  bailing  out  dealmakers  who 
overpaid  and  overleveraged  to  the 
point  where  operating  earnings  failed 
to  cover  interest  expense.  Some  ex- 
amples: Robern  Apparel,  a  skiwear 
importer,  and  Fruehauf  Trailer,  mak- 
er of  truck  trailers. 

This  is  scary  because  it  suggests  that 
the  financial  pendulum  is  again 
swinging  too  far.  Just  as  the  public 
began  to  pay  too  much  for  junk  bonds 
as  the  1980s  wore  on,  so  it  now 
appears  investors  are  beginning  to  pay 
fanciful  prices  for  equity.  Equity,  in 
effect,  is  becoming  junk  equity. 

Consider  Gulfstream  Aerospace. 
The  maker  of  top -of- the -line  business 
jets  was  purchased  in  1990  from 
Chrysler  by  Teddy  Forstmann  and 
partners  of  his  Forstmann  Litde  & 
Co.  Price:  $850  million,  of  which 
$100  million  was  equity.  Gulf- 
stream's  sales  dropped — from  over  $1 
billion  in  1989  to  $887  million  last 
year.  Gulfstream's  operating  income 
of  $21  million  doesn't  begin  to  cover 
its  $73  million  in  interest  expenses. 

No  matter.  Forstmann  is  planning 
to  sell  5.75  million  Gulfstream  shares 
(19%  of  the  company's  equity)  to  the 
public.  Price:  $20  a  share,  which  val- 
ues the  company  (equity  plus  debt)  at 
a  truly  incredible  61  times  EBIT  cash 
flow.  If  the  issue  sells,  Forstmann  and 
his  investors  will  have  booked  paper 
profits  of  $270  million  on  a  $70 
million  equity  investment. 

Another  example  of  expensive 
equity  replacing  junk  debt:  Burling- 
ton Industries  plans  soon  to  retire 
most  of  its  LBO  debt  by  selling  equity 
at  a  price  that  would  value  the  busi- 
ness at  1 3  times  operating  income  (see 
story,  p.  66). 

Is  the  market  near  a  peak?  There's 
no  telling.  Financial  fads  often  last 
longer  than  seems  possible.  But  here's 
one  warning  sign:  In  several  of  the 
more  recent  reverse  LBOs,  the  insiders 
themselves  have  been  converting 
some  of  their  personal  holdings  into 
cash.  When  the  smart  money  is  sell- 
ing, public  investors  need  a  very  good 
reason  to  be  buying.  IB 


In  outmaneuvering  Carl  Icahn  for  control 
of  George  Gillett's  assets,  Leon  Black 
is  striding  toward  billionaire  status. 

Wanning  up 
for  the  big  ones 


By  Phyllis  Berman  with  Jean  Sherman  Chatzky 


ii 


Now  THAT  THEY  are  about  to  win  the 
bidding  for  Executive  Life's  $6  billion 
(par  value)  junk  bond  portfolio,  how 
do  Leon  Black  and  France's  Credit 
Lyonnais,  his  partner,  intend  to  ex- 
ploit what  they  are  buying?  For  some 
clues,  check  out  what  Black  is  doing 
with  George  Gillett  Jr.'s  Gillett  Hold- 
ings. If  we're  right,  Gillett  will  be- 
come a  pattern  for  restructuring  deals 
that  will  make  42 -year-old  Black  a 
billionaire  before  the  decade  is  up. 

The  insolvent  Gillett  Holdings  has 
managed  to  hold  on  to  several  televi- 
sion stations,  a  meatpacking  plant  and 
Vail  Associates,  which  owns  and  oper- 
ates the  Colorado  ski  resort. 

Leon  Black  knows  Gillett,  the  man 
and  the  company,  well.  As  a  young 
investment  banker  at  the  late  Drexel 
Burnham,  Black  played  a  key  role  in 


Gillett's  purchase  of  a  single  television ; 
station,  WTVT  in  Tampa,  Fla.,  for  ani 
incredible  $385  million  in  1987.  The 
price  was  so  high  the  annual  debtt 
service   requirements   exceeded   the 
station's  annual  gross  revenues. 

A  few  months  later.  Black  again 
helped  facilitate  Gillett  Holdings' 
purchase — at  a  ver\'  high  15  times 
cash  flow — of  a  group  of  tele\ision 
stations  that  another  Black  client, : 
buyout  king  Kohlberg  Kravis  Rob- 
erts, wanted  to  spin  off"  ft^om  Storer 
Communications.  Michael  Milken 
tried  to  convince  Gillett  that  the  deal 
was  fijndamentally  unsound.  But  in 
the  end  Gillett  ignored  Milken  and 
bought  the  Storer  stations,  financing 
the  purchase  with  junk  bonds  at  rates 
as  high  as  17.5%. 

By  late  1989  Gillett  Holdings  was 
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n  trouble,  and  by  August  1990  it  had 
cfaulted  on  some  of  the  junk  bonds 
sed  to  finance  the  Storer  deal. 
Last  spring  Black  visited  Gillett  at 
his  Vail  resort.  Black,  who  walked 
away  ft^om  the  Drexel  wreckage  with 
around  $50  million  (Forbes,  Mar. 
18,  1991),  knew  Gillett  Holdings 
owned  some  valuable,  if  overencum- 
bered,  properties  and  had  already 
scooped  up  a  good  chunk  of  Gillett 
Holdings'  senior  junk  bonds  at  deep 
discounts.  He  now  approached  Gil- 
lett with  the  idea  of  providing  equity 
j  to  help  Gillett  avoid  Chapter  1 1 . 

George  Gillett  would  pour  out  the 
details  of  his  troubled  operation  to 
Black.  Because  information  is  a  scarce 
commodity  in  the  junk  bond  busi- 
ness, that  knowledge  was  pure  gold 
for  Black.  It  put  him  in  a  position  to 
know  whether  to  buy  up  more  of 
Gillett  Holdings'  bonds  and  its  then 
heavily  discounted  bank  debt — ^which 
he  proceeded  to  do. 

Before  long.  Black  had  bought  up 
enough  of  Gillett  Holdings'  debt  to 
block  any  restructuring  proposal  he 
didn't  like.  In  his  first  offer  to  bond- 
holders, George  Gillett  hoped  to  ex- 
change Gillett  Holdings  bonds  for 
cash  and  new  securities,  and  to  hold 
on  to  a  majority  stake.  His  eye  on  Vail 
and  Gillett's  other  assets.  Black  quick- 
ly vetoed  that  proposal.  But  Gillett 
flexed  his  muscles  too,  reminding 
Black  and  others  of  his  political  con- 
nections in  Colorado,  and  threatened 
to  pursue  a  cram-down  plan. 


Eventually  Black  and  Gillett  agreed 
upon  a  plan.  In  a  deal  offered  to 
Gillett's  creditors  in  January,  Black's 
Apollo  ftind  is  proposing  to  inject  $40 
million  in  new  equity  into  Gillett 
Holdings.  In  exchange,  Apollo  would 
receive  between  57%  and  62%  of  the 
equity  in  the  restructured  company; 
the  creditors  would  reduce  their 
claims  to  $600  million  or  less,  from 
about  $1  billion.  George  Gillett 
would  be  allowed  to  keep  5%  of  his 
company.  Black  has  also  offered  Gil- 
lett a  minimum  of  $30,000  a  week  to 
run  the  operation.  The  plan  is  likely  to 
go  through  within  the  year. 

In  thus  parlaying  his  control  of 
Gillett's  debt  into  majority  ownership 
of  its  equity.  Black  has  managed  a 
beautiful  end  run  around  his  close 
personal  friend  and  former  client  Carl 
Icahn,  the  twa  chairman  and  junk 
bond  investor.  Icahn,  too,  quiedy 
bought  up  a  lot  of  Gillett's  bonds.  But 
while  Black  went  after  the  senior 
bonds  and  bank  debt,  Icahn  bought 
the  most  junior  layer  of  the  debt. 
When  the  hands  were  shown.  Black 
held  the  strongest  cards. 

Under  the  Black/Gillett  plan, 
Icahn  would  receive  at  least  15%  of 
the  restructured  Gillett  Holdings'  eq- 
uity. But  Icahn  is  fiirious.  Black  grant- 
ed George  Gillett  a  veto  over  any  sale 
of  the  company's  assets  over  the  next 
three  years.  Icahn  figures  that  with 
this  veto,  Black  and  Gillett  can  keep 
the  company's  value  down  and  force 
Icahn  and  other  minority  owners  to 


Dueling  financiers 
Carl  Icahn  (left)  and 
Leon  Black  (right) 
flank  Vail  owner 
George  Gillett  Jr. 
With  control  of 
Executive  Life's 
huge  juni(  bond 
portfolio,  can 
Black  do  unto 
others  as  he's 
done  unto  bond- 
holder Icahn 
and  equity 
owner  Gillett? 


sell  out  to  them. 

Icahn  says  that  in  addition  to  the 
big  salary.  Black  has  also  agreed  to 
give  Gillett  an  option  to  buy  Gillett 
Holdings'  meatpacking  operations  at 
$22  million.  Yet,  according  to  some 
insiders,  the  meat  operation  could  be 
worth  some  $40  million  today. 

Some  people  close  to  the  Gillett 
Holdings  restructuring  figure  that 
George  Gillett  stands  to  end  up  with 
as  much  as  $75  million  from  the 
restructuring.  Grumbles  Icahn,  who 
put  his  TWA  into  Chapter  1 1  in  Janu- 
ary: "Why  should  Gillett  have  the 
right  to  demand  a  $30,000-a-week 
salary,  plus  an  option  to  repurchase 
bondholders'  equity  in  a  few  years?  In 
TWA,  where  I  am  in  Gillett's  place,  I 
gave  up  all  my  stock,  get  no  salary  and 
have  to  put  in  another  $35  million. 

"I'm  voting  against  it  [the  restruc- 
turing plan],"  Icahn  adds.  But  if 
Black  and  Gillett  can  show  a  Colorado 
court  that  their  plan  offers  Icahn  and 
other  creditors  more  than  they  could 
get  in  a  liquidation,  it  is  likely  that 
Icahn  will  be  forced  to  go  along. 

As  we  said  in  the  beginning,  Gillett 
is  probably  the  first  of  many  similar 
restRicturings  that  Leon  Black  will 
conduct.  Black  and  his  French  bank- 
ers. Credit  Lyonnais,  successfiilly  bid 
for  Executive  Life  Insurance  of  Cali- 
fornia's $6  billion  (par  value)  portfo- 
lio of  junk  bonds,  which  will  give 
them  controlling  positions  in  all  the 
important  restructurings  of  the  next 
few  years.  Black  and  the  French  will 
pay  $3.25  billion.  But  someone  who 
knows  the  portfolio  intimately  says  it 
is  worth  at  least  $4.25  billion  today — 
and  will  in  all  likelihood  be  worth  over 
$6  billion  by  the  end  of  the  decade  if 
Black  can  turn  Executive  Life's  debt 
positions  into  controlling  equity 
stakes,  as  he  did  in  Gillett's  case. 
"This  is  the  steal  of  the  century,"  says 
this  source. 

Under  his  agreement  with  Credit 
Lyonnais'  subsidiary,  Altus,  Black  is 
likely  to  receive  20%  of  all  portfolio 
gains.  He  will  also  get  fees  for  any 
deals  he  restructures,  and  he  will  have 
a  captive  clientele  for  Credit  Lyon- 
nais' investment  banking  arm,  which 
he  runs.  "In  a  few  years,"  says  one 
former  Drexel  banker,  "Leon  Black 
could  control  more  assets  than  kkr 
does  today."  Billionaire  status  is  well 
within  his  reach.  ^ 
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Real  estate  tax  shelters  will  return 
to  haunt  the  tax  code  if  a 
little-noticed  bill  goes  through. 

"A  done  deal"? 


By  Laura  Saunders 

Will  this  year:s  tax  act  bring  back 
real  estate  tax  shelters? 

At  first  glance,  the  answer  is  no.  To 
have  a  \ibrant  shelter  industn-,  large 
numbers  of  taxpayers  need  to  be  able 
to  deduct  current  losses  from  real 
estate  against  other  sources  of  in- 
come. The  1986  "passive  loss"  rules 
make  that  impossible,  and  the  tax 
proposals  in  President  Bush's  State  of 
the  Union  address  don't  seem  to  alter 
the  picture  ven-  much.  The  President 
would  lift  the  passive  loss  restrictions, 
but  only  for  developers  uho  build  and 
manage  projects.  Not  much  opportu- 
nit\'  for  shelters  there. 

Or  is  there.' 

Evidence  is  accumulating  that  the 
Bush  proposal  is  just  the  first  step  of 
what  could  become  a  tax  shelter  free- 
for-all.  The  vehicle  for  this  full-scale 
retreat  from  1986's  elimination  of 
most  shelters  is  a  bill,  H.R.  1414, 
introduced  by  Representative  Mi- 
chael Andrews  ( D-Tex. )  last  year.  The 
bill  has  already  attracted  325  sponsors 


in  the  House  and  40  in  the  Senate, 
and  is  sure  to  be  considered  in  this 
year's  tax  package. 

H.R.  1414's  stated  aim  is  to  allow 
writeoffs  of  losses  on  real  estate  only 
for  certain  real  estate  professionals. 
But  look  closely  at  its  definition  of 
these  people.  It's  so  broad  you  could 
drive  a  bulldozer  through  it. 

The  bill  would  repeal  the  passive 
loss  rules  not  just  for  builders  and 
developers  but  for  anybody  who 
spends  more  than  500  hours  a  year — 
less  than  10  hours  a  week — and  half 
his  or  her  working  time  in  "real  prop- 
ert\'  operations." 

What  are  real  property  operations? 
Let  us  quote.  Real  property  opera- 
tions, says  the  bill,  are  "any  real  prop- 
erty' development,  redevelopment, 
construction,  reconstruction,  acquisi- 
tion, conversion,  rental,  operation, 
management,  leasing,  brokerage,  ap- 
praisal, and  finance  operations." 

So  we're  not  just  talking  about 
developers  \sith  mud  on  their  boots. 
Also  able  to  use  passive  losses 
would  be  Realtors,  mortgage 
loan  officers,  lawyers  who  han- 
dle house  closings,  brokers 
who  sell  real  estate  s\'ndica- 
tions,  accountants  who  spe- 
cialize in  auditing  them  and 
Wall  Streeters  who  trade  Gin- 
nie  Maes.  "There  are  some 
years  when  even  I  have  done 
enough  work  for  real  estate 
companies  to  qualif\',"  says 
Thomas  Ochsenschlager,  a  tax 
expert  with  CPAs  Grant  Thorn- 
ton who  has  studied  the  bill. 

The  really  exciting  possibili- 
ties stem  from  how  income 
and  losses  can  be  matched  on 
joint  returns.  According  to 
H.R.  1414,  a  plastic  surgeon 
with  a  spouse  who  dabbles  for 
50  hours  a  month  in  real  estate 


could  shelter  income  from  a  medical 
practice.  Maybe  the  surgeon  even  has 
a  couple  of  vacation  condos,  and  the 
spouse  merely  tries — hard  but  unsuc- 
cessftilly — to  rent  them.  That  might 
qualify'. 

Will  the  President  go  along  with, 
H.R.   1414?  In  aU  likelihood,  yes 
"Total  repeal  of  passive  losses  for 
some  people  is  already  a  done  deal, 
insists  one  insider.  "The  question  is, 
how  wide  will  the  gates  open?" 

The  real  estate  lobby  overwhelm- 
ingly supports  this  bill,  and  in  this 
language.  If  Bush  were  to  oppose  it 
he'd  be  taking  on  this  enormously 
powerful  lobby,  which  is  well  orga- 
nized and  well  financed. 

Judging  by  the  number  of  co-spon- 
sors. Congress  is  willing,  too.  "With 
Realtors  and  property  owners  in  every 
district,  members  are  more  aware  of 
the  pain  caused  by  real  estate  declines 
than  with,  say,  oU  and  gas  or  insur- 
ance," says  Da%id  Berenson,  a  tax 
expert  at  Ernst  &  Young.  Says  Jeffrey 
Deboer  of  the  National  Realn,'  Com- 
mittee, "It's  hard  to  find  anyone  who 
doesn't  support  [H.R  1414]  on  Cap- 
itol HiU." 

According  to  estimates  by  the  Joint 
Tax  Committee,  H.R.  1414  would 
cost  the  Treasmy  an  average  SI  bil- 
lion a  year  through  1997.  But  pro- 
moters of  this  scheme  are  said  to  have 
some  \ictims  picked  out  to  help  pay 
for  the  measure's  revenue  loss. 

Apparentiy,  they  want  the  loss  to  be 
covered  in  part  by  limiting  the  de- 
ductibility' of  interest  on  new  home 
equity  loans;  this  deduction  currentiy 
costs  the  Treasury  perhaps  $5  billion  a 
year.  Further  revenue,  if  needed, 
could  come  from  stretching  out 
somewhat  the  depreciable  lives  for 
buildings.  After  all,  what  good  is  de- 
preciation if  you  can't  deduct  it? 

If  Ginnie  Mae  traders  and  married 
surgeons  can  once  again  take  immedi- 
ate deductions  for  their  passive  losses 
from  real  estate  partnerships,  what 
will  happen  to  the  billions  of  dollars 
they  and  others  have  in  "suspended" 
passive  losses  from  real  estate  tax  shel- 
ters from  years  1987  through  1991? 
H.R.  1414  is  open  on  this  key  ques- 
tion. But  whatever  happens,  it's  safe 
to  assume  that  many  a  government 
expert  will  be  busy  writing  regula- 
tions, and  many  a  (.T.\  will  be  kept 
prosperous  interpreting  them.        ^M 
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'eJjAs  it  has  expanded  out  of  asbestos  removal, 
^•illmanagementatthe  Brand  Cos.  has  found  a  host 
of  new  unpleasant  businesses. 

Somebody's  got 
to  do  it 
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By  Christopher  Palmeri 

Seven  years  ago  Matthew  Jackson 
answered  an  ad  for  a  commercial  div- 
ing school  in  Houston.  The  ad  prom- 
ised travel,  high  pay  and  adventure, 
and  it  wasn't  kidding.  Now  32,  Jack- 
son makes  about  $55,000  a  year  man- 
aging a  team  of  divers  who  specialize 
in  servicing  nuclear  power  plants. 
Such  plants  have  large  stainless  steel 
pools  where  spent  fuel  is  stored  and 
where  reactors  are  submerged  for 
maintenance.  Jackson  says  he  can 
sometimes  glimpse  the  bluish- black 
glow  of  "hot"  nuclear  fuel.  "It's 
exhilarating,"  he  says. 

Jackson's  employer  is  the  Brand 
Cos.,  of  Westchester,  111.,  a  $408  mil- 
,lion  (sales)  company  that  specializes 
I  in  all  sorts  of  nasty  jobs  most  people 
would  just  as  soon  pay  somebody  else 
to  do.  Brand  employees  erect  300- 
foot-high  scaffolds  around  refinery 
towers.  They  scrape  zebra  mussels 
from  the  water  intake  pipes  of  power 
plants  on  the  Great  Lakes.  They  use 
plastic  explosives  to  blast  slag  off  the 
insides  of  power  plants'  boilers.  And, 
naturally,  they  remove  asbestos. 

Brand  was  founded  in  1961  to 
install  asbestos  insulation.  When  the 
wave  of  new  power  plant  construction 
began  in  the  late  1960s,  Brand  cov- 
ered up  the  pipes  and  boilers  in  over 
200  plants. 

Came  then  the  asbestos  scare,  and 
Brand  was  able  to  score  a  second  time, 
as  a  specialist  in  asbestos  abatement 
and  removal.  "We  knew  what  it  took 
to  put  it  in,"  says  Louis  Pauly,  a 
former  Brand  executive  who  now 
runs  a  rival  firm.  "We  knew  how  to 
take  it  out." 

For  a  few  years  in  the  1980s,  Brand 
earned  good  money  removing  what  it 


Brand's  Victor  Barnhart  and  Harold  Ingalls 
More  services  to  the  same  customers. 


had  installed.  But  then  thousands  of 
companies,  including  big  names  like 
Browning-Ferris  and  Bechtel,  got 
into  asbestos  abatement.  Margins  fell. 
So,  eventually,  did  the  volume  of 
work.  Result:  During  the  last  couple 
of  years,  the  number  of  firms  in  the 
asbestos  abatement  business  has  been 
cut  to  approximately  two-thirds  of  its 
5,000-firm  peak  in  1989. 

Brand  stuck  it  out.  "We're  the  only 
really  national  company  left,"  says 
Brand's  president,  Victor  Barnhart. 
But  with  profits  pinched.  Brand's 
founders  realized  they  needed  fresh 
capital  to  expand  into  other,  more 
promising  lines.  So  in  1988  they 
agreed  to  trade  a  49%  stake  in  their 
company  to  Chemical  Waste  Man- 
agement, a  77%-owned  subsidiary  of 
Waste  Management  Inc. 


In  exchange  for  the  equity.  Brand 
Cos.  received  two  struggling  asbestos 
abatement  firms  and  $43  million  in 
cash.  Chemical  Waste  has  since  slight- 
ly increased  its  Brand  stake  to  54%; 
that  position  is  now  worth  $270 
million. 

Linking  itself  to  a  larger  partner  has 
worked  out  nicely  for  Brand.  As 
Brand  Chief  Financial  Officer  Harold 
Ingalls  points  out,  the  company  often 
disposes  of  its  asbestos  waste  in  Waste 
Management  landfills,  and  it  borrows 
at  rates  only  slighdy  above  Waste 
Management's  commercial  paper 
rate,  currendy  5%. 

Asbestos  removal  is  still  profitable, 
but  under  Waste  Management's  con- 
trol. Brand  has  reduced  its  depen- 
dence on  asbestos  removal  from  60% 
of  revenues  in  1989  to  an  estimated 
40%  this  year.  Rising  in  importance 
are  scaffolding  erection  and  underwa- 
ter maintenance  services.  Brand  is 
now  the  nation's  largest  installer  of 
industrial  scaffolding,  grossing  about 
$140  million  last  year  on  this 
specialty. 

Around  46%  of  Brand  Cos.'  23 
million  shares  trade  over-the- 
counter.  Recendy  22  a  share,  the 
stock  was  trading  at  about  18  times 
what  Chicago  Corp.  analyst  James 
McDonald  estimates  will  be  its  1992 
earnings — $1.20  a  share,  a  30%  in- 
crease from  1991.  Barnhart,  one  of 
about  a  dozen  Brand  managers  who 
came  from  the  Waste  Management 
family,  says  he  thinks  he  can  keep  the 
company's  sales  and  earnings  grow- 
ing at  20%  a  year,  in  part  by  making 
acquisitions. 

"The  idea,"  says  Barnhart,  "is  to 
offer  more  and  more  services  to  the 
same  base  of  customers:  power  plants, 
refineries  and  chemical  plants."  Thus, 
for  example,  the  company  has  recent- 
ly acquired  businesses  in  industrial 
cleaning  and  demolition. 

Right  now.  Brand  employees  are 
dismantling  a  mile-long  former  Uno- 
cal refinery  near  Beaumont,  Tex.,  a 
job  where  much  of  the  company's 
profit  vsdll  come  from  selling  off  the 
used  steel  and  refinery  equipment. 
The  project  also  involves  asbestos 
abatement  and  the  removal  of  hazard- 
ous substances  by  Chemical  Waste. 
It's  not  particularly  nice  work,  but 
somebody's  got  to  do  it,  and  be  paid 
for  it.  Hi 
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A  hodgepodge  of  industrial  assets  acquired  during  the 
1980s,  Sal  Alfiero's  Mark  IV  Industries  is  also  a 
miraculous  survivor  of  the  junk  debt  era. 

Quick  reflexes 


By  James  R.  Norman 


Mark  IV  founder 
Salvatore  Alfiero 
"The  biggest 
thing  going  for 
us  was  that 
nobody  thought 
we  could  pull 
it  off." 


As  A  CARRIER- BASED  U.S.  Marine 
Corps  fighter  pilot  during  the  Viet- 
nam War,  Salvatore  H.  Alfiero  took 
plenty  of  risks  in  his  single-engine  jet 
but  came  home  unscathed.  Business 
life  proved  every  bit  as  risky  as  mis- 
sions over  Vietnam. 

Afl:er  picking  up  a  degree  fi-om 
Harvard's  business  school  (class  of 
1966),  Alfiero  founded  Mark  IV  Inc., 
a  mobile-home  maker.  During  the 
mid-1970s  Alfiero  shuttered  the 
company's  mobile-home  operations 
and  began  buying  up  manufacturing 
companies,  changing  his  firm's  name 
to  Mark  IV  Industries. 

Fueled  with  over  $800  million  in 
high-yield  debt  raised  through  Bear, 
Stearns  &  Co.,  between  1985  and 
1991  Alfiero  paid  a  total  of  $1.25 
billion  for  some  40  companies.  For 
the  most  part,  he  kept  what  he  bought 
and  borrowed  to  buy  yet  more.  In 
seven  years  Mark  IV's  sales  ballooned 
from  $37  million  to  $1.1  billion.  In- 
vestment banking  fees  paid:  about 
$50  million. 

In  1988  Alfiero  consummated  his 
biggest  deal  when  he  paid  $625  mil- 


lion for  former  tiremaker  Armtek 
Corp.,  a  company  twice  Mark  IV's 
size.  "The  biggest  thing  going  for 
us,"  Alfiero  recalls,  "was  that  nobody 
thought  we  could  pull  it  oflf." 

With  Armtek  on  board,  Mark  IV's 
debt  topped  $1  billion — ten  times 
equity.  But  like  good  pilots  who  in- 
stinctively feel  the  limits  of  their  craft:, 
Alfiero  sensed  that  Mark  IV's  debt 
load  factor  was  about  to  drag  it  down. 

So  he  began  to  lighten  up,  fast.  In 
1989  he  sold  Armtek's  Copolymer 
unit  to  Naamloze  Vennootschap 
DSM.  Just  a  few  months  after  that  he 
negotiated  the  sale  of  Armtek's  Black- 
stone  radiator  unit  to  Carlo  DeBene- 
detti's  Valeo  S.A.  for  $330  million  in 
cash  and  assumed  debt.  The  timing 
could  not  have  been  better:  At  about 
the  same  time  Campeau  Corp.  de- 
faulted on  its  bonds,  all  but  wiping 
out  the  asset  resale  market. 

Together,  the  sales  of  Copolymer 
and  Blackstone  meant  that  Mark  IV 
had  recouped  nearly  its  entire  Armtek 
outlay  but  still  had  Armtek's  crown 
jewel,  its  Dayco  rubber  hose  and  belt 
business.    Dayco    provided    roughly 


half  Armtek's  sales  and  profits.  And  it 
fit  well  in  Mark  IV's  accumulation  of 
small  manufacturing  firms  with  secure 
niches  in  such  varied  fields  as  railcar 
and  bus  reading  lights,  traffic  signs 
and  professional  audio  equipment. 

After  the  Blackstone  sale,  Alfiero 
was  loaded  with  cash.  By  this  time 
junk  bonds  were  going  begging — the 
government  had  begun  forcing  the 
institutions  to  throw  them  on  the 
market — so  Alfiero  began  buying  in 
Mark  IV's  junk  bonds  at  steep  dis- 
counts. He  bought  in  and  retired 
$250  million  of  expensive  debt  in 
three  days. 

He  kept  cutting  and  refinancing. 
Last  year  Mark  IV  cut  400  of  its 
11,000  jobs  and  Alfiero  trimmed  his 
own  $700,000  pay  by  20%.  Mean- 
while he  sold  off",  at  a  nice  profit,  some 
$30  million  of  stock  he  had  quiedy 
accumulated  in  Interlake  Corp.  and 
Trinova  Corp.,  companies  he  had  ear- 
lier eyed  as  takeover  targets.  Last  year 
Alfiero  enticed  debt  holders  to  con- 
vert $57  million  in  junk  bonds  to 
common  stock,  and  raised  another 
$67  million  by  selling  new  shares. 
Last  month  Mark  IV  sold  another 
$114  million  of  convertible  deben- 
tures to  refinance  yet  more  high-cost 
debt.  This  has  brought  debt  dowTi  to 
about  $530  million  and  reduced  what 
was  once  a  92%  debt-to-capital  ratio 
to  62%.  Alfiero's  goal:  less  than  50% 
by  1993. 

Wall  Street  has  applauded  the  new 
look  of  Mark  IV's  balance  sheet.  The 
company's  stock  has  jumped  to  above 
21a  share  from  under  10a  year  ago; 
this  plus  last  year's  equity-  issue  have 
tripled  the  $1  billion  (revenues)  com- 
pany's market  capitalization  to  $500 
million.  Analysts  say  lower  interest, 
modest  growth  and  more  cost  cuts 
could  double  earnings  {$33  million, 
$1 .50  a  share,  in  fiscal  1991 )  in  three 
years.  And  Mark  FV^s  earnings  multi- 
ple, still  below  the  market  average, 
could  rise  further. 

Alfiero,  who  grew  up  in  a  rough 
section  of  New  Bedford,  Mass.  and 
earned  an  aeronautical  engineering 
degree  from  Rensselaer  Pohtechnic 
Institute,  owns  10.7%  of  the  compa- 
ny; the  stake  is  currently  worth  over 
$50  million.  Ncnv  54,  he's  proved 
that  the  quick  rctlcxcs  learned  in  the 
cockpit  can  come  in  handy  in  the 
executive  suite.  Hi 


46 


Forbes  "March  2,  1992 


stion 

lent, 
Alfici 

'ntlit 

'"?  u 


ofij 

•dtiis 
lean- 
ionic 
uetJy 
and 
tar- 
year 
:on- 
no 
tlier 
m. 
iicr 
en- 
;ost 
I  to 
hat 
tio 


Getting  to  gate  87  in 

Anyone  who  travels  on  business  knows  how 
hard  it  can  be.  Which  is  why  we've  made 
getting  AT&T  so  easy  Even  at  pubhc  phones 

two  minutes  isn't  always  easy 

that  aren't  automatically  connected  to  AT&T. 
If  you're  calling  long  distance  and  you  don't 
hear  'AT&T"  after  the  bong,  simply  hang  up. 

Getting  AE^  is. 

Dial  10+ATT+O  (it's  right  on  the  back  of  your 
AT&T  Card).  You'll  be  assured  of  the  service 
you  depend  on,  at  the  prices  you  expect. 

DiallO-ATT+0 

plus  the  area  code  and  number 


...u.**""' 


(orptA 


fAnr 


'^/t^, 


'rs4/ 


For  more  information  call 
1800  661-0661,  Ext. .5313. 
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Just  because  you  need  to  drive  a  wagon 
doesn't  mean  you  can't  still  have  an  Accord. 

It's  a  car  designed  for  the  demanding 
driver.  In  fact,  unless  you  take  a  look  in  the 
rearview  mirror,  you  won't  know  you're  in  a 
wagon.  The  strong  140-horsepower,  2.2  liter, 
16-valve  fuel-injected  engine  can  handle 
almost  any  situation,  from  climbing  a  steep 
hill  to  passing  a  slowpoke  on  the  highway. 


No  matter  what  obstacles  you  encountj 
the  double  wishbone  suspension  system,  tlj 
anti-lock  brakes  (ABS),  the  all-season  tiree] 
and  front  and  rear  stabilizer  bars  combine 
help  smooth  the  bumps  along  the  way. 

Just  ease  into  the  large,  comfortable  se; 
and  discover  the  magic  of  thinking  big.  Rel;: 
There's  plenty  of  headroom  and  legroom. 

\bu'll  find  all  the  amenities  you  would! 


The  reasons  to  drive 


©  IVI  ,\nKTKaii  I  lomia  Momi  ( '-o..  Inc. 


)ect  in  an  Accord.  Like  air  conditioning, 
tower  moonroof,  a  High-Power  AM/FM 
Ireo  cassette,  cruise  control,  an  adjustable 
[ering  column,  power  door  locks,  mirrors 

windows.  And  of  course,  the  driver's 
\c  airbag  Supplemental  Restraint  System 

^))  is  also  standard  equipment. 

Now  suppose  you  have  baggage  you 
int  to  load.  Or  unload.  It's  simple  with  a 


remote  entry  system,  an  extra-wide  tailgate 
and  split  60/40  fold-down  rear  seatback.  So 
your  favorite  antique  coat  rack  and  matching 
umbrella  stand,  for  instance,  will  fit  right  in. 

Who  knows,  after  driving  this  Accord, 
maybe  everyone  will  want  a  wagon. 
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The  Accord  EX  \\%)n 


.ccord  keep  gtDwing. 


NUMBERS  GAME 


Here  and  in  London,  accounting  rulemakers  want 
to  simplify  and  unify  accounting  standards. 
The  immediate  result:  confusion. 

Esperanto  for 
accountants 


By  Roula  Khalaf 

For  nearly  two  decades,  many 
American  multinational  corporations 
have  urged  the  creation  of  financial 
Esperanto:  a  single  set  of  accounting 
rules  acceptable  to  investors  and  regu- 
lators in  all  of  the  world's  major  capi- 
tal markets.  But  now  that  the  Lon- 
don-based International  Accounting 
Standards  Committee  is  close  to  roll- 
ing out  universal  accounting  stan- 
dards, some  American  companies  are 
getting  cold  feet.  That's  be- 
cause, looking  down  the 
road,  many  U.S.  companies 
fear  that  standards  set  in 
London  may  one  day  re- 
place standards  currentiy 
used  in  the  U.S. 

American  companies  are 
especially  worried  about 
the  lASC's  proposed  rules  in 
these  four  key  areas: 

Accounting  for  mergers 
and  acquisitions.  When 
U.S.  companies  acquire 
other  companies  for  stock, 
they  can  ofi:en  account  for 
the  acquired  assets  on  a 
"pooling  of  interest"  basis. 
In  essence,  this  means  the 
acquiring  company  can  fold 
the  new  assets  into  its  bal- 
ance sheet  without  marking 
up  (or  down)  the  assets' 
values — important  because 
it  avoids  loading  the  bal- 
ance sheet  with  goodwill. 

Under  the  proposed  in- 
ternational rules,  pooling 
would  be  effectively 
banned.  This  could  make  a 
huge  difference  to  some 
companies'  earnings.  Take 
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AT&T's  $7.5  billion  merger  (for  AT&T 
stock)  with  NCR  last  year.  Using  the 
pooling  method,  at&t  was  able  to 
combine  NCR's  assets  into  at&t  at 
book  value.  No  goodwill  was  created. 
But  the  International  Accounting 
Standards  Committee's  proposed 
rules  would  have  forced  at&t  to  ac- 
count for  the  transaction  using  the 
"purchase"  method  of  business  com- 
binations.   The    purchase    method 


could  have  put  onto  AT&T's  books  as 
much  as  $5.7  billion  in  goodwill,  to 
be  written  off  against  earnings  over 
several  years. 

Is  that  sound  accounting?  A  grow- 
ing number  of  accountants  think  so. 
"At  some  point,  the  Financial  Ac- 
counting Standards  Board  will  likely 
have  to  take  up  the  issue,"  says  Ernst 
&  Young  partner  Norman  Strauss. 
International  Accounting  Standards 
Committee  Chairman  Arthur  Wyatt 
defends  his  preference  for  purchase 
over  pooling  this  way:  "If  you  go  out 
and  buy  a  television  set  for  your  busi- 
ness, you  should  record  it  at  what  it 
cost  you.  But  pooling  brings  old  val- 
ues into  the  balance  sheet." 

Amortizing £ioodwill.  Current  U.S. 
accounting  rules  allow  companies  to 
write  off  goodwill  over  as  long  as  40 
years.  But  the  proposed  international 
standards  would  cut  that  amortiza- 
tion period  to  a  maximum  of  20  years, 
with  5  years  proposed  for  all  but 
unusual  situations.  If  AT&T  were 
forced  to  write  off  the  NCR  goodwill 
over  5  years,  that  would  knock  more 
than  $1  billion  a  year  off  earnings. 
And  goodwill  charges  are 
5  not  tax  deductible  in  the 
I  U.S. 

Here,  too,  many  accoun- 
tants think  shorter  good- 
will amortization  periods 
are  a  good  idea.  Says  Den- 
nis Beresford,  head  of  F.\SB: 
"We  might  decide  to  limit 
goodwill  amortization  to 
20  years,  or  certainly  some- 
thing less  than  40." 

There  is  some  good  news 
for  U.S.  companies  here. 
Currentiy,  regulators  in 
Britain,  Germany  and  la- 
pan  allow  their  companies 
to  write  off  goodwill  imme- 
diately against  equitv',  with 
no  charge  to  earnings.  Thus 
the  L\sc's  goodwill  propos- 
als stand  to  hurt  some  of 
these  companies  more  than 
U.S.  companies. 

Inventory  accountiujj. 
U.S.  companies  npically 
choose  bcn\ con  n\ o  imcn- 
tor\'  accounting  mcthcxis: 
LIFO  (last  in,  first  out)  and 
UFO  (first  in,  first  out). 
More  U.S.  companies 
choose  I.IFO,  which  reduces 
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WHAT'S  A  NEW  IDEA  WORTH? 


About  $200  million.  That's  what  BP  employees'  best  new  ideas 
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saved  or  made  for  us  in  1991.  Our  annual  innovation  awards 


recognize  those  bright  ideas,  from  a  new  drilling  technique 


designed  to  get  more  oil  from  every  well  to  a  tool  that  simplifies 


metal  can  recycling.  Together,  those  ideas  prove  something 
we've  always  believed:  the  richest  companies  are  those  with  a 


wealth  of  ideas.  For  more  information,  write  BP,  Public  Affairs, 


200  Public  Square  36Y,  Cleveland,  Ohio  44114. 


The  Energy  To  Change 


Management 

^Recruiters. 

No  excuses,  no  alibis 

Just  maximum 

recruiting 

performance. 
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Performance,  not  proniises,  from  the  largest 
recruiting  firm  in  the  world.  Our  contingency  fee 

structure  assures  your  satisfaction.  Look  in  the 
^^    y  white  pages  for  the  office  nearest  you.  \^ 


MANAGEMENT 
RECRUITERS 

The  search  and  recanting  speaahsis     ^^ 
over  400  offices  m  the  U  S  and  Canada 


/. 


TOTAL  QUALITY 

MANAGEMENT 

A  Major  Symposium 

at  MIT 

April  2-3,  1992 


This  meeting  will  provide  a 
practical  overview  of  the  latest 
trends,  developnnents,  and 
applications  in  TQM 
worldwide.  Leaders  in  a  number 
of  industries,  including  this  year's 
Deming  and  Baldridge  Awards 
winners,  will  join  experts  from 
academia  to  explore  the  central 
issues  of  learning  and  implemen- 
tation of  TQM.  Workshops  led  by 
senior  executives  will  focus  on 
topics  ranging  from  methodology 
to  management. 


Contact:  Industrial  Liaison  Program. 

MIT,  Room  E38-508,  Box  C. 

77 Mass.  Ave..  Cambridge.  MA 

02 1 39.  Phone:  (6 1 7)  253-02 1 3 

Fax:(617)258-6148 


Help  Launch  A  New 
Presidential  Campaign 

And  Help  The  Environment 


All  you  have  to  do  is  plant  a  tree!  A  tree  grown 
from  the  seeds  of  trees  that  shade  the  homes  of  George 
Washington,  Thomas  Jefferson,  Franklin  Roosevelt, 
and  other  great  American  presidents.  These  trees  and 
others  with  famous  and  historic  significance  are 
available  to  vou  in  three  different  wavs: 
Ttr  Individual  plantuigs  -  Plant  a  tree  from  George 

Washington's  home  as  an  addition  to  your  propertv 

or  give  a  unique  gift. 

*  America's  Historic  Forest  -  Corporations,  groups, 
or  individuals  can  sponsor  the  planting  of  Famous  & 
Historic  Frees  in  America's  Flistoric  Forest  near 
Des  Moines,  Iowa. 

*  Historic  Groves  -  Comniunitv  organiz.uions,  civic 
and  educational  groups,  or  individuals  can  sponsor 
the  planting  of  Historic  Groves  in  their  communities 
Groves  can  even  be  used  as  fund-r.iising  projects. 

Fnjoy  the  legacy  ol  America's  most  beautiful  trees 
through  the  purchase  ot  a  pedigreed  laiiious  & 
Historic  Tree.  With  each  tree  purchased  \  ou  will 
receive  a  personalized  Certificate  of  Authenticity 
providing  the  historic  background  of  your  tree  .\nd  its 
related  president.  t.\"sron 

A  project  of  The  AiiU'ric.\n  loresirv 

Assi>ci.ilio»,  Ainorici's  oldest  noti-protit 

citizens'  coiiscnation  t>rg.ini/jiion. 


.\ 


To  /f.ini  Hiorr  call  tollfm  l-SOO-677-0727  or  write: 
Famous  &  HUloric  Trerf.  P"-'  ""■■-  «■'-  "A^ 
JtdtsoiKille.  Hon,: 


NUMBERS  GAME 


inventor}^  profits  and  tax  bills.  But  the" 
proposed  international  rules  would 
forbid  LiFO  and  force  companies  to 
use  FIFO.  i 

"We  were  in  support  of  the  interna- 
tional effort  up  until  the  proposal  to 
eliminate  LIFO,"  says  John  Wultf, 
controller  at  Union  Carbide.  Wulff 
says  that  if  Union  Carbide  had  been 
suddenly  forced  to  switch  from  LIFO 
to  FIFO  in  1990,  its  reported  S632 
million  pretax  income  would  have 
jumped  by  $360  million.  That  could 
have  increased  Carbide's  tax  bill  by  as 
much  as  $120  milhon.  WulfPs  con- 
cern: If  the  L\sc  bans  lifo,  U.S.  regu- 
lators may  one  day  follow  suit. 

Research  and  development.  In  the 
U.S.,  all  R&D  costs  must  be  expensed 
against  earnings  in  the  year  they  are 
incurred.  But  the  proposed  interna- 
tional rules  would  allow  some  develop- 
ment costs  to  be  capitalized — recorded 
on  the  balance  sheet  as  assets — if  the 
company  could  prove  there  was  a  mar- 
ket for  the  products  to  which  the  de\'el- 
opment  spending  related,  and  costs 
could  be  recovered.  This  would  be  a 
real  boon  to  the  bottom  lines  of  many 
U.S.  drug  and  technology  companies, 
although  it  might  also  gi\e  many  for- 
eign companies  better  access  to  U.S. 
capital  markets. 

Supported  in  theor\'  b\'  the  Securities 
&  Exchange  Commission  and  regula- 
tors from  other  de\eloped  countries, 
new  international  rules  should  be  final- 
ized by  the  end  of  1993.  The  immedi- 
ate result  will  be  confusion.  U.S.  multi- 
nationals will  continue  to  use  U.S. 
standards  when  reporting  to  American 
shareholders  but  could  well  be  forced 
to  use  international  standards  when 
reporting  to  Japanese  and  European 
shareholders.  Meanw  hile,  foreign  com- 
panies using  U.S.  financial  markets  will 
be  allowed  to  use  the  international 
standards  if  appro\cd  by  the  SFc\  Com- 
paring die  financial  statements  of  ib.\i 
and  Siemens  will  rake  more  imagina- 
tion dian  e\er. 

Longer  term,  the  U.S.  will  be  under 
pressure  to  conform  more  and  more 
to  international  standards,  no  matter 
how  much  that  might  hurt  compa- 
nies' bottom  lines.  "We're  tr\ing  to 
reduce  the  uncertainties  and  the  bar- 
riers that  exist  across  the  w  orkTs  capi- 
tal markets,"  says  i.\sc  Chairman  Wy- 
att.  "If  U.S.  companies  benefit,  fine; 
if  they  suffer,  that's  toti  bad . "        ^ 
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rWO  HIGH-YIELDING  CHOICES  FROM  FIDELITY 


"At  this  rate, 

rd  better  move 
my  saving^!' 

At  a  time  when  you  may  be  looking  for  a  higher-yielding  alternative  to  your  bank  account  or  CD, 
Fidelity  offers  you  more  income  for  your  money.  Our  skilled  representatives  are  ready  to  help  you 
find  the  mutual  fund  that  offers  the  best  balance  between  the  income  you  need  and  the  risk  you're 
comfortable  taking. 


For  High  Yields  and 

Stability- 
spartan  U.S.  Treasury  Money 
Market  Fund  offers  you  higher 
yields  than  the  average  six-month 
CD.  Plus,  it  is  managed  to  maintain 
a  stable  share  price  so  that  the 
dollar  you  invest  today  is  worth  a 
dollar  tomorrow/  (Minimum 
hivestment:  $20,000.) 


Fidelitv  Beats  the  Banks 
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3.92% 


4.57%* 
(7-day) 


6.48%* 
(30-day) 


...Or  For  Even  Higher 
Income  Potential 

spartan  Limited  Maturity 
Government  Fund  offers  you  even 
higher  income  potential  by  investing 
primarily  in  short-  to  intermediate-term 
US.  government  securities.  Its  share 
price  does  fluctuate,  so  you  may  have 
a  gain  or  loss  when  you  sell  shares. 
(Minimum  hivestment:  $10,000.) 


Call  For  Your  Free  Copy  of  Fidelity's 

Common  Sense  Guide  to  Investing  for  Income 

Fidelity  professionals  are  here  24  hours  a  day  to  help  you  get  the  most  for  your  savings.  Call 
today,  and  we'll  send  you  A  Common  Sense  Guide  to  Investing  for  Income,  our  brochure  full 
of  tips  to  help  you  choose  the  investments  that  are  right  for  you.  You'll  also  receive  a  prospectus 
containing  more  complete  information,  including  charges  and  expenses.  Read  the  prospectus 
carefully  before  you  invest  or  send  money 


Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


Investments 

Common  sense.  Uncommon  results. 


h 

•Average  sLx-month  CD  rate  for  the  week  ending  1/29/92  according  to  BANK  HATE  MONITOR.  For  Treasury  Money  Market,  annualized  historical  yield  for  the  period  ended  2/3/92. 
Yields  will  vit\  If  Fidelity  had  not  reimbursed  Treasury  Money  Market  expenses,  the  yield  would  have  been  4.39%.  The  expense  reimbursement  may  be  revised  at  any  time,  at 
which  time  \  ield  will  go  down.  For  Limited  Maturitv  Government,  yield  for  the  period  ended  2/3/92.  The  one-year  total  return  and  life  of  fund  (from  5/2/88)  average  annual 
return  ended  12/31/91  were  11.90%  and  9-49^ ,  respectively  Total  returns  are  historical  and  include  change  in  share  price,  reinvestment  of  dividends  and  capital  gains  and 
the  effect  of  the  $S  closeoui  fee  on  an  average-sized  account.  Limited  Maturity  Government's  share  price,  yield  and  return  will  vary  Unlike  most  bank  products,  the  funds  do  not 
offer  a  fixed  rate  of  return.  An  investment  in  either  Fund  is  not  insured  or  guaranteed  by  the  U.S.  government.  'Treasury  Money  Market  cannot  assure  that  its  $1  share  price  will  be 
maintained.  Fidelity  Distributors  Corporation.  CODE"  FORB/SLM/0302Q2 
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The  speakers  are  at  the  factory.  The  amplifiers  are  in  a  warehouse. 
And  the  CD  players  are  on  a  dock  in  another  state.  To  connect  products 
like  these  with  the  people  who  buy  them,  you  need  more  than  ver\' 
long  wires.  You  need  the  next-day  regional  LTL  capabilit}'  of  Con-Way 
Transportation  Services. 

At  Con-Way  we  make  the  overnight  connections  that  keep  }'our  business| 
booming.  Whether  you're  a  distributor  shipping  head  phones  or  a  manu- 
facturer awaiting  head  gaskets.  On-time  service,  exception-free  handling, 
accurate  inv^oicing  and,  above  all,  complete  customer  satisfaction  are  all  part  of 
the  Con-Way  Process.  And  our  promise  to  you. 

As  part  of  the  Consolidated  Freightways  family  of  companies,  the  Con->X'ay 
carriers  bring  the  industrv^'s  most  complete  range  of  services  to  their  tour  distinct 
regional  markets.  All  backed  by  innovative  shipping  management  svstems,  and  a 
team  of  dedicated  professionals  who  make  it  their  business  to  improve  yours. 

To  find  out  how  quality  next-day  regional  LTL  deliverv'  can  turn  up  the  volume 
on  your  business,  give  Con-Way  a  call.  We'll  make  connections  you  can  count  on. 


n 


Con  Way  Transportation  Senices,  our  next-day  regional LTL  carriers,  include  Con  Way  Western  E:xpress, 
Con  Way  Central  Express,  Con  Way  Southern  Express  and  Con-Way  Southiuest  Express. 


"Hong  Kong  has  become  too  civilized,"  complains 
the  managing  director  of  one  of  the  colony's 
fastest-growing  companies.  The  same  cannot 
be  said  of  the  communist  state  next  door. 

Cantonese 
conquistadores 


By  Andrew  Tanzer 

Judging  by  the  U.S.  media's  cover- 
age, the  mood  in  Hong  Kong  is  one  of 
gloom  and  despair,  with  most  of  the 
colony's  residents  tning  to  flee  before 
Beijing  takes  over  in  1997.  That  is  the 
image.  Here  is  the  realit}': 


In  1991  Hong  Kong's  stock  mar- 
ket outperformed  even.'  other  major 
market  in  the  world  as  the  Hang  Seng 
Index  climbed  42%  (measured  in  U.S. 
dollars ) .  This  year  the  index  continues 
to  test  new  heights. 


Johnny  Lau.  founder  and  chairman  c^  Tomei  International  (Holdings)  Ltd. 
Set  apart  by  his  Japanese  connection  and  strategy. 


Real  estate.'  Almost  alone  in  the! 
world.  Hong  Kong's  propeny  market 
is  overheated.  Housing  prices  shot  up 
50%  last  year. 

Hong  Kong's  biggest  economic] 
problem,  in  fact,  is  inflation,  which 
has  been  running  in  the  low  double 
digits  for  three  vears.  Current  annual  j 
rate:  12%. 

This  inflation  is  induced  largely  by  | 
the  windfall  reaped  from  the  massive 
migration  of  industry'  across  the  bor- 
der into  China's  Guangdong  prov- 
ince. The  enormous  profits  earned 
from  employing  cheap  Chinese  work- 
ers in  hastily  put  up  factories  have 
cascaded  into  Hong  Kong,  pushing 
up  wages  in  the  colony's  increasingly 
ser\ice-sector-oriented  economy. 
C.H.  Kwan,  an  economist  at  Nomura 
Research  Institute  in  Tok\'o,  likens 
the  impact  to  the  inflation  in  16th- 
centmy-  Spain  that  was  touched  off"  by 
the  gold  and  plunder  that  followed 
the  conquistadores  back  from  the 
New  World. 

To  see  how  Hong  Kong  entrepre- 
neurs strike  gold  in  Guangdong,  con- 
sider the  case  of  Johnny  Lau,  44, 
founder  and  chairman  of  Tomei  In- 
ternational (Holdings)  Ltd. 

Tomei  is  one  of  the  world's  largest 
makers  of  low-  and  medium-end  au- 
dio equipment — Walkman-like  per- 
sonal stereo  cassette  players,  portable 
compact  disc  players,  headphones  and 
the  like.  About  half  of  Tomei's  con- 
sumer electronics  is  supplied  to  com- 
panies such  as  Aiwa,  Panasonic,  Phil- 
ips, Thomson,  Radio  Shack  and  Em- 
erson Radio,  which  put  their  own 
brand  names  on  Tomei's  goods.  The 
other  half  is  designed  by  Tomei  and 
sold  under  private  labels  like  Wal- 
Man,  Kmart  and  Sears. 

"We're  market  followers  in  con- 
sumer electronics,  not  leaders,"  ex- 
plains Lau.  "We  let  Sony  and  Matsu- 
shita introduce  products  first,  then  we 
follow  in  rvvo  or  three  years." 

Since  1986  Tomei's  sales  quadru- 
pled to  an  estimated  SSOO  million  last 
year;  aftenax  earnings  leaped  rvvent)'- 
fold  to  an  estimated  S20  million.  To- 
mei's stock,  publicly  traded  since  1988, 
has  doubled  in  price  since  early  1991, 
valuing  Lau's  30%  stake  at  560  million. 

Behind  the  surge  in  China's  cxp>orts 
to  the  U.S.  the  past  tew  years,  which 
has  Congress  in  a  rage,  is  a  simple 
economic  fact:  Southern  China  has 
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When  you  were  sixteen  and 
driving  was  new,  a  car  had 
nothing  to  do  with  com- 
muting or  gridlock.  It  was 
about  fun.  It  was  about  the 
pure  joy  of  driving. 

What  if  you  could  re- 
capture your  youth  in  a  car 
hke  the  Q45?  After  all,  a 
278  horsepower  V8  engine 
could  certainly  give  you  lots 
of  energy.  A  four-wheel 
independent  multi-link 
suspension  should  stir 
some  feelings  as  well.  A 
feeling  of  confidence,  for 
instance.  And  at  highway 
speed,  stability.  [A  lot 
smarter  than  the  head- 
long rush  of  youth.] 

This  car  is  so  in  tune 
with  the  driver  it  remem- 
bers exactly  where  you  like 
the  adjustable  seat  and 
steering  wheel.  It  remem- 
bers two  driver  positions,  in 
case  you  want  to  share  this 
rejuvenating  experience. 

It's  about  time  some- 
body gave  the  idea  of  per- 
formance luxury  sedans 
some  fresh  thinking. 


I  N  F  I  N  I  T  I 


For  Guest  Drive'  information,  call  I-800-826-6S00. 


Tomei  International 

become  the  world's  most  competitive 
producer  of  everything  from  toys  to 
low-end  garments,  basic  household 
appliances  and  consumer  electronics, 
usurping  the  former  role  of  Taiwan, 
South  Korea  and  Hong  Kong  itself 

Tomei  now  has  90%  of  its  produc- 
tion in  China  (the  other  10%  is  in 
Indonesia),  where  20,000  workers, 
most  of  them  subcontracted,  toil  in  its 
ten  factories.  Factory  wages,  at  $60  to 
$80  a  month,  are  about  10%  of  Hong 
Kong  levels. 

Businesses  in  Guangdong  operate 
pretty  much  as  they  do  in  the  pages  of 
a  Microeconomics  I  textbook.  Jack 
Lau  (no  relation  to  Johnny),  Tomei's 
managing  director,  calls  China  the 
most  flexible  labor  market  in  the 
world.  If  business  is  good,  Tomei  can 
easily  expand  its  labor  force  fourfold 
in  a  year  from  China's  bottomless 


In  Hong  Kong  you  pay 
xinemployment,  social  se- 
curity, labor  insurance, 
and  give  maternity  leave. 
In  China  you  pay  a  dol- 
lar for  a  dollar  of  labor. 


labor  pool.  If  business  turns  down, 
Tomei  can  overnight  ax  its  contracted 
workers,  a  variable  cost,  without  mak- 
ing severance  payments. 

"Hong  Kong  has  become  too  civi- 
lized," says  Managing  Director  Lau. 
"You  have  to  pay  unemployment 
benefits,  make  social  security  and  la- 
bor insurance  payments  and  give  ma- 
ternity leave.  In  the  PRC  [People's 
Republic  of  China]  you  pay  a  dollar 
for  a  dollar  of  labor;  in  Hong  Kong 
you  pay  $1.50." 

What  sets  Johnny  Lau  apart  from 
other  Cantonese  conquistadores  is  his 
Japanese  connection  and  strategy.  Af- 
ter working  in  a  Japanese -owned  elec- 
tronics factory  in  Singapore,  Lau 
moved  to  Japan  in  1971  to  join  a 
Yokohama- based  electronic  compo- 
nents manufacturer  and  to  study  elec- 
trical engineering. 

In  1974  Lau,  then  27,  returned  to 
Hong  Kong  and  set  up  an  electronic 
parts  trading  company  with  an  in- 
vestment of  $1,000.  Lau  later 
moved  into  parts  manufacturing, 
then  assembly  of  clock  radios  and 
cassette   recorders,   before   moving 
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his  production  to  China  in  1981. 

To  ensure  product  quality,  Lau 
hires  Japanese  engineers  to  oversee 
engineering  and  quality  control  in  his 
factories  in  China.  Tomei  (taken  from 
the  name  of  the  highway  connecting 
Tokyo  to  Nagoya)  currendy  employs 
18  Japanese  engineers,  mosdy  lured 
away  from  Japanese  electronics  com- 
panies with  the  bait  of  faster  promo- 
tion and  stock  options. 

As  befits  an  admirer  of  the  Japanese 
keiretsu  system,  Lau  works  closely 
wdth  his  parts  suppliers  and  with  his 
components  customers  and  consum- 
er electronic  distributors.  Some  of 
these  alliances  are  cemented  by  share- 
holdings. For  instance,  along  with 
one  local  partner.  Great  Wall  Elec- 
tronic, Tomei  controls  60%  of  Hong 
Kong  and  China's  compact  disc  play- 
er exports.  Speaking  like  a  good  Japa- 
nese businessman,  Lau  says:  "We  try 
to  cooperate  and  avoid  competition." 

Overseas,  Lau  invests  in  electronics 
wholesalers  and  brand  names  to  cement 
distribution.  For  instance,  in  October 
1990  Tomei  took  a  5%  stake  in  New 
Jersey- based  Emerson  Radio,  one  of  its 
largest  customers.  Last  year  Tomei  en- 
tered a  tie-up  with  Britain's  Amstrad 
Pic,  an  electronics  firm,  to  sell  Tomei- 
designed  consumer  electronics  under 
the  Amstrad  name  in  Europe. 

A  few  years  down  the  road  Tomei's 
executives  think  their  biggest  market 
wiU  be  China.  China  currentiy  accounts 
for  10%  of  Tomei's  sales,  the  U.S.  and 
Europe  for  20%  to  25%  each.  But  pre- 
dicts Jack  Lau:  "We  believe  in  five  years 
the  consumer  electronics  market  in 
China  will  be  as  big  as  in  the  U.S." 

Perhaps  in  preparation  for  that  day, 
Tomei  is  seeking  to  invest  in  some  of 
China's  moneylosing  state-owned 
enterprises.  The  plan  is  to  introduce 
technology  and  marketing,  and  then 
drag  these  industrial  dinosaurs  into 
the  late  20th  century  by  their  ears. 
Lau  and  other  Hong  Kong  entrepre- 
neurs would  in  essence  like  to  priva- 
tize the  enterprises,  and  then  perhaps 
take  them  public  someday  on  the 
recently  formed  Shanghai  or  Shen- 
zhen stock  exchanges. 

Will  the  hard-liners  in  tiic  Mao  jack- 
ets and  caps  up  nortii  in  Beijing  do 
business  with  the  conquistadores  from 
Hong  Kong?  Given  die  central  go\cm- 
ment's  massive  budget  deficits,  dicy 
probably  won't  have  much  choice.  ^ 
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MARIA  GUARANTEES  THAT 

ALL  YOUR  UNWANTED  WRINKLES 

WILL  VANISH  MIRACULOUSLY 

WITHIN  AN  HOUR. 
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iniilla,  Valet  AttenJant 
ions  Hotel,  Houston 


room 


She  will  collect  your  rumpled  suit  at  i,  press  it  to  perirection,  then  unfailingly  return  it  to  your ; 
oy  8.  And  while  you'll  value  this  prompt  service,  you  will  never  pay  a  premium  for  it.  What's 
more,  Four  Seasons  valets  can  gently  launder  shirts  and  dry-clean  silk  hlouses  overnight,  so 
your  clothing  will  he  as  fresh  as  you  are  in  the  morning.  Such  dedication  ultimately     --  ^  » 

ensures  your  husiness  efficiency  And  demonstrates  that  in  these  value -conscious     lOUr  36EIS0nS 
times,  the  demands  of  your  trip  demand  nothing  less  than  Four  Seasons  Hotels.         HotElS^RpSOrtS 


OBSERVATIOHS 


Whether  you  own  property  or  not,  you  benefit 

from  protecting  property  rights,  just  as  you  benefit  from 

free  speech,  whether  you  exercise  that  right  or  not. 

The  "Takings" 
issue 


BY  THOMAS  SOWELL 
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Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


One  of  the  re.\sons  for  tJie  food 
shortages  in  the  former  Soviet  Union 
is  that  so  much  food  spoils  between 
the  farm  and  the  supermarket.  It  spoils 
because  it  does  not  belong  to  any- 
body. Those  who  handle  it  get  paid 
the  same  salan-,  whether  the  food  is 
carefully  stored  and  preserved  or  not. 

Property  rights  create  vested  inter- 
ests in  the  preser\'ation  and  improve- 
ment of  a  nation's  resources.  No  spe- 
cies of  animals  that  are  owned  are  in 
any  danger  of  extinction.  It  is  un- 
owned animals  in  the  wild  that  are 
endangered,  just  as  it  is  un-owned  air 
and  water  that  are  polluted. 

People  who  own  no  propertv^  at  all 
benefit  from  propeny  rights,  because 
they  benefit  from  living  in  an  econo- 
my with  a  higher  standard  of  living, 
made  possible  by  having  innumerable 
self-interested  guardians  of  the  econ- 
omy's resources.  In  this  sense,  prop- 
ertv'  rights  are  ver)'  similar  to  free 
speech  rights,  which  do  not  exist  just 
for  the  benefit  of  that  1%  (or  less) 
of  the  population  who  are  writers 
or  lecturers. 

The  whole  political  system  would 
not  operate  as  well  if  the  government 
could  silence  its  critics.  Similarlv,  the 


whole  economic  system  would  not 
operate  as  well  if  political  control  of 
resources  replaced  individual  con- 
trol. Both  free  speech  rights  and 
property'  rights  belong  legally  to  in- 
dividuals, but  their  real  fiinction  is 
social,  to  benefit  vast  numbers  of 
people  who  do  not  themselves  exer- 
cise these  rights. 

Russians  who  go  hungry  because  of 
inadequate  property  rights  in  food 
production  and  distribution  are  not 
the  only  people  who  suflfer  from  a 
societ\''s  neglect  of  propertv'  rights. 
Cities  like  New  York,  where  rent  con- 
trol and  housing  codes  can  turn  apart- 
ment buildings  from  assets  into  liabil- 
ities, have  more  than  their  share  of 
homeless  people  sleeping  outdoors  in 
brutal  winter  weather  while  many 
apartment  buildings  are  abandoned 
and  boarded  up. 

Here,  too,  the  neglect  of  property- 
rights  has  a  major  impact  on  people 
who  themselves  own  no  propertv'. 

The  Constitution  of  the  U.S.  in- 
cluded propert}'  rights  and  contract 
rights  among  the  basic  rights  protect- 
ed in  the  first  ten  amendments.  Un- 
fortunately, since  the  days  of  the  New- 
Deal,  courts  have  tended  to  treat 
property  rights  as  expendable. 

The  Fifth  Amendment  says  that 
private  property  may  not  be  taken  for 
public  purposes  "without  just  com- 
pensation." But  that  provision  of  the 
Constitution  has  been  circumvented 
in  many  ways,  with  many  pious 
phrases  about  "the  public  interest," 
and  courts  have  repeatedly  allowed 
property  rights  to  be  violated  under 
broad  readings  of  the  "commerce 
clause"  of  the  Constitution  or  of  the 
"police  powers"  of  the  government. 

Now,  at  last,  these  trends  arc  being 
seriousiv  challcne;cd,  both  intellec- 


tually and  in  the  highest  court  in  the 
land.  The  intellectual  challenge  has 
come  from  the  "law  and  economics" 
movement,  which  began  at  the  Uni- 
versity of  Chicago,  and  which  is  epito- 
mized in  Chicago  law  professor  Rich- 
ard Epstein's  book.  Takings.  The  le- 
gal challenge  is  now  before  the  U.S. 
Supreme  Court  in  cases  involving 
people  whose  propeny  has  been  de- 
valued by  various  government  regula- 
tory schemes,  without  the  "just  com- 
pensation" required  by  the  Constitu- 
tion when  property  is  taken. 

When  the  government  confiscates 
half  your  property — whether  to  buUd 
a  military  facilitv-,  a  park  or  a  high- 
way— it  must  compensate  you.  But 
when  it  destroys  half  the  value  of  your 
property  by  zoning  or  environmental 
restrictions,  courts  have  not  required 
compensation,  despite  the  economic 
equivalence  of  the  two  actions. 

Yet  government  restrictions  can 
take  away  any  portion  of  the  value  of 
propertv',  including  more  than  100%, 
when  they  turn  an  asset  into  a  liabilitv', 
as  with  many  apartment  buildings  in 
New  York  City.  The  combination  of 
costs  entailed  by  housing  codes  and 
revenues  restricted  by  rent  control 
laws  have  turned  many  buildings  into 
moneylosing  properties,  which  no 
one  would  purchase,  and  whose  cur- 
rent owners  simply  abandon,  even  at 
the  risk  of  legal  penalties  for  doing  so. 

Environmentalists,  zoning  advo- 
cates and  others  have  become  alarmed 
at  the  prospect  that  the  Supreme 
Court  mav'  begin  to  take  propeny 
rights  more  seriously  and  require  gov- 
ernment agencies  to  compensate 
owners  for  destroying  the  value  of 
their  property.  This  would,  of  course, 
cramp  the  style  of  those  who  wish  to 
impose  all  sons  of  social  schemes 
on  others. 

The  merits  of  those  schemes  are  not 
at  issue.  If  they  are  worth  the  cost, 
then  that  cost  should  be  paid.  Current 
practices  allow  those  costs  to  be  hid- 
den, as  propertv-  rights  disappear  into 
thin  air  with  a  few  magic  phrases 
about  "the  public  interest"  or  "police 
povvcrs"  or  "the  commerce  clause." 

Trading  oft" costs  against  benefits  is 
what  an  economy  is  all  about.  Property 
rights  force  a  weighing  of  such  tradc- 
otft,  instead  of  allowing  local  and 
federal  agencies  to  impose  high  costs 
on  others  at  no  cost  to  themselves.   ^ 
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Gbbal  Income 


Franklin  Global  Opportunity  Income  Fund 


The  Franklin  Global  Opportunity  Income 
Fund  invests  in  high  yielding  corporate 
and  government  fixed-income  securities, 
issued  worldwide. 

The  primary  objectives:  High  current  income 
(paid  monthly)  and  capital  preservation. t 

There  are  strong  investment  opportunities 
beyond  the  U.S.  border.  This  fund  makes  it 
possible  for  you  to  capitalize  on  the  strength- 
ening economies,  strong  currencies,  and 
rapidly  changing,  higher  interest  rates  of 
other  nations. 


All  you  need  is  $100  to  open  your 
account. 


tForeign  investing  is  subject  to  certain  risks,  which 
are  discussed  in  the  fund's  prospectus. 


For  free  information,  call  your  investment 
representative  or  Franklin,  toll  free,  at 

1-800-342-FUND  Ext.  258 


Franklin  Distributors,  Inc. 
777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 


FOB92 

258 


YES!  I  would  like  a  free  prospectus  containing  more  complete 
information  on  the  Franklin  Global  Opportunity  Income  Fund, 

including  charges  and  expenses.  I  will  read  it  carefully  before 
I  invest  or  send  money. 

D  I  am  currently  a  Franklin  shareholder. 

Name 


Address . 


City /State/ Zip, 


Daytime  Phone . 


F  R  A  N  IC  L  |i  N 

Member  $53  Billion  Franklin  Group  of  Funds® 


IN  FOCUS 


In  an  era  that  has  seen  the  Soviet  Union  break  up  and 
Yugoslavia  fragment,  no  one  should  be  surprised  if  some 
Canadians  are  wondering  whether  they  really  need  to 
hang  on  to  Quebec. 

Agreeing  to 
disagreed 


By  Peter  Brimelow 

Canadian  diplomats  were  among 
the  first  in  line  to  recognize  the  new 
republic  of  Ukraine  when  it  became 
independent  last  year,  no  doubt  in- 
spired by  the  strong  Ukrainian- Cana- 
dian lobby.  But  Ottawa  is  oddly  reluc- 
tant to  recognize  another  nation-state 
also  emerging  fi-om  a  dissolving  em- 
pire: Canada's  own  province  of  Que- 
bec, home  to  virtually  all  the  coun- 
try's 6  million  French  speakers. 

A  referendum  on  Quebec's  fijture 
appears  almost  certain  to  be  held  by 
October  1992.  It  is  being  forced  on 
the  province's  weather-vane  Premier 
Robert  Bourassa  by  public  uproar  af- 
ter the  collapse  of  the  latest  constitu- 
tional reform  attempt  to  appease 
French  nationalist  aspirations  within  a 
united  Canada  (Forbes,  June  11, 
1990).  Unless  Ottawa  can  come  up 
with  a  new  gimmick  to  finesse  this 
probably  insoluble  problem,  thus  get- 
ting Bourassa  off  the  hook,  the  main 
argument  against  an  independence 
vote  this  fall  will  be  economic.  The 
threat  of  diminished  living  standards 
kept  Quebec  in  Canada  when  the  last 
such  referendum  was  held  on  the  eve 
of  the  1981-82  recession — although 
more  than  half  the  province's  French 
still  voted  to  leave. 

Could  Quebec  go  it  alone?  One 
recent  analysis  fi-om  an  adjunct  schol- 
ar at  Vancouver's  Fraser  Institute  has 
been  praised  by  both  sides:  The  Eco- 
nomic Consequences  of  Quebec  Sover- 
eignty, by  Patrick  Grady,  a  bilingual 
Ottawa  economic  consultant  and  for- 
mer federal  civil  servant. 

Grady's  work  brings  together  both 
French-  and  English-language  stud- 
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ies — rare  in  a  country  where  language 
barriers,  despite  much  pious  propa- 
ganda, remain  virtually  absolute.  Its 
conclusions: 

■  "The  process  of  separation  would 
be  very  costiy.  .  .  .  Real  output  in 
Quebec  could  easily  be  depressed  in 
the  short  run  by  as  much  as  1 0%  and  in 
the  long  run  by  5%." 

■  "However  ...  it  cannot  be  denied 
that  Quebec  would  still  have  a  viable 
economy." 

The  verre,  in  other  words,  is  either 
half-ftill  or  half-empty,  according  to 
taste.  And  that's  how  Canadian  news- 
papers interpreted  it,  with  headlines 
varying  from  "Separation  could  crip- 
ple economy"  to  "Quebec  could  sur- 
vive on  its  own."  Grady  himself,  a 
passionate  Canadian  federalist  despite 
his  American  birth,  votes  for  half- 
empty.  But  his  numbers  are  neutral. 
They  can  be  read  in  other  ways. 

A  major  cause  of  Quebec's  post- 
separation  queasiness,  according  to 
Grady:  the  loss  of  Ottawa-orchestrat- 
ed transfer  payments  fi-om  the  rest  of 
Canada. 

In  the  past,  Quebec  nationalists 
and  others  have  argued  that  Quebec's 
tax  contributions  to  Ottawa  more  or 
less  match  the  benefits  it  receives  in 
return — particularly  since  the  demise 
of  energy-crisis  policies  in  the  early 
1980s,  which  had  effectively  forced 
the  oil -rich  western  provinces  to  sub- 
sidize consumers  in  Ontario  and  Que- 
bec. But  Grady  thinks  that  ftjrther 
adjustments,  for  such  factors  as  the 
distribution  of  public  debt  charges, 
suggest  Quebec  is  still  a  substantial 
beneficiary.  His  estimate  of  the  loss  to 


Maple  leaf  ragged? 


the  proNince:  as  much  as  2%  of  in- 
come, in  the  short  and  long  run. 

Quebec  and  Ontario  are  still  each 
other's  main  Canadian  trade  partner. 
So  any  postindcpcndcnce  trade  war 
would  be  mutually  destructive.  But  a 
significant  portion  of  Quebec  manu- 
facturing is  in  the  "soft"  sectors  of 
textiles,  clothing  and  furniture,  pro- 
tected by  tariffs  and  quotas.  The  rest 
of  Canada  would  presumably  decline 
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to  pay  this  implicit  subsidy  to  an 
independent  Quebec.  Grady's  esti- 
mate of  the  resulting  readjustment's 
short-run  cost  to  Quebec:  more  than 
1%  of  output. 

Even  more  serious:  the  effect  of 
Canada's  chronic  current  account 
deficit.  Grady  thinks  that  Quebec  will 
have  to  shift  2%  to  3%  of  its  output 
permanendy  into  exports  in  order  to 
meet  it. 

In  theory,  Quebec  could  cushion 
this  cost  by  depreciating  its  exchange 
rate.  In  the  past,  however,  Quebec 
nationalists  have  tended  to  forgo  this 
option  by  planning  to  keep  the  Cana- 
dian dollar — part  of  a  scheme  for  con- 
tinuing postindependence  links  with 
Canada  ("sovereignty-association") 
aimed  at  satisfying  French  voters'  fa- 
mous financial  prudence.  But  Grady  is 
skeptical  of  the  prospects  for  any 
monetary  union.  He  thinks 
Quebec  will  have  to 


maintain  its  own  currency,  costing  a  real.  "Sovereignty  would  undoubted- 
continuing  1%  of  output.  ly  strengthen  such  synergies." 

Anoutputdropof  10%  for  Quebec         The  Fraser  Institute  is  renowned 

is  three  or  four  times  the  depth  of  the  for  its  defenses  of  free  markets,  still 

current  Canadian  recession.  But  it  is  unpopular  in   Canada's   intellectual 

significandy  less  than  the  dislocation  time  warp.  But  Grady,  as  befits  an  ex- 

currentiy  being  experienced  in  East-  bureaucrat,  is  notably  respectful  of 

ern  Europe.  Arguably,  it  could  be  government.  Thus  he  places  a  (debat- 

absorbed  by  Quebec's  rather  high  able)  value  on  a  government-man- 

(3%)  long-term  growth  rate.  aged    currency — and    on    Ottawa's 

Some  critics  feel  Grady's  analysis  is  "clout"  in  international  negotiations, 
incomplete.  For  example,  they  point  which  he  fears  will  be  diminished  if 
out  that  Quebec's  "soft"  manufactur-  Quebec  leaves.  (Actually,  Canada's 
ing  sector  is  in  decline  anyway  as  GATT  economy  will  still  be  seventh-largest 
and  the  U.S. -Canada  Free  Trade  in  the  oecd;  see  chart.)  He  also  ex- 
Agreement  take  hold.  And  the  prov-  presses  poignant  concern  that  "prop- 
ince's  trade  is  already  reorienting  itself  erty  values  in  Ottawa  can  be  expected 


from  Canada  and  toward  the  U.S. 

These  critics  also  feel  that  Grady 
does  not  anticipate  the  dynamic 
forces  that  could  be  released  by  inde- 
pendence, particularly  given  Que- 
bec's relatively  politicized  labor  force. 
"The  actual  and  potential  extent  of 
labor-management  cooperation  is 
unprecedented  in  Quebec,"  says 
Pierre -Paul  Proulx  of  the 
Universite  de  Mont- 


Entf  ish  Canada 
would  still  be  the  world's 
Tth^argest  economy  if  Que- 
bec left— and  Quebec  would  be 
15th,  between  Austria  and  Denmark. 
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to  decline.  .  .  ." 

Nevertheless,  Grady's  numbers 
contain  a  striking  implicit  message: 
Quebec's  independence  would  not  be 
a  problem  for  the  rest  of  Canada.  In 
fact,  it  could  be  a  solution. 

Even  in  the  short  run,  Grady  counts 
costs  of  only  "about  1%  to  2%  of 
[Canadian]  GDP" — and  that's  antici- 
pating a  large  temporary  "loss  of  con- 
fidence," whereas  cynics  expect  danc- 
ing in  the  snow  if  Quebec 
departs.    In    the 
long  run,  the  rest 
of    Canada    ap- 
pears  to   gain  a 
tangible  2%  or  so 
of  GDP,   in  part 
because  of  Gra- 
dy's own  high  esti- 
mate   of    current 
transfer  payments 
into  Quebec.  And 
the  benefits  are  par- 
ticularly concentrat- 
ed in  Canada's  al- 
ready restiess  west- 
ern provinces. 
Grady  reacts  v^th 
horror  when  Forbes 
points  this  out.  "You 
have  to  remember  the 
intangible    costs,    like 
loss  of  clout  and  insti- 
tutional       restructur- 
ing," he  says.  But  there 
will  also  be  intangible 
gains. 

Ultimately  the  ques- 
tion for  English  Canada 
may    be    not    whether 
Quebec  should  secede — 
but  whether  it  should  be 
expelled.  ^ 
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TAXING  MAHERS 


EDITED  BY  UURA  SAUNDERS 


The  "independent  contractor"  standoff  has  turned  into 
a  perverse  game  in  which  taxpayers  are  tempted  to  cheat 
and  the  IRS  tries  to  collect  twice. 

Attention, 
income  hiders 


% 


Honest  independent  contractors 
and  employers  of  them,  take  heart: 
Congress  may  well  bring  relief  to 
many  small  businesses  that  employ 
lots  of  independent  contractors. 

Independent  contractors  aren't 
hard  hats,  but  workers  like  truck  driv- 
ers, ministers,  nurses,  ballet  dancers, 
maids,  computer  programmers,  real 
estate  agents,  consultants  and  others 
who  work  within  an  organization  but 
more  for  themselves  than  for  an  em- 
ployer. Such  workers  are  required  to 
pay  the  full  Social  Security/Medicare 
tax  on  their  earnings,  up  to  the  maxi- 
mum of  $10,658  a  year.  But  when 
such  a  worker  is  classified  as  an  "em- 
ployee," he  or  she  owes  half  the  tax 
and  the  employer  owes  the  other  half. 

Whoever  pays,  the  amount  of  reve- 
nue to  Uncle  Sam  is  about  the  same. 
But  the  IRS  doesn't  like  independent 
contractors,  and  fights  to  reclassify 
them  as  employees  on  firms'  books. 
Why?  Because  independents  are  far 
likelier  to  underreport  income  and 
evade  the  taxmen.  Figuring  it's  easier 
to  audit  firms'  payrolls  and  1099  fil- 
ings than  to  look  through  millions  of 
individuals'  bank  accounts,  the  iRS 
tries  to  get  as  many  workers  classified 
as  employees  as  it  can. 

A  few  cases  even  border  on  harass- 
ment. Currendy,  for  example,  the  iRS 
is  going  after  a  bunch  of  mainstream 
Methodist  ministers  in  Arkansas. 
These  are  not  your  typical  tax  dodg- 
ers, and  the  cases  revolve  around  a 
peculiar  question  of  church  structure. 
But  even  if  the  iRS  were  to  prevail  in 
court,  by  no  means  a  given,  the  net  tax 
change  would  be  minimal — under 
$300  on  average. 

In  fact,  the  current  system  is  per- 


verse: it  often  comes  down  harder  on 
those  who  pay  taxes  than  on  those 
who  don't.  To  determine  whether  a 
worker  is  an  independent  contractor 
or  an  employee,  employers  use  a  set  of 
20  questions  provided  by  the  IRS. 
They  address  such  things  as  the 
amount  and  type  of  control  the  busi- 
ness has  over  the  worker,  and  where 
the  work  is  done. 

But  the  questions  are  vague.  "Any 
ten  people  will  apply  them  20  differ- 
ent ways,"  says  Alan  Stapleton,  a  Gen- 
eral Accounting  Office  expert.  And 
the  penalties  for  classifying  a  worker  as 
an  independent  contractor  when  he 
should  be  classified  as  an  employee  are 
draconian.  "Even  for  small  firms,  the 
penalties  easily  run  to  six  figures  and 
threaten  to  drive  them  out  of  busi- 
ness," says  D.J.  Gribbin  of  the  Na- 
tional   Federation    of  Independent 


Business,  a  small-business  group. 

Apparendy  enough  taxpayers  have 
complained    to    their    congressmer 
about  IRS  harassment  on  this  issue 
that  wheels  are  beginning  to  turn.  A 
bill  fi-om  Representative  Ed  Jenkins, 
(D-Ga.),  for  example,  would  offer  an 
amnesty  on  past  penalties  owed  b 
some  companies  tiiat  voluntarily  re- 
classify   their    employees    correctiy. 
And  an  important  study  of  the  issue 
by  the  General  Accounting  Office  is. 
due  out  soon. 

Another  set  of  proposals,  fi-om- 
Representatives  Doug  Barnard  Jr. 
(D-Ga.)  and  Norman  Sisisky 
(D-Va.),  may  tell  the  IRS  to  stop- 
double-collecting  Social  Security/  > 
Medicare  taxes.  Here's  what  currendv 
happens:  Suppose  an  independent  i 
contractor  pays  $8,000  in  self-em- 
ployment tax,  and  then  is  found  to  i 
have  been  an  employee.  In  retrospect,  > 
then,  he  personally  should  have  paid  ( 
only  $4,000,  and  his  employer  should  t 
have  paid  $4,000. 

But  the  current  law  often  forces  the 
IRS  to  keep  the  $8,000  already  collect- 
ed and  then  soak  the  employer  for  an 
additional  $4,000 — plus  penalties 
and  interest.  The  Barnard-Sisisky  pro- 
posal would  put  an  end  to  this  form  of 
highway  robbery. 

The  proposal  would  also  get  to  the 
heart  of  the  income-underreporting 
problem.  The  IRS  estimates  that  it 
loses  $20  billion  a  year  in  taxes  that 
should  have  been  paid  by  employers 
and/or  their  independent  contrac- 
tors. Most  of  this  is  from  underreport- 
ing by  self-employed  workers. 

Yet  the  penalt)'  to  firms  for  not 
filing  a  1099  form — which  would 
help  the  iRS  find  that  income — is  only 
$50,  while  the  penalt\'  for  misclassif) - 
ing  a  worker  is  around  $3,200.  Rather 
than  risk  an  expensive  misclassifica- 
tion  audit,  some  firms  just  don't  file 
1099s  at  all. 

To  fix  this,  the  Barnard-Sisisk>'  pro- 
posal would  reduce  the  penalty-  for 
misclassif\ing  a  worker  to  $500  or 
less,  and  raise  the  one  for  not  filing  a 
1099  to  around  $3,200,  the  current 
level  for  misclassification. 

So  the  IRS  could  stop  harassing 
employers  and  instead  go  after  people 
who  hide  income.  Independent  con- 
tractors who  underreport  income 
would  be  worse  off,  but  ever\btxly 
else  would  be  better  oft'.       -L.S.  ^ 
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Former  First  Chicago  Chairman  Barry  Sullivan  took  a 
primarily  domestic  bank  and  made  it  global.  Richard 
Thomas  now  hopes  to  reverse  that  policy. 

Back  to  basics 


By  Marcia  Berss 

As  Barry  Sullivan  told  it,  running  a  prune  First  Chicago's  global  corpo- 
money  center  bank  in  the  1980s  was  rate  banking  unit,  which  accounts  for 
sort  of  like  being  a  college  president  in  69%  of  the  bank's  assets  yet  lost  $20 
the  1960s — lots  of  hassle,  not  much  million  last  year  after  meager  1990 
fiin.That,  in  fact,  is  what  Sullivan,  61,  profits.  To  do  so,  he  must  come  to 
told  colleagues  late  last  year  when  he  grips  with  First  Chicago's  sickly  real 
abrupdy  resigned  as  chief  executive  of  estate  portfolio.  Some  38%  of  the 
First  Chicago  Corp.  after  11  years  on  bank's  Adanta  real  estate  portfolio  is 
the  job.  Shordy  after  he  departed,  the  now  classified  as  troubled.  In  New 
Midwest's  biggest  ($49 
billion  assets)  bank  re- 
ported its  fourth  straight 
year  of  down  earnings. 
Net  last  year  was  $116 
million,  off"  53%  from 
1990. 

In  addition  to  Sulli- 
van, four  other  top  exec- 
utives, including  the 
bank's  chief  credit  offi- 
cer, have  recentiy  left. 
Jokes  one:  "The  annual 
report  looks  like  a  good- 
bye card." 

Stepping  into  the  void 
is  Richard  Thomas,  61,  a 
34-year  First  Chicago 
veteran  who  has  spent 
the  last  17  years  as  presi- 
dent. Passed  over  twice 
before  for  the  chief  exec- 
utive post,  Thomas  will 
have  his  hands  fiiU  clean- 
ing up  his  predecessors'  messes. 

When  Sullivan  took  over  in  1980, 
First  Chicago  was  primarily  a  whole- 
sale corporate  bank  lending  to  mosdy 
midwestern  businesses.  Sullivan  ac- 
celerated the  bank's  overseas  expo- 
sure, in  many  cases  with  sorry  results. 
For  example,  he  bought  a  Brazihan 
bank  in  1984,  only  to  uncover  bad 
loans  forcing  a  $131  million  writeoff" 
the  next  year.  On  loans  to  less  devel- 
oped countries.  First  Chicago  took 
nearlv  SI. 2  billion  in  writeoffs  be- 
tween 1988  and  1990. 


First  Chicago's  new  chief  executive,  Richard  Thomas 
After  a  17-year  wait,  he  finally  got  his  chance. 


York  the  figure  is  28%;  in  Los  Angeles, 
35%.  The  latter  includes  about  $140 
million  in  loans  to  VMS  Realty,  some 
made  two  years  ago,  even  as  that 
developer  was  crumbling.  Last  year's 
credit  losses  include  loans  to  bankrupt 
jewelry  retailer  Zale  Corp.  and  British 
press  baron  Robert  Maxwell,  totaling 
about  $30  million. 

Thomas  says  his  strategy  will  be  a 
back-to-basics  focus  on  commercial 
loan  business  within  500  miles  of 
Chicago.  But  he  will  face  strong  com- 


petition from  very  profitable  neigh- 
Thomas  promises  to  significandy     boring  banks  like  Ohio's  Banc  One 
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and  Minneapolis'  Norwest  (Forbes, 
Mar.  4, 1991)^  which  rapidly  acquired 
other  Midwest  banks  while  First  Chi- 
cago's weak  stock  price  kept  it  out  of 
the  bidding.  Banc  One  was  one-sev- 
enth the  size  of  First  Chicago  a  decade 
ago  but  ended  1991  with  $46  billion 
in  assets.  It  will  probably  pass  First 
Chicago  this  year  to  become  the  re- 
gion's biggest  bank. 

Thomas  does  have  some  strong 
assets  to  work  with.  First  Chicago's 
crown  jewel  is  its  $6.9  billion  (assets) 
credit  card  unit,  the  fourth-largest 
bank  credit  card  in  the  country.  Ac- 
quired by  Sullivan  from  Bankers  Trust 
in  1982,  the  operation  probably  earns 
over  $100  million  aftertax.  The  oper- 
ation is  probably  worth  over  $1  bil- 
lion, representing  most  of  the  bank's 
$2  billion  current  market  value. 
In  his  soft  voice  Thomas  concedes 
that  margins   in   credit 
cards  have   been  ham- 
mered to  a  pulp  by  new 
competitors  like  Ameri- 
can Telephone  &  Tele- 
graph. But  he  remains 
cautiously      optimistic. 
"The    cardholder    still 
uses  the  card  for  only 
20%to25%ofhisorher 
purchases,"    he    notes. 
"If  we  can  get  the  card- 
holder to  use  the  card  a 
higher   percent   of  the 
time,   there's   a   lot   of 
growth  there."  Because 
there    are    tremendous 
economies  of  scale  in  a 
credit    card    operation, 
volume  increases  tend  to 
result  in  fairly  large  in- 
cremental profits. 

Another  of  First  Chi- 
cago's big  hidden  assets 
is  its  $1  billion  leveraged  buyout  and 
venture  capital  portfolio.  The  bank 
was  an  early  investor  in  Kohlberg 
Kravis  Roberts'  leveraged  buyouts, 
many  of  which  are  now  being  taken 
public  again  (see  story,  p.  40).  Thomas 
estimates  the  banks'  paper  profits  on 
its  portfolio  at  around  $500  million, 
or  $7.25  per  First  Chicago  share  (re- 
cent stock  price:  28%),  and  says  he 
hopes  to  take  some  cash  profits  this 
year.  "It's  nice  to  have  unrealized 
gains,"  he  says,  "but  it's  not  the  same 
as  cash."  In  Dick  Thomas,  First  Chica- 
go has  a  pragmatist  at  the  helm.      ^ 
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Insiders  have  made  out  wonderfully  from  wheeling  and 
dealing  in  Burlington  Industries.  Perhaps  outsiders 
should  take  the  hint. 

Threadbare^ 


By  Jason  Zweig 


No  ONE  CAN  ever  determine  when  a 
market  has  hit  its  high  watermark,  but 
the  initial  public  offering  of  Burling- 
ton Industries  is  certainly  a  signal  of 
some  kind.  In  late  January  the 
Greensboro,  N.C. -based  textile  pro- 
ducer (1991  sales,  $1.9  billion)  an- 
nounced that  it  plans  to  go  pubhc 
after  being  taken  private  in  a  1987 
leveraged  buyout  by  Morgan  Stanley 
Group  Inc.,  with  Equitable  Life  and 
Bankers  Trust  as  partners. 

The  stock,  with  Morgan  Stanley  as 
lead  underwriter,  is  expected  to  be 
offered  for  between  $14  and  $16  a 
share.  The  offering  could  raise  up  to 
$925  million,  which  Burlington  will 
mainly  spend  buying  back  its  nearly 
$1  billion  (face  value)  in  junk  bonds. 
But  that  will  not  leave  Burlington 
with  a  clean  balance  sheet:  The  com- 
pany will  simultaneously  raise  its  bank 
debt  from  about  $800  million  to  as 
much  as  $1.25  billion. 

The  1987  buyout  valued  Burling- 
ton Industries  at  a  total  of  $2.9  bil- 
lion, including  debt.  Less  than  five 
years  later,  the  57  million  newly  is- 
sued shares  being  offered — plus 
about   11   million  existing  insiders' 


shares — come  to  a  maximum  of  $1.1 
billion.  Add  in  the  debt,  and  the 
company  values  itself  at  $2.3  billion. 

What  accounts  for  the  difference  .> 
More  than  $1  billion  in  asset  sales, 
and  the  recession  and  a  textile  slump, 
to  be  sure.  But  since  1987  Morgan, 
Equitable  and  Bankers  Trust  have 
sucked  more  than  $340  million  in 
fees,  underwriting  discounts,  ex- 
penses and  cash  dividends  out  of  Bur- 
lington. Morgan  got  the  lion's  share: 
just  under  $180  million. 

Those  original  investors  sold  most 
of  their  stock  to  Burlington's  employ- 
ee stock  ownership  plan  in  1989  and 
1990  for  up  to  $25.20  a  share.  The 
total  purchase  price,  financed  by  the 
company:  $189  million  in  cash  and 
preferred  shares. 

All  in  all,  that's  a  pretty  nice  return 
on  an  initial  equity  investment  of 
$125  million. 

The  financiers  were  not  the  only 
ones  who  made  out.  In  1989  and 
1990,  when  Burlington  lost  a  total  of 
$135  million.  Chief  Executive  Frank 
Greenberg  and  his  top  aides  raked  in 
$42  million  in  compensation — of 
which  Greenberg  himself  got  some 


$14  million.  Greenberg  and  his  clos- 
est associates  also  got  $10  million  of 
the  $175  million  cash  dividend  that 
Burlington  paid  its  three  big  outside 
investors  when  the  esop  was  created 
in  1989. 

To  its  proponents,  a  leveraged 
buyout  is  supposed  to  reward  those 
who  take  risks.  But  with  no  initial 
equity  in  the  buyout,  Burlington's 
managers  took  no  financial  risk  at  all; 
they  bought  their  stock  later,  some  for 
as  littie  as  $9.60  a  share,  often  with 
interest-free  loans  from  the  company. 

A  leveraged  buyout  is  also  sup- 
posed to  lead  to  operating  efficien- 
cies, including  reduced  overhead. 
Burlington's  overhead  barely 
budged,  from  7.7%  of  sales  in  1987, 
the  year  of  the  buyout,  to  7.3%  last 
year.  Operating  income,  meanwhile, 
was  6.1%  of  sales  in  fiscal  1987,  hit 
8.6%  of  sales  in  fiscal  1989,  feU  to  6.2% 
in  fiscal  1990,  then  hit  8.1%  in  fiscal 
1991.  In  the  first  quarter  of  fiscal 
1992  operating  income  was  9.9%  of 
sales,  up  from  5.7%  a  year  ago. 

But  Burlington's  operating  income 
last  year  fell  $95  million  short  of 
covering  the  interest  cosr  on  its  $1.8 
billion  of  long-term  debt.  Earlier  in 
the  year  the  company  raised  the  pros- 
pect of  defaulting  on  its  bank  loans. 
Fortunately,  with  the  equity  market 
hot,  Burlington's  bankers  put  out  a 
prospectus. 

Burlington's  new  equit\'  issue,  ex- 
pected in  mid-March,  however,  may 
run  into  market  resistance.  The  com- 
pany's basic  lines  of  business — mak- 
ing worsted  wool,  denim  and  other 
fabrics,  along  with  drapes,  upholster\- 
and  carpets — are  tied  to  the  overall 
economy  and  are  subject  to  tough 
competition  from  overseas.  At  $16  a 
share,  Burlington's  new  equit\',  plus 
its  debt,  values  the  company  at  13 
times  operating  income. 

Assuming  the  issue  does  sell,  man- 
agement will  own  just  1.3%  of  the 
company. 

Note  that  Burlington's  ESOP  is  not 
selling  any  shares.  Its  stake  in  the 
conipanv,  which  cost  $189  million, 
will  be  diluted  from  49%  to  3%.  Top 
initial  market  value  of  the  new  stake: 
$32  million.  Says  a  former  Burlington 
manager:  "They  [the  esop  partici- 
pants] have  been  told  that  3%  of 
something  is  better  than  half  of 
nothing."  ^ 
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^''"'■'There  is  only  one  way  to  get  the  economy  growing 
ndtiJiagain  over  the  long  term— lower  the  real  cost 
"""^of  capital  for  American  companies. 
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IWhiskey 
or  rotgut) 


BY  JOHN  RUTLEDGE 


John  Rutledge  is  an  economist 

and  chairman  of  Rutledge  &  Co.,  a  merchant 

bank  in  Claremont,  Calif. 


THERE'S  A  SAYING  in  Texas  that  sum- 
marizes the  economic  program  out- 
lined in  President  Bush's  Jan.  28  State 
of  the  Union  address:  Prohibition  is 
bad,  but  it's  better  than  no  whiskey 
.at  all. 

There  was  nothing  exciting  in  the 
address,  but  President  Bush  did  cor- 
recdy  identify  the  two  bandits — prop- 
erty deflation  and  the  fibrillating 
banking  system — that  have  robbed 
the  economy  of  growth  and  American 
workers  of  their  jobs.  The  measures 
that  lie  at  the  heart  of  the  President's 
program  may  not  be  12 -year-old 
bourbon,  but  they  are  better  than  no 
whiskey  at  all.  He  proposed  reducing 
the  maximum  tax  rate  on  capital  gains 
to  just  over  15%,  restoring  the  de- 
ductibility of  passive  real  estate  losses, 
credits  for  first-time  home  buyers  and 
looser  restrictions  on  ira  withdrawals. 

All  these  measures  should  help  bol- 
ster housing  prices.  As  I  wrote  in  this 
column  last  month,  rtc  property  auc- 
tions have  depressed  property  values 
and  household  net  worth  by  nearly 
$200  billion  over  the  past  two  years, 
frightening  people  out  of  buying  new 
cars  and  fijrniture,  and  eroding  the 
collateral  that  gives  bankers  the  back- 
bone to  make  business  loans.  Putting 


home  prices  back  on  an  even  keel  is 
the  single  most  important  issue  in 
breaking  the  credit  crunch  and  end- 
ing the  recession.  The  President's 
growth  program  would  put  a  lot  of 
Americans  back  to  work,  if  he  can  get 
it  through  Congress. 

There's  the  catch.  Congressional 
Democrats  are  set  against  the  capital 
gains  cut,  and  have  announced  plans 
to  either  kill  it  or  hold  lower  capital 
gains  rates  hostage  to  an  increase  in 
the  top  marginal  tax  rate.  Both  would 
be  bad  news  for  the  economy. 

The  Democrats  would  substitute  a 
poisonous  brew  for  the  President's 
weak  whiskey.  They  would  prod  peo- 
ple into  spending  more  money  by 
creating  one  more  welfare  program,  a 
middle-class  tax  credit  of  several  hun- 
dred dollars  to  families  with  children, 
sort  of  a  reverse  poll  tax.  This  would 
complete  a  cruel  joke  on  the  middle 
class — first  rob  them  of  their  net 
worth  by  deflating  home  values,  then 
throw  them  out  of  work  and  finally 
put  them  on  the  government  dole. 

Liquidity- starved  Americans,  fear- 
ing for  their  jobs  and  hammered  by 
two  years  of  shrinking  net  worth,  will 
not  use  their  one-time  tax  rebates  as 
down  payments  on  new  cars.  They 
will  instead  stuff  those  rebates  into 
savings  accounts  to  give  themselves  a 
litde  cushion  and  to  repair  some  of 
their  damaged  net  worth. 

And  unless  something  is  done  to 
give  the  banks  reason  to  believe  that 
real  estate  is  a  safe  investment  again, 
they  in  turn  would  use  the  new  depos- 
its to  buy  Treasury  bills  (the  same 
Treasury  bills  used  to  finance  the  tax 
rebate),  just  as  they  have  been  doing 
since  the  credit  crunch  began.  No 
new  lending  means  no  new  spending. 
The  economy  will  stay  in  the  tank. 

Ironically,  by  blocking  capital  gains 


tax  reduction,  the  Democrats  would 
be  denying  middle -class  American 
families — who  after  all  are  the  owners 
of  our  country's  $8.3  trillion  stock  of 
real  estate  assets — the  biggest  tax  re- 
bate of  all.  A  lower  capital  gains  rate 
would  increase  home  values  by  $300 
billion  to  $500  billion. 

For  many  years,  capital  gains  tax 
rates  have  been  more  important  for 
real  estate  transactions  than  for  stocks 
or  bonds.  The  reason  for  this  is  sim- 
ple. Real  estate  is  the  largest  asset 
category  on  America's  books  and  over 
half  our  net  worth.  Lower  capital 
gains  rates  would  mean  a  lower  real 
cost  of  capital  for  American  industry, 
hence  more  capital  to  invest,  as  the 
President  pointed  out.  But  more  im- 
portant, reduced  capital  gains  rates 
would  mean  an  immediate  increase  in 
the  aftertax  return  on  real  estate  in- 
vestments. This  would  quickly  pro- 
duce higher  prices  for  both  residential 
and  commercial  properties,  boosting 
consumers'  net  worth  and  improving 
bank  capital  positions. 

President  Bush  is  trying  to  sell  his 
capital  gains  proposal  to  the  American 
people  as  a  stimulus  to  the  stock 
market  and  to  growth  companies  that 
hope  someday  to  go  public.  He 
should  be  selling  the  benefits  to 
mom-and-pop  homeowners,  who 
will  collect  most  of  the  gains. 

There  is  only  one  way  to  raise  in- 
vestment and  get  the  economy  grow- 
ing again  over  the  long  term — lower 
the  real  cost  of  capital  for  American 
companies.  Every  manager  knows 
that  in  order  to  maximize  the  value  of 
his  company  for  shareholders  he 
should  undertake  all  investment  proj- 
ects that  have  returns  higher  than  the 
cost  of  capital. 

If  we  want  America's  managers  to 
stop  selling  assets  and  firing  workers 
and  to  start  investing  in  growing 
again,  we  must  give  them  a  lower  cost 
of  capital  to  influence  their  decisions. 
The  Fed  has  done  its  part  by  lowering 
interest  rates,  but  the  Fed  cannot  win 
the  fight  against  recession  on  its  own. 
It  needs  help  from  Congress  in  the 
form  of  lower  capital  gains  rates  to 
help  break  through  the  credit  crunch, 
so  banks  will  again  make  money  avail- 
able for  American  companies. 

Weak  as  it  may  be,  the  President's 
whiskey  is  better  than  the  Democrats' 
rotgut.  WM 
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With  new  techniques  described  as  "Led  Zeppelin 
meets  Roy  Rogers,"  country  music  is  challenging  rock  as 
America's  popular  music  of  choice.  In  many  ways  it  is  a 
healthy  phenomenon. 

The  Wal-Maf*t 
school  of  music 


By  Lisa  Gubemick  and  Peter  Newcomb 


The  seats  are  covered  in  cowhide, 
pictures  of  die  Judds  and  Hank  Wil- 
liams Jr.  grace  die  walls.  The  patrons, 
some  500  strong,  are  mosdy  outfitted 
in  cowboy  hats  and  Wrangler  jeans. 
On  the  dance  floor,  an  army  of  cow- 
boy boots  is  stomping  out  a  Texas 
two-step  as  Garth  Brooks'  song  "Un- 
answered Prayers"  blares  from  the 
disc  jockey's  booth. 

A  cowboy  bar  in  Dallas."  A  honky- 
tonk  in  Nashville?  Nope.  It's  Denim 
&  Diamonds  in  trendy  Santa  Monica, 
one  of  the  hottest  new  spots  in  the  Los 
Angeles  area. 

Less  than  a  year  ago  Denim  & 
Diamonds  was  a  disco  playing  top  40 
hits.  Rock's  out,  country's  in. 

"I  used  to  be  into  heavy  metal,  but 
now  all  I  listen  to  is  country,"  says  2 1  - 
year-old  Dominica  Duran,  a  recep- 
tionist who  has  been  coming  to  Den- 
im &  Diamonds  for  two  months. 
"Country  is  better  to  dance  to,  and 
besides,  it's  more  sentimental.  It's 
much  easier  to  listen  to." 

And  not  just  in  Santa  Monica.  Over 
the  last  two  years  country  music  has 
taken  over  the  airwaves  and  the  record 
charts,  as  well  as  the  bestseller  lists. 
Michael  Ovitz's  Creative  Artists 
Agency  (caa),  which  has  hitherto 
thought  it  unnecessary  to  have  offices 
outside  Beverly  Hills,  just  opened  an 
outpost  in  Nashville.  In  a  year  when 
the  rock  concert  business  nearly  went 
bust,  three  of  the  top  ten  concert 
touring  acts  were  country  stars.  Mem- 
ories, a  saccharine  autobiography  by 
Ralph  Emery,  host  of  Nashville  Now, 
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a  top-rated  cable  television  show  on 
The  Nashville  Network  (tnn),  rose  to 
number  two  on  the  New  Tork  Times 
bestseller  list. 

Wynonna  and  Naomi  Judd's  recent 
pay-per-view  special  drew  more  view- 
ers than  did  specials  for  the  Rolling 
Stones  and  New  Kids  on  the  Block.  In 
one  week  in  January,  among  the  top 
100  albums,  country  accounted  for 
nearly  20%  of  all  units  sold.  Revenues 
from  the  country  music  business  are 
now  over  $3  billion  and  climbing. 
Marketing  consultant  Macey  Lipman 
thinks  record  sales  alone  could  double 
in  the  next  two  years. 

In  1985  there  were  only  16  country' 
albums  that  went  gold,  that  is,  sold 
over  500,000  units.  Last  year  33  went 
gold,  and  another  35  went  platinum 
(sold  over  1  million  copies). 

Right  in  the  eye  of  this  popular 
storm  is  an  unprepossessing-looking 
30-year-old  Oklahoman  named 
Garth  Brooks.  Brooks  has  been  de- 
scribed as  having  a  face  like  "a  thumb 
with  a  hat  on  it,"  but  glamour  isn't 
what  country  music  is  all  about. 
What's  changed  is  this:  Brooks  is 
younger  than  the  aging  countr\'  stars 
of  yore,  and  he's  learned  a  lot  from  the 
successfiil  rock  acts. 

Brooks'  agent,  Tony  Conway,  ex- 
plains: "Garth's  act  incorporated 
what  he  had  seen  growing  up.  He 
used  to  see  Queen  and  figured  there 
was  no  reason  he  couldn't  do  those 
kinds  of  theatrics  in  countr\'."  In- 
stead of  standing  ramrod  straight, 
clutching    guitar    to    chest.    Brooks 


The  Saturday 
night  crowd 
at  Denim 
&  Diamonds 
The  Texas 
two-step 
comes  to 
Santa  Monica. 


cruises  through  die  audience  and 
swings  from  electrical  cables.  In  his 
finale,  he  has  been  known  to  smash 
his  guitar.  "Ganh  is  like  Led  Zeppe- 
lin meets  Roy  Rogers,"  says  James 
Bowen,  whose  Libert}'  Records,  a 
subsidiar\'  of  Capitol-F.Mi,  distributes 
Brooks. 

The  odd  combination  works. 
Brooks'  recent  NBC  special  helped 
push  the  network  to  its  highest  Friday 
night  ratings  in  over  r\vo  years.  His 
record  sales  now  total  over  16  million; 
his  last  album,  Ropitr  the  Wind,  has 
knocked  such  heavyweights  as  Mi- 
chael Jackson  and  Guns  N'  Roses 
from  the  top  of  the  charts.  One  week 
in  Ianuar\'  Bnxiks'  records  sold  nearly 
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340,000  units,  putting  $500,000  in 
his  wallet. 

Why  is  country  so  hot?  Harold 
ZuUow,  a  professor  at  Columbia  Uni- 
versity's School  of  Public  Health  who 
specializes  in  consumer  attitudes, 
credits  the  recession.  "Country  music 
focuses  on  the  pathos  in  life,  and  so  it 
makes  sense  that  in  times  where  peo- 
ple are  focused  on  problems,  country 
music  will  have  a  greater  appeal." 

But  the  roots  go  deeper  than  the 
recession.  This  phenomenon  suggests 
that  American  popular  culture  is  tak- 
ing a  new,  healthier  direction.  At 
Denim  &  Diamonds,  the  clientele  is 
of  mixed  ages,  with  a  preponderance 
of  the  young,  but  ranging  from  21  to 


60  and  up.  The  scene  is  less  solipsistic 
and  drug  oriented.  Dancing  becomes 
a  social  activity  again,  with  people 
dancing  with  each  other  rather  than 
wrapped  in  their  own  private  ecstasy. 
The  sexual  electricity  is  there,  but  it 
isn't  vulgar  or  violent. 

So,  too,  with  lyrics,  which  become 
as  important  as  the  music.  As  Brooks 
puts  it,  "We  treat  the  lyrics  like  the 
woman  any  man  wants  to  impress  the 
most.  We  give  the  lyrics  all  the  atten- 
tion we  can.  I'm  not  sure  other  for- 
mats are  remembering  that  the  lyrics 
are  what  it's  all  about." 

One  thing  country  music  is  all 
about  is  everyday  life  and  everyday 
experience.  Rapper  Ice  Cube  writes 


about  burning  down  Korean  grocery 
stores.  The  Geto  Boys  talk  about  a 
horrifically  violent  rape.  "If  you  don't 
live  in  the  inner  city,  you  can't  relate 
to  those  lyrics,"  says  Liberty's  Bowen. 
"There  are  millions  of  other  younger 
Americans  who  are  disenfranchised. 
They  don't  like  dancing  to  heavy  met- 
al music.  They've  been  poking 
around  and  they  found  Garth 
Brooks." 

What  they  found  in  him  is  an  enter- 
tainer they  can  relate  to.  Brooks' 
"Unanswered  Prayers"  tells  the  story 
of  what  happens  when,  with  his  wife. 
Brooks  runs  into  his  high  school  girl- 
friend and  how  grateful  he  is  that  his 
hopes  to  have  her  forever  were  never 
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realized.  "Friends  in  Low  Places,"  a 
sing-along  narrated  by  a  guy  who  gets 
dumped  for  a  classier  rival,  has  be- 
come a  teenage  anthem. 

Country  music  has  probably  always 
been  more  popular  than  the  industry 
gave  it  credit  for.  The  music  business 
bible,  Billboard,  no  longer  relies  on 
estimates  from  record  store  owners  in 
tabulating  album  sales.  The  maga- 
zine now  uses  computerized  tracking 
methods  that  include  purchases  at 
stores  like  Wal-Mart  and  Kmart, 
places  where  the  country  customer  is 
much  more  likely  to  buy  his  music. 
"It  is  like  someone  opened  the  closet 
door,"  says  Brooks.  "Just  because 
the  light  is  on,  does  it  mean  it  wasn't 
that  way  all  along?" 

There's  no  doubt  that  the  light  is 
shining  brighter  these  days.  Ten  years 
ago  there  were  1,800  country  radio 
stations.  Now  there  are  more  than 
2,500.  And  the  listeners  aren't  just 
people  driving  beat-up  pickup  trucks 
and  swilling  from  six-packs.  Accord- 
ing to  a  study  by  Simmons  Research, 
more  people  with  household  incomes 
of  $40,000  or  above  hsten  to  country 
music  radio  than  any  other  format. 

This  isn't  the  first  time  country  has 
boomed.  The  first  wave  came  back  in 
the  late  1960s,  when  Johnny  Cash 
had  an  hourlong  variety  show  on  abc. 
In  1980  Urban  Cowboy^  starring  John 
Travolta,  had  every  citified  man  shoe- 
horning  his  feet  into  cowboy  boots. 
But  by  1983  record  sales  had  started 
slipping  and  radio  stations  that  were 
playing  nothing  but  country  had 
starting  putting  pop  tunes  back  on  the 
turntable.  In  1985  the  New  York 
Times  declared  the  Nashville  sound 
virtually  dead. 

This  time  will  the  trend  endure? 
Steve  Gibson,  chairman  of  a  Nashville 
Chamber  of  Commerce  music/en- 
tertainment task  force  and  a  Nashville 
studio  musician,  says  yes.  "The  suc- 
cess after  Urban  Cowboywzs  driven  by 
the  motion  picture,  fashion,  lifestyle 
options  and  the  presence  of  mechani- 
cal bulls  in  great  big  clubs  in  Texas," 
says  Gibson.  "It  was  not  driven  by 
the  music.  It  was  driven  by  external 
sources."  Now  the  popularity  of 
country  music  is  about  substance,  not 
merely  style. 

The  beginning  of  this  boom  dates 
to  1986,  when  Randy  Travis,  a  good- 
looking     22-year-old     singer,     was 


Wynonna  and 
Naomi  Judd 
Their  payiier 
view  draw  was 
bigger  than  the 
Rolling  Stones'. 
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signed  to  Warner  Bros.'  Nashville  la- 
bel. Unlike  the  older  generation  of 
country  stars,  who  were  graying  at  the 
temples  and  widening  at  the  waist, 
Travis  had  a  full  head  of  hair  and 
looked  good  in  a  tight  pair  of  blue 
jeans.  He  was  the  first  of  the  new 
pinup  countr\'  stars,  what  Nashville 
now  calls  hat  acts. 

Country,  which  previously  had  at- 


tracted mostly  an  older  audience, 
started  pulling  in  college  students. 
Hff  Han\  the  veteran  country  variet>' 
show  that  is  no^  in  its  twent\- fourth 
season,  recently  unveiled  a  new  Uxik, 
axing  ten  of  its  older  performers  and 
adding  a  be\T  of  younger,  \oluptuous 
female  stars.  Guest  stars  now  include 
younger  members  of  the  country-  set, 
such  as  Ixjrrie  Morgan  and  Brtxjks, 
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Country  star 
Garth  Brooks 
"We  treat  the  ly^ 
ics  like  the  woman 
any  man  wants 
to  impress." 


Reba  McEntire 
and  Randy  Travis 
Country's  new 
pinup  stars. 


;;vho  sacrificed  a  day  of  planned  vaca- 
tion to  do  the  show. 

Julie  Baker,  a  20-year-old  Pennsyl- 
vania State  University  junior,  used  to 
listen  only  to  rock.  "I've  gotten  total- 
ly hooked  on  country,"  she  says.  The 
Julie  Bakers  are  precisely  what  is  driv- 
ing this  boom.  Al  Teller  heads  the 
MCA  music  entertainment  group, 
where  country  singer  Reba  McEntire 
now  sells  more  albums  than  any  other 
performer  on  the  MCA  roster.  Says 
Teller:  "The  driving  demographics 
for  the  record  industry  are  15-to-25- 
year-olds — they  are  the  ones  who  buy 
records,  and  they  never  used  to  listen 
to  country  before." 

Like  MTV  and  rock  in  the  early 
1980s,  country  music  has  benefited 
fi-om  cable  television.  Country  music 
has  finally  discovered  the  art  of  the 
video — about  six  years  aft:er  its  rock 
'n'  roll  brethren.  Last  year  Country 
Music  Television:  CMT  was  purchased 
by  a  combination  of  Gaylord  Enter- 
tainment and  Group  W  Satellite 
Communications    and    recast    to    a 


younger  market  (see  box,  p.  76).  The 
results  have  been  spectacular  both  for 
the  owners  and  for  the  performers. 
Advertising  revenues  are  up  over  70% 
from  last  year.  The  performers.''  "It 
used  to  take  two  to  three  years  to 
establish  an  act,"  says  agent  Tony 
Conway.  "Now  it  takes  six  months." 
The  reason,  he  says,  is  that  the  videos 
on  TNN  and  Country  Music  Televi- 
sion can  create  that  all-important  vi- 
sual image  that's  the  foundation  for 
success. 

Music  is  made  difFerentiy  in  Nash- 
ville than  it  is  in  New  York  or  Los 
Angeles.  All  the  performers  are  pres- 
ent at  recording  sessions,  rather  than 
being  dubbed  in  one  player  at  a  time, 
saving  on  studio  costs.  Moreover, 
there's  a  certain  hands-on  profession- 
alism that  exists  in  Nashville;  many  of 
the  executives  running  record  labels 
there  are  onetime  musicians;  they  are 
intimately  involved  with  each  step  of 
the  process  and  are  keenly  aware  of 
whether  schedules  are  running  on 
time  and  on  budget.  "I  think  some 


hard  looks  could  be  taken  at  how  we 
do  business  here  by  Los  Angles  and 
New  York,"  says  Liberty's  Bowen. 

Marketing  costs  run  less  in  Nash- 
ville as  well.  As  Jim  Ed  Norman,  head 
of  Warner/Reprise  Records  in  Nash- 
ville, says,  "We  react  to  market  de- 
mand, we  don't  try  to  impose  it." 

Country  music  has  a  marketing  ad- 
vantage rock  can  rarely  niatch:  The 
performers  mingle  with  their  fans 
rather  than  remaining  haughty  and 
aloof  from  them.  Country  music  stars 
aren't  buffered  by  battalions  of  mus- 
cle-bound security  guards  and  pom- 
padoured  publicists. 

Each  June  some  25,000  country 
music  fans  come  to  Nashville  to  cele- 
brate the  International  Country  Mu- 
sic Fan  Fair,  a  seven-day  fete  at  the 
Tennessee  State  Fairgrounds.  Most 
acts  there  have  their  own  booths, 
selling  T  shirts  and  signing  auto- 
graphs. Stars  like  Reba  McEntire  host 
breakfasts  for  their  fan  clubs.  "Coun- 
try acts  treat  their  fans  better,"  says 
Tom  Ross,  who  heads  caa's  music 
division.  "Can  you  imagine  Guns  N' 
Roses  and  AC/dc  in  booths  on  a 
fairground?" 

About  200  miles  south  of  Kansas 
City  lies  the  unlikely  new  mecca  for 
country  music  performers:  Branson, 
Mo.  Stars  such  as  Loretta  Lynn,  Reba 
McEntire  and  Conway  Twitty  per- 
form each  summer  night  at  the  25 
theaters  in  the  tiny  town  (pop. 
3,706).  The  4  million  tourists  who 
pass  through  spend  an  estimated 
$750  million  annually.  Unlike  Las 
Vegas,  where  the  audience  sees  the 
stars  only  onstage,  country  acts  in 
Branson  spend  hours  signing  auto- 
graphs and  posing  for  photos.  That 
accessibility  creates  loyalty.  Experts 
estimate  that  a  rock  act  lasts  about 
three  years;  the  life  span  of  a  country 
star  is  five  times  that  long. 

These  are  times  when  American 
popular  culture  is  conquering  the 
world.  Europe  has  never  been  a  big 
market  for  country  music,  but  that, 
too,  could  change.  "It's  still  a  cow- 
boy-and- Indian  thing  there,"  says 
Ron  Baird,  who  is  based  in  caa's  new 
Nashville  office.  "A  lot  of  the  fans 
wear  six-guns  and  chaps  to  concerts. 
The  Swiss  shoot  off  blanks  if  they 
really  like  the  show." 

Music  producer  Quincy  Jones  is 
planning  to  have  a  country  music 
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night  at  this  year's  Montreux  Jazz  and 
World  Music  Festival  in  Switzerland. 
Several  shows  from  tnn  are  airing  on 
London  Weekend  Television,  and 
this  April  the  Highwaymen,  a  group 
made  up  of  Waylon  Jennings,  Willie 
Nelson,  Kris  KristofFerson  and  John- 
ny Cash,  will  be  playing  some  of 
Europe's  biggest  venues,  including 
London's  Wembley  Arena.  In  Tokyo, 
Japan's  first  full-time  country  music 
radio  station,  ktyo,  began  airing  in 
January.  At  Warner/Reprise  in  Nash- 
ville, which  hired  its  first  international 
sales  representative  last  year,  foreign 
record  sales  for  1991  were  up  30% 
over  1990.  It  looks  to  be  only  getting 
bigger.  Garth  Brooks  is  planning  his 
first  European  tour  for  next  year. 

Brooks  represents  the  new  breed  of 
country  music  entertainer.  He  was  a 
marketing  and  advertising  major  in 
college,  and  the  training  shows — and 
it's  not  just  in  his  stage  antics.  Appar- 
entiy  stealing  a  page  from  Madonna's 
book  of  controversy,  he  conceptual- 
ized and  starred  in  a  music  video, 
"The  Thunder  Rolls,"  based  on  his 
own  song  about  a  two-timing  wdfe- 
beater.  In  the  video  the  abused  wife 
metes  out  her  own  justice,  shooting 
her  husband.  The  video  was  banned 
from  country  music  cable  networks 
and  created  a  flurry  of  publicity. 

Brooks'  ticket  prices  last  year  were 
$15,  about  half  what  the  Rolling 
Stones  charged  on  their  last  tour. 
"The  less  people  pay  at  the  gate,  the 
more  they'll  spend  inside,"  says 
Brooks.  "That's  just  simple  logic." 
And  the  more  T  shirts  sold,  the  more 
ends  up  in  Brooks'  own  pocket.  He 
sells  an  average  of  $8.50  in  merchan- 
dise per  concertgoer — comparable  to 
most  rock  acts  and  tops  for  a  country 
music  act. 

"I  believe  in  the  Wal-Mart  school 
of  business,"  says  Brooks.  "The  less 
people  pay  for  a  product  that  they  are 
happy  with,  the  happier  they  are  with 
it."  He  pays  attention  to  quality  as 
well.  "Our  T  shirts  are  all  100%  cot- 
ton, about  the  heaviest  weight  you 
can  buy.  That  shirt  is  an  advertise- 
ment on  someone's  back.  So  we  want 
to  give  people  something  that's  going 
to  last." 

Good  quality  at  a  reasonable  price. 
What  more  can  you  ask  from  the 
entertainment  industry — or  any  other 
business?  Hi 
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How  HOT  is  country .> 
Hot  enough  to  propel  the 
price  of  Gaylord  Enter- 
tainment Co.  from  $20.50 
a  share  at  the  time  of  its 
initial  public  offering  last 
October  to  a  recent  $31 . 

The  appreciation  is 
largely  attributable  to  the 
sizzle  of  Gaylord's  Nash- 
ville Network,  the  ad-sup- 
ported cable  TV  service 
that  offers  country  music 
and  "lifestyle"  program- 
ming (auto  races,  talk  and 
game  shows),  tnn 
seemed  litde  more  than  a 
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Edward  L.  Gaylord,  of  Gaylord 
Entertainment  Co.,  acquired 
Opryland  USA  in  1983 
Under  Gaylord,  the 
Nashville4>ased  company 
expanded  its  theme  park, 
convention  hotel  and 
cable  TV  programming. 


throw- in  when  Oklaho- 
ma media  baron  and  bil- 
lionaire Edward  L.  Gay- 
lord bought  the  network's 
parent  company,  Opry- 
land USA,  in  1983  for  a  re- 
ported $270  million. 

At  the  time  tnn  had 
been  on  the  air  for  a  scant 
four  months.  The  com- 
pany's crown  jewels  were 
the  Grand  Ole  Opry,  a 
convention  hotel,  a  theme 
park  and  a  Nash\illc 
AM/FM  radio  station.  But 
with  the  phenomenal 
popularity  of  country  mu- 


sic, TNN  now  generates 
more  operating  income  for 
Gaylord  than  the  hotel 
and  theme  park  combined. 

Not  that  the  hotel  is 
faltering.  Occupancy  aver- 
aged 86%  last  year,  far 
above  the  national  average 
of  about  62%.  Theme 
park  attendance  dropped 
9%,  however,  because  of 
the  recession,  the  Persian 
Gulf  conflict  and  a  rainy 
spring.  But  Gaylord,  72, 
likes  the  park  business  so 
much  that  he  bought  a  14% 
stake  in  Fiesta  Texas,  a 
theme  park  opening  this 
month  in  San  Antonio 
that  will  also  offer  musical 
shows  and  rides. 

The  shining  star  in 
Gaylord's  $600  million 
(sales)  company,  TNN 
ranks  fifiJi  in  prime -time 
ratings  among  cable  net- 
works. Early  in  1991  Gay- 
lord bought  67%  of 
Country  Music  Television, 
a  competing  cable  ser- 
vice, for  $24  million.  CMT 
reaches  just  28%  of  the 
nation's  cable  households 
but  has  a  very  loyal 
viewership.  The  average 
CMT  viewer  watches  twice 
as  much  each  week  as  do 
viewers  ofVH-1,  the  soft- 
rock  music  channel. 

Last  year  Gaylord  de- 
cided to  combine  the  Opr\'- 
land  businesses  with  his  4 
independent  T\'  stations 
and  26  cable  franchises 
and  take  the  whole  shebang 
public.  Gaylord  raised 
nearly  $200  million  by  sell- 
ing 24%  of  the  company. 
The  proceeds  were  used  to 
pay  down  debt  to  $361 
million  at  year's  end.  Gay- 
lord's family  and  some 
close  associates  retained  a 
46%  stake  of  the  compa- 
ny; the  stake  is  now  worth 
around  $540  million. 
And  the  countr>-  craze  is 
still  spreading. 

-K.MHRVN  Harris  ^ 
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Where  there  is 
open  mind,  there  will 
always  be  a  frontier" 

h  a  r  I  e  s     F .     Kettering 


To  be  content  with  what  is  already 
known  is  to  close  the  door  on  tomorrow. 

It  is  this  belief  that  drove  us  beyond 
our  status  as  a  world  leader  in  medical 
x-ray  technology. 

Members  of  the  Toshiba  research 
team  in  South  San  Francisco  have 


helped  develop  a  faster,  more  accurate 
method  of  medical  diagnosis  called 
Magnetic  Resonance  Imaging. 

It  is  becoming  the  new  standard 
for  medical  imaging  technology. 

And  it  is  one  reason  we  will  never 
cease  to  believe  in  a  better  tomorrow. 


FliDliigraph  by  Bruce  DuridsnH 


Color  TVs  &  VCRs  •  Computers  &  Printers  •  Copiers  •  CT  Scanners  •  Digital  Instrumentation  •  Disk  Drives  •  Facsimile  Systems  •  Industrial  Motors  &  Controls  •  Liquid  Crystal 
Displays  •  Medical  Tkbes  •  Mobile  Electronics  •  MR  Imaging  •  Nuclear  Medicine  •  OPTO  Electronic  Devices  •  Picture  Tubes  •  Professional  Video  Systems  •  Room  Air  Conditioners 
Satellite  Receivers  •  Semiconductors  •  Tilecommunication  Systems  *  Titrbines  &  Generators  •  Ultrasound  •  Uninterruptible  Power  Supply  •  Variable  Speed  Drives  •  X-Ray  Systems 


In  Touch  with  Tomorrow 

TOSHIBA 


The  old  one-armed  bandit  has  entered  the  electronic 
age— and  revenue-hungry  politicians  are  delighted. 

Legalizing 
the  slots 


By  James  Cook 

A  VIDEO  LOTTERY  TERMINAL  is  a  slot 

machine  that  lays  out  video  poker 
hands,  bingo  cards  or  what  have  you 
for  low-stakes  gambling.  It's  called 
adult  amusement.  It's  the  old  one- 
armed  bandit  updated. 

Except  for  their  payment  devices, 
these  terminals  are  identical  to  the 
video  poker  machines  played  legally 
in  Las  Vegas  and  Adantic  City  and 
illegally  in  tens  of  thousands  of  bars, 
restaurants  and  clubs  all  over  the  U.S. 
With  VLTs  you  generally  don't  feed 
quarters  into  a  slot,  you  feed  bills,  to 
establish  your  credit — $1,  $5,  $20. 
Your  losses  and  winnings  are  elec- 
tronically tallied  as  you  play,  then 
totaled  and  printed  out  on  a  slip 


redeemable  for  cash  (if  you  come  out 
ahead). 

It's  a  product  whose  time  has  come. 
The  lottomania  (Forbes,  Mar.  6, 
1989)  that  sent  state  lottery  revenues 
to  more  than  $20  billion  last  year  has 
finally  run  out  of  steam.  Revenue 
gains  are  slackening  off,  and  in  a  third 
of  the  states  playing  the  game,  reve- 
nues are  down.  The  video  lottery 
shapes  up  as  a  quick,  easy  and  no 
longer  especially  controversial  means 
of  tapping  a  new  source  of  revenue  for 
voracious  state  budgets. 

State  lotteries  have  gone  a  long  way 
toward  making  gambling  respectable. 
They  have  turned  gambling  into  a 
source  of  money  for  such  estimable 


The  games  people  will  play 
Video  lottery  terminals  like 
these  at  a  bar  in  Sioux  Falls, 
S.D.  promise  to  do  for  slot 
machines  what  lotteries  did 
for  the  numbers  game. 


causes  as  education,  the  environment 
and  economic  development.  The  vid- 
eo lottery  promises  to  do  for  the  slot 
machine  what  lotteries  did  for  the 
numbers  game:  channel  people's 
gambling  instincts  into  socially  useful 
causes.  Larry  Lippon,  boss  of  Video 
Lottery  Technologies,  which  de- 
signed South  Dakota's  prototypical 
video  lottery  system,  says,  "Our 
whole  vision  was  to  create  a  stream  of 
public  revenues  for  funding  favorite 
issues." 

The  stream  is  finally  beginning  to 
flow.  Montana  began  playing  the  vid- 
eo lottery  in  1985,  South  Dakota  in 
1989,  Canada's  Maritime  Provinces 
in  1990,  Manitoba  and  three  Colora- 
do mining  towns  last  year.  West  Vir- 
ginia and  Alberta  have  trial  programs 
under  way,  Oregon  and  Louisiana 
will  get  their  games  into  operation 
this  year,  and  legislation  is  under  con- 
sideration in  Kansas,  Missouri,  Min- 
nesota, South  Carolina,  Wisconsin, 
New  Mexico,  New  York  and  New 
Jersey. 

Players  can  sit  for  hours  before  the 
machines,  playing  with  interactive 
touch-screen  controls,  turning  hard- 
earned  cash  into  instant  adrenaline. 
The  video  lottery  offers  instant  gratifi- 
cation— no  waiting  to  learn  whether 
you  won  or  lost. 

Last  year  the  vlts  yielded  Montana 
$21  million  in  tax  revenue,  South 
Dakota  $25  million — five  to  ten  times 
what  their  conventional  lotteries  do. 
And  these  are  thinly  populated,  low- 
income  states.  Imagine  what  such  lot- 
teries could  yield  in  New  York,  Illinois 
or  California. 

So  the  potential  is  enormous. 
There  may  be  190,000  casino  ma- 
chines in  place,  as  against  fewer  than 
30,000  VLTS,  but  the  balance  is  likely 
to  shift.  John  J.  Russell  is  president  of 
Reno's  International  Game  Technol- 
ogy, the  U.S.'  largest  videogaming 
machine  manufacturer.  Russell  says 
that  lotterv  demand  could  easilv  run 
between  300,000  and  600,000  ma- 
chines over  the  next  three  or  four 
years,  and  that  doesn't  include 
150,000  machines  for  the  traditional 
casino  market.  With  vlts  currently 
selling  for  maybe  $5,000  apiece,  that 
shapes  up  as  a  $1.5  billion  market, 
enough  to  get  anyone's  competitive 
juices  flowing. 

International    Game    Technology' 
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If  it  had  less  legroom,  a  lesser  warranty, 
and  cost  thousands  mone,  it  could  be  a  Cadillac. 

Logic  would  seem  to  dictate  that  when  you  pay  thousands  of  dollars  more  for  a  car,  you  should  get 
a  lot  more  car.  Apparently,  in  the  case  of  the  Cadillac  Sedan  DeVille  versus  the 
Chrysler  Fifth  Avenue,  logic  does  not  apply  Both  cars  provide  ample  room  for 
six,  air-conditioning,  automatic  transmission,  automatic  load  leveling,  stereo 
sound  system,  ftilly  reclining  seats,  all  as  standard  equipment.  Both  offer  safety  and 
performance.  A  driver's  air  bag  is  standard  on  the  Chrysler  Fifth  Avenue,  as  is  a  powerftil  fuel- 
injected,  3.3-liter  V-6.  Anti-lock  brakes  are  also  available.  Here,  however,  is  where  logic  totally 

falls  apart.  The  restyled  Chrysler  Fifth 
Avenue  costs  thousands  less,  yet 
it  has  more  rear  legroom  than 
the  largest  Cadillac.  And  it  offers 
a  better  warranty:  bumper-to-bumper 
protection  for  5  years  or  50,000  miles!  So  if  you're  looking  for  a  great  luxury  car,  defy  logic.  Pay 
less,  get  more.  Chrysler  Fifth  Avenue.  For  more  information,  call  1 -800-4 A-CHRYSLER. 


ADVANTAGE  :CHRYSLERtV 

A    DIVISION     OF    CHRYSLER     CORPORATION 


'StanJmi  cqupment  Icvds  vary.  Lqrmiim  companion  R>  CaJillai  BniuKham.  tExcluJe^  m)mial  maintenance,  adjusmients  and  wear  ircms.  See  limited  warranty  at  dealer.  Some  restrictions  apply. 
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Land.  ..wlut  else  can  give  yon  so  mufdipleasiire  now  and  to  years  to  eomet 


MMhe  land  we're  offering  is  far 
I  rrom  the  crowds  and  rat  race  of 
Jh  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
cormnitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303  2WK9 
Ft.  Garland,  CO  81133. 


Obtain  the  Property  Report  required  by  federal  law  and  read  it  before  signing  anyttiiny  No  Federal  agency  has 
judged  the  merits  or  value,  if  any.  of  this  property  Equal  Credit  and  Housing  Opportunity  A  statement  and  offenng 
statement  has  been  filed  with  the  Secretary  of  State  of  the  Slate  of  New  York  The  tiling  does  not  constitute  approval 
of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  In  any  way  passed 
upon  the  merits  of  such  offering   A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cnslo 
Ranches  NYA86- 1 53.  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Commission  permits  this  properly 
to  be  ottered  to  New  Jersey  residents,  but  does  not  pass.upon  its  merits  or  value.  Obtain  the  New  Jersey  Public 
Offering  Statement  and  read  it  before  signing  anything  NJA  #60686004  CO.  Florida  AD  20537 


/^Forbes  ^ 
Wagon  Creek 
.  Ranch*!    j 


Video  lotteries 


The  VLT  game 


Company 

1991 

% 

1991 

% 

Price 

range 

Recent 

Market 

revenues 

change 

net 

change 

high 

low 

price 

cap 

($mll) 

87-91 

mcome 
($mil) 

87-91 

($mil) 

Bally  Gaming  IntI* 

$155 

32% 

$5 

33% 

20 

IIV4 

1872 

$193 

IntI  Game  Tech 

237 

186 

30 

-t 

5972 

10 

5674 

1,665 

Video  Lottery  Tech 

31 

297 

4 

7810 

3iy2 

1672 

24 

265 

WMS  Industries 

*  Revenue  and  earning 

161 

31 

11 

1700 

20% 

272 

2078 

456 

s  figures  are 

estimates.  11987  had  net  loss. 

One  more  si^n  of  an  overheated  stock  market:  No  matter  that  Belly's  market  share 
had  collapsed,  that  Video  Lottery  Technologies'  earnings  per  share  had  leveled  off,  or 
that  WMS  had  yet  to  sell  a  single  machine.  Their  new  shares  were  gobbled  up  last  fall. 
Of  the  public  companies  here,  only  Video  Lottery  Technologies  and  IGT  have  estab- 
lished migor  positions  in  the  VLT  market,  but  the  others  are  coming. 


pioneered  the  videogaming  machines 
that  started  it  all  in  the  early  Eighties. 
But  the  competition  is  coming  on 
fast,  especially  from  Lippon's  Video 
Lottery  Technologies  and  from  pri- 
vately owned  Gtech  (Forbes, /«».  23, 
1989),  which  produces  on-line  com- 
puter systems  for  two  dozen  state 
lotteries. 

Bringing  up  the  rear  are  a  dozen  or 
so  other  companies,  including  Bally 


Gaming  International,  which  man- 
ages West  Virginia's  pilot  VLT  project, 
and  WMS  Industries,  the  world's  larg- 
est maker  of  pinball  machines,  which 
introduced  its  first  vlt  at  a  trade  show 
last  September.  At  least  one  major 
defense  contractor  has  thought  about 
getting  into  the  business.  And  there 
are  others  waiting  to  take  the  plunge. 
Last  fall  a  passel  of  gaming  outfits — 
Video  Lottery  Technologies,  Bally 


Gaming  and  WMS  Industries — were 
able  to  peddle  nearly  $150  million  in 
new  stock  to  the  public  at  multiples 
that  made  them  look  like  biotech 
outfits  (see  table). 

Actually,  videogaming  was  well  un- 
der way  before  state  governments  rec- 
ognized it  as  a  potent  source  of  reve- 
nue. According  to  Montgomery 
Securities'  William  S.  Fellows,  the 
manufacturers  have  already  put  at 
least  150,000  untaxed,  unregulated 
and  illegal  machines  into  operation  in 
North  America. 

Don't  count  on  the  legal  vlts' 
putting  the  illegal  market  out  of  busi- 
ness. An  illegal  machine  in  a  densely 
populated  state  like  New  Jersey  can 
yield  $4,000  or  more  a  week,  and  an 
operator  can  recover  his  $5,000  in- 
vestment in  the  machine  in  two  or 
three  weeks,  faster  than  law  enforce- 
ment is  able  to  shut  him  dowoi.  De- 
spite the  legalization  of  lotteries  and 
off- track  betting,  numbers  rackets 
and  horse  rooms  still  flourish.  But  at 
least  legalization  shifts  some  of  the 
burden  of  government  fi"om  the  tax- 
payer to  the  gambler — and  while  lots 
of  people  love  to  gamble,  almost  no- 
body loves  paying  taxes.  ^ 


V 


y 


^^^^^Ti 


1  Ranked  Balanced  Fund 
Over  Ten  Years. 


'i^t 


1  Year* 

5  Years* 

10  Years* 

BALANCED  FUND  RANK  (LIPPER) 

#5  of  63 

#2  of  32 

#lof23 

COM  Mutual  Fund 

40.88% 

15.24% 

18.88% 

Lipper  Balanced  Fund  Index 

26.16% 

10.86% 

14.72% 

CGM  Mutual  Fund  has  been  continuously  managed  since  1981  by 

G.  KENNETH  HEEBNER. 


CGM  Mutual  Fund.  Balanced.  Flexible.  A  no-load 
mutual  fund  managed  with  a  prudent  approach  in  pur- 
suit of  the  goal.  While  past  performance  is  no  guarantee 
of  future  results,  we  invite  you  to  examine  our  record. 
CGM  Mutual  Fund  has  ranked  high  among  balanced 
funds  for  1,  5,  and  10  year  periods.*  Clearly  a  measure 
of  performance. 

For  more  information,  call  1-800-345-4048  ext.  403 
or  write  for  a  current  prospectus.  Read  it  carefully  before 
you  invest  or  send  money.  The  investment  return  and 
principal  value  of  an  investment  will  fluctuate,  so  you 
may  have  a  gain  or  loss  when  you  sell  shares. 


•Net  Compounded  Annual  Total  Return,  periods  ending  12/31/91,  according  to 
Lipper  Analytical  Services,  Inc.,  an  independent  mutual  fund  ranking  service. 

TNE  Investment  Services  Corporation,  Distributor. 


The  CGM  Funds,  P.O.  Box  449,  Boston,  MA  02117 
Please  send  me  a  current  prospectus. 


403 


Name 

Address . 
City 


-State. 


-Zip. 


1-800-345-4048  Ext.  403 


CGM  MUTUAL  FUND 
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Meet  Juiceman  Jay  Kordich,  electronic  medicine  show 
huckster,  infomercial  star  and  a  key  player  in  a  rapidly 
growing  little  direct  sales  outfit.    - 

l^e  power 


of  juicing 


By  Gary  Slutsker 

Forover40  years,  Jay  Kordich  earned 
his  living  as  a  traveling  salesman  of 
juice -extracting  machines.  Dressed  in 
a  nav)^  blue  sweatsuit,  his  bushy  silver 
eyebrows  darting  up  and  down,  Kor- 
dich styled  himself  the  Juiceman  and 
mesmerized  county  fair  crowds  with 
his  tale  of  how,  as  a  young  man,  he  had 


been  drafted  by  the  Green  Bay  Pack- 
ers— and  then  found  he  had  bladder 
cancer.  But  Kordich  went  on  a  steady 
regimen  of  carrot-apple  juice  (with 
calves'  liver  juice  occasionally  mixed 
in).  His  cancer,  he  avers,  has  been  in 
remission  ever  since. 

After  such  a  pitch,  it  wasn't  hard  for 


Jay  Kordich,  the  Juiceman 

A  lucrative  journey  from  country  fairs  to  late-night  television. 


Kordich  to  sell  his  carny  audiences 
juice-making  machines  from  the 
camper  on  the  back  of  a  pickup  truck 
that  served  as  the  Juiceman's  office, 
warehouse  and  home  when  he  was  on 
the  road.  Which  was  most  of  the  time. 

In  the  last  few  years  Kordich,  now 
69,  has  moved  up  several  notches  on 
the  income  scale.  Gone  is  the  camper. 
He  just  bought  a  Mercedes  500  SEL 
for  his  wife,  Linda,  36.  These  days 
Kordich  spends  most  of  his  time  at 
home  in  Las  Vegas.  His  annual  in- 
come, he  acknowiedges,  is  well  into 
six  figures. 

What's  behind  the  Juiceman's  new- 
found wealth?  Three  years  ago  Kor- 
dich hooked  up  with  Richard  Cesari. 
Cesari,  now  34,  had  previously  co- 
founded  a  company  that  sold  S20 
million  worth  of  a  Slim-Fast-like  diet 
product  called  New  Day  on  late-night 
television.  The  venture  collapsed  after 
just  18  months. 

Looking  around  for  a  new  product 
to  promote,  Cesari  decided  to  capital- 
ize on  the  counDy's  health  craze  and 
settied  on  juicers.  The  Juiceman, 
whom  he'd  met  at  a  trade  show, 
seemed  a  natural  hook.  Cesari  signed 
him  up  to  promote  Juiceman  prod- 
ucts in  return  for  a  percentage  of  sales. 

Cesari  started  small,  booking  Kor- 
dich on  local  talk  shows  and  sponsor- 
ing free  nutrition  seminars  where  the 
Juiceman  pitched  his  juicers.  Then, 
last  year,  Cesari  laid  out  around 
$200,000  to  produce  and  test  a  30- 
minute  infomercial — advertiser- 

sponsored  programming — of  the 
Juiceman  evangelizing  on  the  nutri- 
tional benefits  of  juicing  and  luring 
viewers  to  his  live  local  seminars.  The 
Juiceman's  infomercials  also  sell  juic- 
ers and  other  products — videotapes, 
cookbooks  and  the  like — via  an  800 
number.  Cost  to  air  a  30-minute  spot: 
from  about  S500  for  late-night  cable 
T\'  to  580,000  for  prime-time  broad- 
casts in  Los  ^\ngeles.  Today,  with  the 
help  of  media  buyers,  Cesari  spends 
upwards  of  $1.5  million  a  month 
promoting  the  Juiceman  on  TV'. 

The  infomercials  catapulted  the 
Juiceman  to  modest  fime  and  Cesari 
to  fortune  In  1990,  its  first  frill  year  of 
operations,  Ccsari's  company,  now 
known  as  Trillium  Health  Prtxiucts 
Inc.,  grossed  S6.6  million.  Last  year, 
its  first  using  the  infomercials,  Tril- 
lium's  revenues  bit  S30  million.  Prof- 
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s?  Seattle -based  Trillium  is  privately 
wned  by  Cesari  and  two  partners, 
e  won't  say  what  it  earns. 
Kordich's  cut  of  Trillium's  sales  has 
ready  made  him  a  millionaire,  and 
s  infomercials  have  won  him  the 
nd  of  celebrity  that  rates  him  casual 
ention  by  comedian  Jay  Leno  on 
e  Tonight  Show.  In  April  William 
orrow  will  publish  The  Juiceman's 
Power  of  Juicing.  Kordich's  editor  says 
republication  orders  for  the  book 
ave  almost  outstripped  its  first  print- 
ing of  200,000  copies. 

With  more  Americans  getting  older 
and  worrying  about  nutrition,  just 
under  1  million  juice  extractors  were 
sold  in  the  U.S.  last  year,  up  from  a 
couple  hundred  thousand  just  two 
years  ago.  But  Trillium  accounts  for  a 
relatively  small  piece  of  that  action. 
That's  because  many  late-night  televi- 
sion viewers  get  turned  on  by  the 
Juiceman  but  buy  Moulinex,  Braun 
or  Krups  juicers  from  the  local  dis- 
count appliance  center,  at  roughly  a 
third  the  $289  that  Trillium  charges. 
Juice  extractors  work  by  pulverizing 
fruit  or  vegetables  and  spinning  the 
mash  against  a  cone-shaped  filter. 

"The  Juiceman  is  selling  his  ma- 
chine, but  he's  also  selling  everybody 
else's,"  gloats  John  Blackwell,  head  of 
marketing  at  Moulinex.  "Juicers  have 
t)een  around  forever,  but  they  were 
never  exciting  until  the  Juiceman." 

Cesari  is  fighting  back.  Last  year  he 
set  up  a  joint  venture  deal  with  a 
Korean  motor  manufacturer  to  cus- 
tom-produce a  new  machine  with  a 
quieter,  extra-heavy-duty  motor.  The 
appliance  will  be  brand-named  Juice- 
man Jr.  and  sold  in  department  and 
gourmet  stores  for  around  $150.  (Be- 
fore, the  only  retailers  to  carry  Cesari's 
imported  juicers  were  health  food 
stores.)  "We  tell  people  to  juice  pine- 
apples or  watermelons  with  the  skin 
on,  because  a  lot  of  nutrients  are  in  the 
skin,"  says  Cesari.  "With  other  ma- 
chines, that  could  stop  the  motor." 

Cesari  plans  to  extend  Trillium's 
product  line,  too.  He'll  soon  start 
producing  infomercials  to  push  diet 
drinks  (again)  and  rice  cookers.  Are 
there  a  Diet  Man  and  a  Rice  Man  in 
Trillium's  fiiture?  Yes,  but  they  won't 
be  Jay  Kordich.  He's  sticking  to  what 
he  knows  best.  "I'm  a  raw-foodist," 
he  says.  "I  take  everything  in  my  body 
basicallv  alive."  Hi 


For  some  folks  environmentalism  is  a  noble  cause. 
For  Anita  Roddick  it  is  a  fantastic  money  spinner. 

Changing 
the  world 


By  Jean  Sherman  Chatzky 


Body  Shop  founder  Anita  Roddick 
Is  the  U.S.  market  passing  her  by? 


Adventurous  and  well  traveled, 
Anita  Roddick  was  running  a  restau- 
rant and  eight-room  hotel  in  her 
hometown,  the  English  Channel  re- 
sort of  Litdehampton.  It  was  1976 
and  she  was  looking  for  something 
more  exciting. 

An  idea  struck  her.  An  enterprising 
former  flower  child,  Roddick,  then 
33,  decided  to  produce  and  sell  skin 
creams,  shampoos  and  other  lotions 
made  from  fruit  and  vegetable  oils 
rather  than  from  animal  fats.  She 
would  capitalize  on  the  "natural" 
angle,  marketing  to  counterculture 
types  like  herself. 

Roddick  used  the  hotel  as  collateral 
for  a  $7,000  loan.  With  the  money 
she  hired  a  local  chemist  to  concoct 
animal-fat-free  lotions  and  began  sell- 
ing them  from  a  litde  shop  located  in 


Brighton,  about  ten  minutes  from 
Litdehampton. 

Thus  was  born  the  Body  Shop  Pic, 
today  one  of  the  world's  most  suc- 
cessful young  companies.  There  are 
now  700  Body  Shop  stores,  most  of 
them  franchised,  around  the  world. 
Body  Shop  earned  $41  million  on 
sales  of  $231  million  in  the  12  months 
ended  last  Aug.  31 . 

Roddick  started  a  trend.  According 
to  Allan  Mottus,  a  cosmetics  industry 
consultant,  so-called  natural  cosmet- 
ics now  account  for  around  4%  of  the 
$16  billion  U.S.  cosmetics  market, 
and  the  category  is  growing  at  12%  to 
15%  annually,  about  three  times  as  fast 
as  the  industry  as  a  whole. 

But  notice  something  odd.  Of  the 
Body  Shop's  700  stores,  only  78  are 
in  the  U.S.  market,  which  accounts 
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THE  1992  DODGE  VIPER 


THE  LINE    FORMS   HERE.  TUs  is  the  Dodge  viper,  the JlrstoJ  19  Wtally 


n»  II 


cars  that  will  come  from  the  Chrysler  Corporation  in  the  next  Jour  years.  This  spring,  there  mil  h  w 
new  Jeep  Grand  Cherokee.  And  this  Jail,  a  new  line  ojjamily  sedans  that  will  dejine  the  way  cars 


built  into  the  next  century.  They  will  he  built  by  what  is  rapidly  becoming  the  newest  car  company: 


% 


America.  A  company  that  has  been  totally  restructured.  Organized  into  Jour  streamlined  platjoi 
teams:  large  car,  small  car,  minivan  and  truck.  Each  team  has  complete  responsibility  for  a  vehic 
Jrom  the  time  designers  make  their  Jirst  sketches  until  it  ends  up  in  your  garage.  Its  an  organizatl 


1^'^ 


& 


hat  has  made  a  heavy  investment  in  new  facilities.  Everything  from  d  one  hiUion-dollar  envy  ojauto- 
lotive  technology  in  Auburn  Hills,  Michigan  to  two  of  the  most  modem  assembly  plants  in  the  world. 
-hrysler  is  a  company  poised  to  take  itself -and  perhaps  the  rest  of  the  American  automobile 


industry  -  through  the  nineties  and  beyond.  By  building  cars  that  will  compete  with  anything  the  world 
has  to  offer  This  is  a  heady  promise.  You  are  cordially  invited  to  stay  around  and  watch  us  deliver  on  it. 
In  the  years  ahead,  we  don't  plan  to  follow.  And  we  sure  won't  have  to  get  out  of  the  way.  That  means 
there's  only  one  alternative  left.   ADVANTAGE   -    CHRYSLERl^ 

CHRYSLER   PLYMOUTH    DODGE    DODGE  TRUCKS   JEEP.    EAGLE 


IS  IRA  DIVERSIFICAnON 
COSnNG  YOU  A  BUNDIE?! 


OUR  SOLUnON 

•  A  single  low  $12  fee. 

•  One  simple  consolidated  statement. 

•  A  diversified  family  of  funds. 


Having  several  IRA  accounts  or 
funds  and  paying  separate  fees 
for  each  is  neither  as  practical  nor 
economical  as  diversifying  all  your 
IRA's  in  the  Neuberger  &  Berman 
Family  of  Funds. 

Over  the  years,  you  may  have  put 
IRA  contributions  into  several 
different  investments.  Here's  an 
opportunity  to  organize  them  all 
into  a  single,  easy-to-manage 
investment  portfolio. 

Take  the  first  step  by  diversifying  your  IRA's 
in  the  Neuberger  &  Berman  family  of  no-load 
mutual  funds.  You'll  save  money  by  eliminat- 
ing all  those  duplicated  IRA  fees.  With  the 
Neuberger  &  Berman  Funds,  you  pay  only  a 
single  $12  Custodial  Fee,  no  matter  how  many 
funds  or  accounts  you  invest  in. 

The  information  about  your  IRA  investments 
will  be  clearly  shown  in  one  Master  Account 
Statement.  And  you'll  be  able  to  adjust  your 


portfolio  with  a  single  phone 
call,  as  circumstances  change  or 
your  retirement  approaches. 

We  offer  a  range  of  funds  for 
complete  flexibility  and  ease  in 
making  your  investment  choices  — 
from  money  market  and  bond 
funds  to  conservative,  growth  and 
aggressive  equity  funds.  And  we 
manage  them  based  on  the  simple 
idea  that  the  first  rule  in  making 
your  money  grow  is  to  guard  it 
against  loss. 

It's  time  to  make  life  a  little  easier.  Call  today 
for  an  IRA  transfer  or  rollover  application  and 
easy  instructions  on  how  to  consolidate  your 
IRA's  in  the  Neuberger  &  Berman  fund  family. 
And  ask  for  our  helpful  free  brochure  contain- 
ing useful  ideas  about  creating  the  proper  invest- 
ment balance  for  your  retirement  savings. 

Call  24  Hours  for  a  Free  IRA  Information  Kit 

1-800-877-9700 


Neuberger  ^fj^BERMAN 

^^^      MANAGEMENT  INC. 

605  Third  Avenue,  Dept.  899  New  York,  NY  10158-0006 
There  are  no  sales  charges  or  12b-l  fees  on  any  of  the  Neuberger  &  Berman  Mutual  Funds. 

Call  for  a  prospectus  containing  more  complete  injo>viation  including  management  fees  and  expenses.  Read  it  carefully  before  you  invrsi  or  send  money 


UP  &  COMERS 
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A  Body  Shop  store 
Facing  stiff  competition. 


for  some  35%  to  40%  of  worldwide 
cosmetics  sales. 

Why  so  few?  Because  when  Rod- 
dick decided  to  make  a  major  push 
into  the  U.S.  in  1988,  she  resolved  to 
forgo  franchising  and  to  own  her 
own  stores.  If  that  meant  expanding 
slowly,  so  be  it.  Roddick  says  that  she 
needed  to  take  her  time  getting  used 
to  the  American  market:  the  unions, 
the  regulators  and,  especially, 
the  malls. 

Taking  her  time  proved  immensely 
cosdy.  Roddick's  success  did  not  go 
.unnoticed  by  smart  American  cos- 
metics merchandisers.  Estee  Lauder 
Co.  muscled  into  the  market  in 
1985,  about  the  same  time  as  Body 
Shop  hesitandy  entered  the  U.S. 
market.  Lauder  launched  Origins,  a 
"natural"  line,  piggybacking  on  Lau- 
der's well-situated  counter  space  in 
department  stores.  Today  Origins  is 
doing  $30  million  to  $40  million  a 
year,  compared  with  Body  Shop's 
$27  million  in  the  U.S. 

The  Limited's  Leslie  Wexner  also 
moved  in.  In  the  autumn  of  1990 
Wexner  started  a  chain  of  stores 
called  Bath  &  Body  Works,  selling 
similar  cosmetics.  Wexner  now  has 
100  Bath  &  Body  Works  stores 
grossing  $45  million  a  year.  He  plans 
to  double  the  number  of  stores  in 
1992.  Kmart  Corp.,  too,  began  mar- 
keting a  line  of  natural  cosmetics  and 
now  sells  the  Naturistics  line  in  1,800 
stores.  Several  smaller  competitors — 
among  them  Seattie- based  Garden 
Botanika,  with  13  stores  in  California 
and   the   Pacific   Northwest,  and  a 
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British  chain  called  Goodebodies — 
are  nipping  at  Body  Shop's  heels. 

The  natural  cosmetics  stores  strive 
to  create  images  of  environmental 
correctness:  no  need  to  feel  guilty 
when  you  use  our  stuff.  Bring  back  an 
empty  plastic  bottle  to  Leslie  Wex- 
ner's  Bath  &  Body  Works,  for  exam- 
ple, and  the  store  will  give  you  a 
quarter,  as  does  Body  Shop. 

These  companies  print  their  litera- 
ture on  recycled  paper — not  crude 
newsprint  but  hefty  expensive  stock. 
They  can  well  afford  the  fancy  trap- 
pings. Consumers  pay  through  the 
nose  for  the  stuff,  which  carries  profit 
margins  estimated  to  be  around  15% 
to  20%,  compared  with  narrow  5%  to 
8%  margins  for  the  mainstream 
brands. 

In  late  1990,  after  two  years  of 
eating  her  competitors'  dust  in  the 
U.S.  market,  Roddick  decided  after 
all  to  expand  by  franchising. 

Of  the  78  Body  Shop  stores  in  the 
U.S.  now,  64  are  franchised.  New 
oudets  are  opening  up  at  the  rate  of 
45  per  year.  But  the  Body  Shop's 
U.S.  sales  per  square  foot  are  running 
at  $700  a  year — respectable,  but  well 
below  Estee  Lauder's  Origins  line, 
which  is  at  the  $l,000-per-square- 
foot  level. 

Roddick,  as  self-righteous  as  she  is 
ambitious,  professes  to  be  uncon- 
cerned about  missing  out  in  the 
American  market.  "Our  business  is 
about  two  things:  social  change  and 
action,  and  skin  care,"  she  snaps. 
"Social  change  and  action  come  first. 
You  money- conscious  people  at 
Forbes  just  don't  understand." 

Well,  maybe  we  lack  Roddick's 
sensitivity,  maybe  we  don't,  but  we 
sure  know  this:  Roddick  is  one  hell  of 
a  promoter.  A  public  company  since 
1984,  the  Body  Shop  has  a  current 
market  capitalization  of  more  than 
$1  billion  and  its  shares  sell  for  more 
than  49  times  earnings  and  4  times 
revenues  on  the  London  Stock  Ex- 
change. (Recent  price:  $5.75.) 

That's  one  scary  premium  price, 
but  some  analysts  bubble  with  opti- 
mism, predicting  endless  growth; 
Anita  Roddick  seems  as  adept  at 
wowing  analysts  as  she  is  at  wowing 
her  customers.  She  and  her  husband, 
Gordon,  own  shares  worth  not  far 
from  $300  million.  Now  that's  social 
action.  ■■ 


Forbes  TTinchera 
Fly-Fishing  School 

JUNE  23  TO  JUNE  28, 1992 

Forbes  Trinchera  Ranch  and  Los 
Rios  Anglers  have  teamed  up  to 
conduct  a  5-day  Fly-Fishing  School 
for  beginners  to  advanced  anglers  at 
the  unspoiled  Forbes  Trinchera 
Ranch  in  beautiful  southern  Colorado. 

The  5 -day  school,  headed  by  profes- 
sional instructor,  author  and  guide, 
Van  Beacham  of  Los  Rios  Anglers, 
will  teach  students  how  to  cast  a  fly 
rod,  read  water,  identify  insects  and 
fish  dry  flies,  wet  flies,  nymphs  and 
streamers.  There  will  also  be  class- 
room instruction  including  videos,  fly 
tying  and  written  handouts. 

The  $2,500  package  includes  in- 
struction, luxurious,  yet  relaxing  ac- 
commodations, international  gour- 
met cuisine  and  all  the  fly-fishing  gear 
needed. 

For  more  information,  call 
719/379-3263.  Limited  availabilities, 
so  send  in  your  reservations  now 
along  with  your  10%  deposit  to: 


Mr.  Errol  Ryland,  Manager 

Forbes  Trinchera  Ranch 

Box  303,  Fort  Garland,  CO  81133 

Enclosed  is  my  deposit  check  in  the 
amount  of  $ for reser- 
vations ($250  per  reser\'ation)  to  attend 
the  Forbes  Trinchera  Fly-Fishing  School. 

Name 


Address. 
Citv 


-State. 


Zip. 


Phone 
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Education  is  big  business.  As  such,  it  has  developed 
powerful  institutions  that  fight  all  serious  attempts 
to  change  the  status  quo. 

Forces  against 


c 


hang 
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By  William  Tucker 

With  all  the  millions  of  words  writ- 
ten— and  largely  unread — about  the 
educational  crisis,  people  overlook 
the  essential  problem:  Public  educa- 


advance  a  teacher's  salary.  This  as- 
sures the  education  schools  a  steady 
supply  of  students. 

For  their  part,  the  education 
tion  is  a  $230-billion-a-year  industry  schools  and  related  professional  soci- 
that  badly  needs  the  discipline  of  a  eties  resist  innovations  like  school 
market  system  to  make  it 


responsive  to  its  customers. 
But  like  defense  and  other 
big  businesses,  education 
has  developed  around  it 
powerful  interest  groups 
that  oppose  serious  change. 
As  Lynne  Cheney,  chair- 
man of  the  National  En- 
dowment for  the  Human- 
ities, puts  it:  "The  educa- 
tion establishment  in  this 
country  is  not  a  force  for 
change." 

Particularly  resistant  to 
change  are  teachers' 
unions,  the  nation's  under- 
graduate and  graduate 
schools  of  education  and 
the  professional  societies 
affiliated  with  them.  About 
500  of  the  U.S.' 1,200  edu- 
cation schools  are  accredit- 
ed by  the  Washington- based  National  choice  and  vouchers,  which  would 
Council  for  Accreditation  of  Teacher  break  the  public  school  monopoly  by 
Education  (ncate).  (The  other  700  giving  parents  much  more  choice  in 
or  so  are  approved  by  state  education  where  to  send  their  children  for 
departments.)  ncate's  board  chair-  schooling  (Forbes,  Nov.  25,  iPPi). 
man  this  year  is  Keith  Geiger,  who  is  For  example,  a  recent  article  in  the 
also  president  of  the  National  Educa-      Phi  Delta  Kappan,  generally  a  forum 


Lynne  Cheney,  chairman  of  National  Endowment  for  the  Humanities 
"Bureaucracies,  ed  schools  form  an  interlocking  directorate." 


tion  Association.  The  nea,  which  rep- 
resents teachers,  is  the  country's  larg- 
est union  ( 1 .6  million  members). 

The  teachers'  unions  and  the  edu- 
cation schools  scratch  each  other's 
backs.  The  unions,  for  example^  insist 
on  seniority  and  additional  course 


for  the  educational  establishment, 
warned:  "Voucher  watchers  today 
can  find  the  enemy  coming  from  ev- 
ery direction."  Both  Phi  Delta  Kap- 
pan and  Education  Week,  another  es- 
tablishment forum,  have  am  recent 
articles  disputing  the  notion  that- 


American   educational   performance 
has  been  flagging. 

Allowing  private  schools  to  com-1 
pete  for  tax  dollars  would  break  the 
stranglehold  that  education  schools  | 
have  over  teacher  training  in  the  pub-^ 
he  sector.  Under  current  teacher  li-' 
censing  laws,  an  energetic  summa 
cum  laude  graduate  in  history,  say, ' 
from  the  Universit\'  ofWisconsin  can- 
not  teach  his  or  her  discipline  in  a| 
public  high  school  in  that  state  with- 
out taking  a  year  of  education  courses. 
Yet  an  education  major  needs  only  a 
handful  of  histor\'  courses  to  start 
teaching   immediately.    Most   states 
have  similar  barriers  to  entry. 

"Education  courses  often  keep  the 
best  and  brightest  students  fi-om 
wanting  to  become  teachers,"  says 
neh's  Cheney.  Generally  the  licens- 
ing requirements  help  divert  the 
brightest  teachers  away  fi-om  public 
schools  and  to  the  Catholic 
and  other  private  schools. 

"The  education  schools 
have  job  interests,  so  they 
won't  change,"  says  Ruth 
Mitchell,  associate  director 
of  the  Council  for  Basic 
Education,  which  has  been 
trying  to  reform  education 
since  1954.  "How  you 
move  them  short  of  blow- 
ing them  all  up,  I  don't 
know." 

Still,  there  are  some  en- 
couraging signs  of  change. 
School  choice  is  mo\ing 
ahead  rapidly  in  Minnesota, 
Massachusetts,  Wisconsin 
and  a  dozen  other  states.  A 
few  states  are  reforming 
teacher  licensing  laws.  In 
1986  the  Texas  State  Legis- 
lature reduced  the  number 
of  education  credit  hours  required  for 
teacher  certification  from  36  to  18 — a 
sensible  move  that  infiiriated  ncate. 
Complains  Arthur  Wise,  president  of 
NCATE:  "The  [Texas]  decision  was 
based  on  an  incorrect  presumption 
that  education  courses  are  not  valu- 
able for  teacher  training." 

New  lersey  also  allows  college 
graduates  to  teach  in  their  area  of 
specialty'  with  only  a  minimum  of 
education  courses.  Other  states  are 
beginning  to  follow  suit.  No  estab- 
lishment   can    keep    the    forces    of 


work  beyond  the  bachelor's  degree  to     despite  the  decline  in  test  scores —     change  bottled  up  indefinitely. 
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"How's  the  new  proposal?" 


"Finished:' 


"C'mon,  the  research  alone . . '.'    "That  was  the  easy  part'. 
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"Easyl  I  hope  it's  right!' 


"The  client  said  we  nailed  it'.' 


"You  already  turned  it  in?" 


"Days  ago.  We  were  first'.' 


"Hey,  are  we  talking  some  kind  of  secret  weapon  here?" 


The  answer  is  in  Dialog. 


/n/ormafion— complete,  precise,  up- 
to-the  minute.  It's  your  most  powerful 
business  tool.  Find  exactly  what  you 
need  to  know  fast  in  Dialog,*  the  world's 
first  and  largest  electronic  library.  We 
offer  over  400  diverse,  detailed  data- 
bases readily  accessible  online  via 
computer  and  modem,  many  even 


on  compact  disc.  You  probably  won't 
have  to  look  anywhere  else.  See  your 
Information  Specialist  about  Dialog. 
Or  call  for  a  free  kit  on  Dialog  infor- 
mation for  your  industry. 


1-800-3-DIALOG 


Outside  U.S.,  415-858-3785.  Fax  415-858-7069. 


Dialosi  Business  Tools:  For  marketing, 
finance,  manufacturing,  and  manage- 
ment. Full-text  industry  reports,  financial 
tables,  worldwide  company  data,  market 
data,  patents  and  trademarks,  techni- 
cal articles,  current  news.  From  D&iB, 
S&dP,  Reuters,  Teikoku,  McGraw-Hill, 
Knight-Ridder,  and  many  other  sources, 
many  updated  daily,  even  continuously. 


DIALOG  INFORMATION  SERVICES,  INC. 

A  KNIGHT-RIDDER  COMPANY 


C 1991  Dialof;  Infermition  SCTvices.  Inc..  3460  Hill\iew  Avenue.  Pilo  Alto,  California  94304.  All  rights  reserved  DIALOG  is  a  servicemark  of  Dialog  Information  Services,  Inc.,  Registered  U.S  Patent  and  Trademark  Office. 
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Diet  Pepsi's  charming  Ray  Charles  "uh-huh"  ads 
were  so  popular  last  year  that  Pepsi  will  spend 
an  extra  $50  million  on  the  campaign  this  year. 

AfQrmative 


gmnts 


You  HEARD  IT  here  first:  April  is  na- 
tional uh-huh  mondi.  We  know  be- 
cause Pepsi-Cola  Co.  says  so.  And 
don't  try  to  dodge  it — as  Coca-Cola 
Co.  reportedly  tried  to  do  by  forbid- 
ding use  of  "uh-huh"  in  its  corporate 
offices  when  a  simple  "yup"  would 
suffice.  (Coke  denies  the  report.) 

Poised  to  flog  the  daylights  out  of 
its  successful  "uh-huh"  slogan,  Pepsi 
is  reportedly  ready  to  spend  an  addi- 
tional $50  miUion  this  year  on  the 
campaign — on  top  of  1991 's  budget 
of  about  $70  million.  All  this  in  hopes 
of  finally  catching  diet  Coke,  which 
has  a  9.3%  share  of  die  $29.8  billion 
(wholesale)  sofi:  drink  market,  com- 
pared with  Diet  Pepsi's  6.3%. 

In  addition  to  a  blizzard  of  new  TV 
ads,  Pepsi  will  fill  supermarkets  with 
life-size  cutouts  of  Ray  Charles  and 
the  Raylettes — the  three  black- 
wigged,  gold-sequined  girls  who 
chant  "Uh-huh!"  afiier  Ray  sings 
"You  got  the  right  one,  baby."  Photo 
"opportunities" — Pepsi's  word — 
will  be  available  with  the  cutout  fig- 
ures. Customers  can  also  record  their 
own  versions  of  the  "uh-huh"  jingle 
at  Japanese -inspired  karaoke  booths. 

One  million  cases  of  Diet  Pepsi  will 
be  mailed  to  confirmed  diet  Coke 
drinkers  via  U.P.S.  Tasting  booths 
will  appear  everywhere.  As  will  the 
three  Raylettes  themselves,  who  are 
currendy  learning  how  to  sing  and 
how  to  handle  live  crowds — two 
things  they  don't  do  in  Diet  Pepsi's  TV 
commercials.  (The  TV  Raylettes  are 
not  to  be  confiised  with  Charles' 
touring  backup  singers,  who  do  in- 
deed know  how  to  sing.) 

Pepsi  even  flirted  with  the  idea  of 
tagging  diet  Coke  as  the  drink  with  a 
snide  "unh-unh."  It  won't  because. 


among  other  things,  Pepsi's  lawyers 
reportedly  worried  that  the  gibe  im- 
plies diet  Coke  might  actually  make 
you  sick.  And  if  all  this  is  hard  to  keep 
track  of,  turn  to  USA  Today,  where 
Pepsi  will  run  an  "Uh-Huh  Update" 
column  throughout  the  month,  with 
news  of  "uh-huh"  events  coming  to  a 
mall  near  you. 

Enthuses  David  Novak,  Pepsi's  top 
marketing  man:  "If  you  don't  have 
something  big  to  say,  you  shouldn't 
do  this.  But  no  one  else  has  'uh-huh.' 
It's  ours.  We  own  it.  It's  a  pay-dirt  line 
for  the  next  ten  years." 

Diet  Pepsi  stumbled  on  this  mar- 
keting mother  lode  almost  by  acci- 
dent, when  the  "uh-huh"  ad  cam- 
paign made  a  splash  during  last  year's 
Super  Bowl.  Before  that.  Diet  Pepsi 
had  been  changing  forgettable  slo- 
gans frequentiy,  and  1989's  "the 
right  one"  felt  wrong.  "It  was  a  bit 
stilted  and  marketingese,"  says  Wil- 
liam Katz,  who  heads  the  Pepsi  ac- 
count at  ad  agency  bbdo. 

Enter  Ray  Charles,  who  had  proved 
unexpectedly  popular  in  a  one -shot 
Diet  Pepsi  commercial  in  the  fall  of 
1990.  Tailoring  the  "right  one" 
phrase  to  Charles'  jivey  delivery,  bbdo 
Creative  Director  Alfred  Merrin  and 
jingle  writer  Peter  Cofield  threw  in  an 
obligatory  "baby"  and  found  them- 
selves with  two  syllables  left:  over  for 
the  Raylettes.  "It  could  have  been 
'doo-wop,'  "  says  Merrin.  Let  histor\' 
record,  it  was  "uh-huh,"  a  two-sylla- 
ble grunt  that  embodies  "affirma- 
tiveness,"  explains  Merrin. 

Pepsi  management  never  expected 
what  came  next.  Diet  Pepsi  came  in 
first  in  Video  Stor\'board  Tests'  rank- 
ing of  the  most  popular  commercials 
for  each  quarter  of  1991 — an  unprec- 


edented feat.  More  important.  Diet 
Pepsi  had  closed  the  "forced  choice" 
gap  with  diet  Coke.  This  test  mea- 
sures image  by  asking  customers  to 
pick  only  one  of  two  competing 
brands.  Diet  Coke  had  alwavs  led  Diet 
Pepsi  by  about  70%  to  30%.  Novak 
says  Diet  Pepsi  now  leads  52%  to  48' 

Ray  Charles  is  doing  all  right,  too — 
taking  home  an  estimated  $3  million 
from  Pepsi  after  renegotiating  his 
original  one-year  contract. 

The  next  step  calls  for  Diet  Pepsi  to 
take  "uh-huh"  from  a  slogan  to  an 
actual  ingredient  of  die  product — the 
one  with  the  "uh-huh"  in  it.  "Ven," 
few  companies  would  ha\o  the  audac- 
ity' to  do  that,"  says  BBOO's  Katz. 

The  new  strateg>-  showed  up  in  a 
commercial  on  this  year's  Super  Bowl. 
Set  in  a  Senate  committee  room,  wit- 
nesses Rn-  Charles  and  the  Ravlcttes 
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Ray  Charles  and 
the  TV  Raylettes 
Rehearsing  on 
the  set  for  an 
upcoming  Diet 
Pepsi  commercial. 
H's  America's 
favorite  ad 
campaign.  But 
does  "uMiuh" 
sell  soda? 


respond  "uh-huh"  to  repeated  ques- 
tions about  why  Diet  Pepsi  tastes  the 
way  it  does.  In  future  commercials  the 
Raylettes  will  materialize,  cooing 
"uh-huh"  whenever  someone  pops 
open  a  can  of  Diet  Pepsi.  Gloats 
BBDO's  Katz:  "We  have  an  unlimited 
supply  of 'uh-huh.'  " 

Few  dispute  that  Pepsi  and  bbdo 
have  consistendy  created  advertising 
that  beats  the  pants  off  Coke.  Diet 
Coke  has  splashy  commercials  of  its 
own  with  pop  singer  Elton  John 
crooning  "Just  for  the  taste"  in  a 
similarly  glitzy  number  (jingle-gun- 
for-hire  Peter  Cofield  wrote  that  one, 
too).  But  diet  Coke  ads — and  Coke 
ads  in  general — consistendy  lag  Pepsi 
on  the  nation's  fun-meter. 

But  do  Pepsi's  ads  sell  soda?  Unfor- 
tunately for  Diet  Pepsi,  soda  buyers 
mosdy  buy  whichever  brand  is  on  sale 


at  the  supermarket — and  one  of  them 
always  is.  Last  year  the  sales  gap  be- 
tween diet  Coke  and  Diet  Pepsi  stayed 
dead  even,  according  to  Beverage  Di- 
gest. As  a  result,  the  two  competitors' 
diet  cola  market  shares  are  exacdy  the 
same  as  before  the  first  "uh-huh"  was 
ever  uttered.  "This  is  a  distribution 
business,"  says  Beverage  Digest  Pub- 
lisher Jesse  Meyers.  "The  botder  de- 
cides what  goes  on  the  shelf,  and  all 
the  rest  is  just  conversation." 

Pepsi's  botders  agree.  "We  didn't 
see  much  benefit  last  year,"  says 
James  Lindsey,  president  of  Pepsi- 
Cola  Botding  Co.  of  Bakersfield,  in 
California.  "We  could  have  done  a 
better  job  of  tying  [price]  promotions 
to  the  campaign,  but  advertising 
alone  never  made  the  first  sale." 

In  and  out  of  the  cola  business, 
many  advertisers  are  taking  a  jaun- 


diced look  at  flashy,  expensive,  mass- 
media  campaigns,  and  not  just  be- 
cause of  the  recession.  At  $850,000 
for  30  seconds  of  commercial  time 
during  the  Super  Bowl,  for  example, 
how  much  bang  does  an  advertiser  get 
for  its  buck?  Not  much,  many  adver- 
tisers concluded  this  year,  as  CBS 
struggled  to  sell  out  the  time.  Coke 
was  a  no-show.  Pepsi  spent  some  $6 
million  to  $7  million. 

Pepsi  won't  discuss  details  of  its 
contract  with  Ray  Charles,  but  Pepsi's 
Novak  claims  they've  got  rights  to  the 
singer  "almost  forever,"  which  is 
longer  than  they'll  need  him.  Says 
Gerald  McGuire,  president  of  Pepsi- 
Cola  General  Botders,  Pepsi's  largest 
domestic  franchise  botder:  "I  think 
Ray  has  a  good  year  left,  and  then  you 
better  start  looking  for  a  new  slogan 
and  a  new  guy."  Uh-huh.    -J.L.  Bi 
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INSURANCE 


After  many  a  fit  and  start,  low-load 
life  insurance  is  finally  catching  on. 

Eliminatiiig 
middlemen 


success  of  the  discount  stock  broker- 
age and  no-load  mutual  fund  indus- 
tries has  sensitized  consumers  to  the 
sizable  sums  they  can  save  by  not 
paying  a  sales  load.  Meanwhile,  an 


By  Carolyn  T.  Geer 

Plenty  of  funds  are  no-load.  Why 
can't  hfe  insurance  be  no-load?  That's 
the  question  James  Richards,  a  Den- 
ver insurance  executive,  asked  19 
years  ago,  when  he  started  offering 
no-load  life  insurance  by  mail.  With-  industry  of  fee-only  insurance  plan- 
out  a  commissioned  agent  to  pay,  he  ners  has  arisen.  Remunerated  by  their 
reasoned,  he  could  offer  much  better  clients  rather  than  by  the  commis- 
cash  values  to  buyers  of  whole  life  sions  they  receive  from  selling  prod- 
insurance.  "We've  made  the  techno-  ucts,  these  planners  are  much  more 
logical  breakthrough  of  this  genera-  likely  to  steer  the  public  into  low-load 
tion  in  life  insurance," 
Richards  boasted  to 
Forbes  as  he  launched  the 
business  in  1973. 

The  business  didn't  last 
long.  The  owners  threw  in 
the  towel  on  direct  selling 
of  life  insurance  just  three 
years  later. 

But  the  idea  of  low-load 
life  insurance,  sold  direcdy 
to  consumers,  refused  to 
die.  Now  two  Texas  com- 
panies are  in  the  business. 
One,  USAA,  of  San  Antonio, 
is  a  full -line  insurer  that  sells 
mosdy  to  military  officers 
but  accepts  business  from 
the  general  public.  The  sec- 
ond, Veritas,  is  a  three- 
year-old  Houston-based 
outfit  that  sells  low-load  life 
policies  in  every  state  ex- 
cept New  York  through  an 
800  phone  line.  Between 
them  these  two  companies 
took  in  over  $45  million 
last  year  in  first-year  premi- 
ums on  life  insurance. 

The  low-load  life  insur- 
ance companies'  prospects 
are  much  brighter  now 
than  when  Richards  started 
his  venture.  The  enormous 
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Donald  Reiser,  founder,  Veritas 

"My  goal  was  to  change  the  way  people  buy  insurance, 


policies.  Among  the  better- known | 
members  of  this  new  breed  are  New  | 
York's  Glenn  Daily,  author  of  The 
Individual  Investor's  Guide  to  Low- 
Load  Insurance  Products,  and  Den- 
ver's James  Schwartz,  who  tried  to 
market  low- load  life  a  decade  ago. 

The  savings  from  going  the  low-; 
load  route  can  be  dramatic.  On  a 
typical  full -load  whole  life  policy, 
commissions  and  related  expenses  can 
eat  up  as  much  as  100%  or  more  of  the 
initial  premium. 

Consider  this  example:  A  45 -year- 
old  nonsmoking  man  can  buy  a 
$500,000  low-load  universal  life  poli- 
cy fi-om  Veritas  for  $8,727  a  year.  If  he 
were  to  cancel  the  policy  after  one 
year,  he'd  get  back  $8,630,  nearly  his 
entire  premium.  How  so.'  The  com- 
pany invests  the  $8,727  at  about  8%, 
earning  $700;  that's  just  about 
enough  to  cover  the  cost  of  a  year's 
worth  of  term  life  insurance,  includ- 
ing expenses.  Thus,  the  company  can 
afford  to  give  back  to  the  buyer  almost 
all  his  principal.  Contrast  an  agent- 
sold  policy  fi-om  American 
General  Life  Insurance  Co. 
It  would  have  the  same  pre- 
mium but  a  cash  value  of 
only  $179  after  year  one. 

Warning:  Not  everv'  poli- 
cy sold  by  phone  or  mail  is 
low-load.  Distribution 

costs  for  products  promot- 
ed on  radio  and  TV  can  be 
just  as  high  as  with  agent- 
sold  products.  Also,  just  be- 
cause a  policy  is  low- load 
doesn't  guarantee  it  will 
perform  better  than  a  load 
policy.  It's  still  vital  to  pick 
a  highly  rated  insurer  with  a 
history  of  competitive  in- 
vestment returns.  The 
beaut\'  of  low- load  policies, 
though,  is  that  you  can 
switch  out  of  them  with 
litde  pcnaltv'. 

Despite  the  \irtues  of 
low-load  policies,  Veritas 
founder  Donald  Reiser 
staigglcd  at  first.  For  nvo 
years  undcn\ritcrs  rcfiised 
to  work  with  him.  ''Insur- 
ance companies,"  explains 
Reiser,  "were  worried 
about  upsetting  their 
agents."  Kventually,  Reiser 
persuaded    Amcritas    Life 
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Insurance  Corp.,  a  carrier 

)ased  in  Lincoln,  Neb.  with 

11.5  billion  in  assets,  to  let 

im  sell  its  policies.  Ameri- 
tas  had  been  selling  low- 
load  policies  through  fee- 

)nly  financial  advisers  since 

11983.  But  Reiser  had  to 

I  raise  the  capital  to  cover  his 

startup  costs.  "They  didn't 

believe    it   would    work," 

I  says  Reiser,  now  48. 

Reiser  believed.  He  took 
on  a  dozen  partners,  raised 
$200,000  and  started  sell- 
ing insurance  out  of  his 
four-person  office.  Ameri- 
tas  paid  him  only  the  small 
marketing  allowance  built 
into  the  prices — 10%  of  the  first-year 
premium  and  2%  on  renewals.  Anoth- 
er 6%  or  so  of  first-year  premiums  ing,  and  they  haven't  stopped.  A  year 
went  to  Ameritas  to  cover  its  ex-  ago  Ameritas  bought  out  Reiser  and 
penses.  On  a  $100,000  policy  costing  his  partners  for  just  under  $1  million. 
$200  in  the  first  year,  for  example.  Interestingly,  Ameritas,  a  105- 
Reiser  would  collect  just  $20  to  start,  year-old  mutual  company  with  a  top 
That  $20  per  pop  couldn't  support  rating  from  A.M.  Best  and  an  AA 
much  advertising.  Reiser's  wife.  Gay  from  Standard  &  Poor's,  still  sells  life 
Yellen,  a  former  magazine  editor,  and  annuity  products  through  ftiU- 
wrote  the  copy,  worked  the  phones  commission  agents  and  stockbrokers, 
and  got  Veritas  mentioned  in  the     Richard  Vautravers,  the  Ameritas  ex- 


Veritas  President  Richard  Vautravers 

He  doesn't  expect  agents  to  love  the  idea. 


financial  press  from  time  to  time. 
Pretty  soon  the  phones  began  ring- 


ecutive  who  now  heads  up 
Veritas,  says  the  insurer's 
agents  have  by  and  large 
accepted  the  competition. 
But  he  adds:  "That  doesn't 
mean  that  life  insurance 
agents  in  general  love  what 
we're  doing." 

Says  Reiser,  who  remains 
with  Veritas  as  a  senior  vice 
president,  "Ameritas  has 
realized  it  is  in  the  manufac- 
turing business,  and  in  any 
manufacturing  business 
there  are  different  distribu- 
tion systems." 

Other  insurers  are  scram- 
bling to  create  their  own 
low-load  policies,  though 
most  are  distributing  them  through 
fee-only  planners,  not  direcdy  to  con- 
sumers. Capital  Holding  of  Louis- 
ville, for  instance,  recendy  announced 
its  first  no- commission  policy. 

Ameritas'  Vautravers  says  he's  not 
worried  about  the  competition, 
which  is  helping  make  consumers 
aware  of  low-load  insurance.  "If 
you're  the  only  gas  station  in  town 
and  nobody  knows  what  gas  is,  it 
doesn't  help  much,"  he  says.  IH 
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Audi  Surprise  Hit  Of  Tokyo  Auto  Show 


At  this  year's  Tokyo  Auto  Show,  an  unexpected  entry  emerged  as  the  runaway  showstopper:  The  Avus 
Quattro  from  Audi.  The  Avus  boasts  a  high-strength  alloy  body,  509  horsepower,  and  a  60-vaIve,  12-cylinder 
engine.  Even  more  impressive  may  be  its  0-60  time  of  less  than  3  seconds.  Since  Audi  is  rumored  to  be  creating 
only  a  limited  number  of  this  exotic  car  for  the  European  market,  American  car  buyers  may  want  to  consider 
Audi's  other,  more  practical,  new  model  — the  Audi  100  V-6.  With  172  hp,  ABS  and  driver's  side  air  bag  stan- 
dard, the  all-new  Audi  100  also  features  a  more  reasonable  price  tag:  $28,500*  -  KARL  TREUTLER,  DETROIT 

'Manufacturer's  suggested  retail  price,  excluding  taxes,  license,  freight,  dealer  charges  and  options.  Price  subject  to  change. 


Making  acquisitions  is  easy.  Knitting  them  together 
is  tougher.  Just  ask  Anthony  D'Amato,  whose  Borden 
is  the  laggard  among  the  big  food  companies. 


together 


By  Seth  Lubove 

If  IT'S  BRAND  names  you  like,  you  will 
love  Borden,  Inc.'s  choice  brand 
names:  Creamette  and  Prince  pastas, 
Classico  and  Aunt  Millie's  pasta 
sauces.  Eagle  condensed  milk, 
ReaLemon  lemon  juice.  Wise  potato 
chips,  Cheez  Doodles,  Cracker  Jack, 
Cremora  and  Elmer's  glue. 

Great  franchises  all,  and  adding  up 
to  $7.2  billion  in  annual  revenues. 
Borden  ranks  first  or  second  in  market 
share  in  over  a  dozen  product  lines, 
ranging  from  pasta,  snacks  and  pro- 
cessed cheese  to  wall  coverings,  plas- 
tic wraps  and  adhesives. 

But  listen  to  Borden  Chief  Execu- 
tive Anthony  D'Amato:  "I'm  asking 
everybody — 'If  we're  so  good,  guys, 
why  aren't  we  doing  better  on  the 
bottom  line?'  " 

D'Amato  is  asking  exacdy  the  right 
question.  After  a  $72  million  (pretax) 
charge  in  the  fourth  quarter  for  lay- 
offs, Borden's  1991  earnings  came  in 
at  $2  a  share  ($295  million),  off  al- 
most 20%  from  the  $2.46  a  share 
Borden  earned  in  1990.  Borden's 
profit  margins  of  4.9%  compare  badly 
with  Campbell  Soup's  6.9%.  Its  five- 
year  average  return  on  equity  of 
13.8%  ranks  near  the  bottom  of 
Forbes'  survey  of  food  processors 
(Jan.  6).  Selling  at  a  recent  $33  a 
share,  Borden  has  a  low  price/earn- 
ings ratio  of  17  against  24  for  Camp- 
bell Soup  or  23  for  General  Mills. 

D'Amato,  who  became  chief  exec- 
utive officer  last  November,  started  as 
an  engineer  at  Borden  33  years  ago. 


He  thinks  he  knows  where  the  prob- 
lem lies.  Borden  is  more  a  series  of 
businesses  than  an  integrated  market- 
ing whole.  Under  D'Amato's  courdy 
predecessor,  Romeo  Ventres,  Borden 
transformed  itself  during  the  1980s. 
It  began  the  decade  as  a  chemical 
company  with  a  significant  sideline  in 
dairy  products.  It  ended  the  1980s  as 
a  widely  diversified  packaged  foods 
company  with  a  significant  sideline  in 
chemical  products  and  a  diminishing 
position  in  dairy  products.  Once  the 
company  of  "Elsie  the  cow,"  Borden 
cut  back  on  dairy  products  to  the 
point  where  they  are  now  the  smallest 
contributor  to  income. 

The  strategy  was  splendid.  Wisely, 
Ventres  decided  to  make  Borden  a 
packaged  foods  company.  He  spent 
$1.9  biUion  between  1986  and  1991 
making  90  acquisitions.  There  was  a 
logic  to  Ventres'  moves.  "People 
think  we  arbitrarily  acquired  compa- 
nies. But  we  were  sticking  to  six  stra- 
tegic areas,"  D'Amato  says.  Borden 
now  has  leading  market  positions 
across  its  six  major  product  lines:  pas- 
ta, snacks,  niche  grocer\'  items  like 
processed  cheese  and  mincemeat, 
dairy,  nonfood  consumer,  and  films 
and  adhesives. 

But  management  was  making  ac- 
quisitions too  fast  to  take  the  time  to 
integrate  them.  As  a  result,  it  could 
not  take  advantage  of  the  economics 
inherent  in  selling  the  same  or  similar 
products  and  forfeited  the  cost  advan- 
tages that  those  synergies  pro\ide. 


Borden's  Anthony  D'Amato  tjeneath 
portrait  of  founder'Gail  Borden 
"If  we're  so  good,  guys,  why  aren't  we 
doing  better  on  the  bottom  line?" 


Borden  evolved  into  a  decentral- 
ized patchwork  of  lcHisel\-  related 
product  fiefdoms,  each  punching  data 
into  unrelated  computer  networks  or 
negotiating  independent  deals  on 
corrugated  boxes  with  different  sup- 
pliers. Meanwhile,  coniplementan- 
products,  such  as  pasta  and  sauces. 
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were  made  by  separate  groups  with 
independent  sales  forces  that  didn't 
coordinate  their  marketing  efforts. 

Stepping  into  Ventres'  shoes, 
D'Amato  is  concentrating  on  meld- 
ing the  parts  into  an  efficient  whole. 
Says  he:  "We  were  so  busy  building  all 
this  mass  we  didn't  look  at  servicing 
the  market  as  a  single  company.  Now 
I  tell  people  in  the  company  their 
paycheck  says  'Borden.'  It  doesn't  say 
'snacks'  or  'pasta.'  " 

Previously,   dealing  with   Borden 


was  a  frustrating  experience  for  big 
retail  customers.  Wal-Mart,  for  exam- 
ple, would  have  to  call  five  Borden 
divisions  to  place  an  order  for  prod- 
ucts like  Elmer's  glue  and  wallpaper 
for  its  Wal-Mart  stores  and  dairy 
products  for  its  Sam's  stores.  Internal- 
ly, things  were  so  conftised  that  Bor- 
den couldn't  even  track  its  total  annu- 
al sales  to  Wal-Mart. 

D'Amato  now  has  one  person  co- 
ordinating Wal-Mart's  orders.  He  is 
also  putting  every  division  through  an 


internal  review,  looking  for  ways  to 
cut  costs  drastically.  At  times  he  seems 
almost  at  war  with  his  own  company, 
sending  teams  of  internal  auditors 
through  departments  such  as  legal, 
research  and  medical  benefits — tradi- 
tional cost  centers  rather  than  profit 
producers.  "Nothing  is  sacred," 
D'Amato  vows. 

"I  found  we  have  a  great  number  of 
people  in  the  company  spending 
money  who  aren't  accountable  for 
gross  margins  or  the  bottom  line," 
D'Amato  says.  "I  find  this  incompati- 
ble in  my  mind  as  a  businessman." 

No  longer,  for  example,  will  any- 
one below  the  rank  of  regional  man- 
ager be  allowed  to  sign  off  on  fees  paid 
to  supermarkets  for  shelf  space;  these 
fees  have  risen  in  some  stores  to  more 
than  $500  a  foot  per  year.  "There 
have  been  too  many  people  marketing 
for  marketing's  sake,  rather  than  to 
generate  anything  for  the  bottom 
line,"  says  D'Amato. 

The  integration  process  is  already 
paying  off.  D'Amato  slashed  the 
snack  food  group  from  12  regional 
profit  centers  to  3.  In  January  he 
decided  to  cut  some  1,300  jobs, 
mostly  in  the  dairy,  food  service  and 
Pacific  Rim  operations.  Although  the 
layoffs  cost  $72  million.  Prudential 
Securities  analyst  John  McMillin  esti- 
mates annual  savings  of  $50  million. 

A  modernization  program  is  com- 
ing to  an  end  and  will  help  to  reduce 
costs  even  further.  Borden  recendy 
opened  a  new  pasta  "hyperplant"  in 
St.  Louis,  replacing  an  older  plant 
across  town.  The  old  plant  produced 
50  million  pounds  of  pasta  products 
annually,  employing  185  people.  The 
new  one  produces  250  million 
pounds,  using  225  people.  With 
much  of  the  capital  spending  com- 
pleted, McMillin  estimates  free  cash 
flow  will  double  this  year,  to  $150 
milUon,  and  reach  $200  million  in 
1993. 

In  an  effort  to  lower  Borden's  inter- 
est rate  burden — much  of  it  a  legacy 
of  the  acquisition  binge — D'Amato 
did  some  imaginative  financing.  Bor- 
den borrowed  $500  million  in  an  off- 
balance-sheet  deal  by  spinning  off 
several  core  brand  names,  such  as 
Cracker  Jack,  Cremora,  Creamette, 
Elmer's  and  Wise,  for  five  years  to  a 
partnership  77%  owned  by  Borden, 
23%  by  a  group  of  banks.  The  partner- 
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Borden 


Potato  chips 
in  the  making 
With  new 
hyperplants, 
Borden  may  be 
able  to  match 
production  costs 
even  with  snack 
food  leader 
Frito  Lay. 


ship  then  licenses  back  to  Borden  the 
use  of  the  trademarks  for  the  same 
period.  Think  of  it  as  a  mortgage  on 
the  fiiture  cash  flow  of  those  brands. 
Don't  get  the  idea,  though,  that 
D'Amato  can  sit  back  and  relax.  With 


$1  billion  in  sales  in  North  America 
from  salty  snacks  like  Wise  potato 
chips,  Borden  is  number  two  in  the 
business,  with  a  market  share  just 
under  10%.  But  it  is  being  squeezed 
from  the  top  by  the  market  leader. 


PepsiCo's   Frito   Lay   (with   a  441 
share),  and  from  below  by  Anheuser- 
Busch's  upstart  entry.  Eagle  Snacks,! 
now  in  third  place  with  5%.  Prudentialj 
analyst  McMillin  figures  that  by  try- 
ing   to    preserve    its    market    share! 
through  price-cutting,   Borden  hasi 
shrunk  its  snack  food  profit  margin  tol 
about  6%  from  8%.  But  competitors 
are  suffering,  too.  "I  think  Frito  Lay  is 
in  danger  of  giving  it  [the  product] 
away,"  D'Amato  contends. 

That's  pure  Tony  D'Amato:  Out- 
spoken and  pugnacious,  he  is  spend- 
ing about  80%  of  his  time  away  from 
Borden's  Manhattan  headquarters 
visiting  plants  and  grilling  managers. 
And  he's  not  playing  Mr.  Nice  Guy. 
"People  tended  to  be  complacent 
that  you  could  miss  goals  and  tomor- 
row was  another  day,"  he  says,  adding 
that  those  days  are  past.  "We  have  a 
lot  to  prove  to  the  outside  world.  I've 
told  people:  'Either  you  fit  in  doing 
the  job  that  has  to  be  done  or  we 
won't  hesitate  to  make  changes  that 
will  get  the  job  done.'  "  For  as  Antho- 
ny D'Amato  well  knows,  a  franchise, 
no  matter  how  potentially  valuable,  is 
worth  no  more  than  the  qualit\'  of  its 
marketing  and  management.  IH 
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-  magazines  are  plummeting.  General 
nWd\o  publications'  advertising  pages  Just 
keep  gaining  altitude. 

)        Of  course  that's  no  surprise  to  us.  With  five  star 

--  ■    "^  vehicles  like  these  leading  a  whole  f  eet  of  successful 
General  Media  books,  how  could  we  go  anywhere  but  up? 
Reserve  your  space  today,  because  with  General  Medio 
even  the  sky  isn  t  the  limit  GENERAL  MEDIA  IHTERHATIOMAl 
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Bolt  Beranek  &  Newman  is  technologically  innovative, 
exciting  and  not  very  profitable.  Why  not? 

Genius  uiurewarded 


By  David  Churbuck 

The  history  of  technology  is  littered 
with  companies  that  made  great  in- 
ventions but  failed  to  get  rich  from 
them.  Xerox  invented  the  computer 
mouse  and  the  graphical  user  inter- 
face, but  Apple  Computer  capitalized 
on  those  key  discoveries.  VisiCalc  in- 
vented the  spreadsheet;  Lotus  Devel- 
opment Corp.  raked  in  hundreds  of 
millions  from  the  idea. 

To  this  list  of  inventive  corpora- 
tions that  are  smart  but  not  rich  add 
Bolt  Beranek  &  Newman,  a  firm  that 
was  in  at  the  creation  of  the  computer 
age.  This  Cambridge,  Mass.  company 
can  lay  claim  to  buying  Digital  Equip- 
ment Corp.'s  first  computer,  the 
PDP-1,  in  1959.  It  designed  the  first 
modem  for  connecting  to  computers 
through  a  phone  line;  invented  elec- 
tronic mail;  was  first  to  publicly  dem- 
onstrate time  sharing,  the  technique 
that  allows  many  users  sitting  at  ter- 
minals to  share  the  same  expensive 
mainframe;  and  demonstrated  the 
first  computer-based  communication 
system  in  1964. 

For  all  this  brilliance,  the  company 
has  been  only  erratically  profitable 
since  1988.  It  eked  out  income  from 
operations  of  $5.1  million  on  sales  of 
$271  million  in  the  fiscal  year  that 
ended  last  June.  Debt  is  a  steep  210% 
of  shareholders'  equity.  At  5V2,  the 
stock  is  far  below  its  1987  high  of  30. 

Bolt  Beranek's  problem:  It  has  had 
a  devil  of  a  time  focusing  its  techno- 
logical prowess  into  a  profitable  line 
of  business. 

If  Bolt  Beranek  has  a  think-tank 
flavor,  it's  because  that's  how  it  start- 
ed out.  Two  Massachusetts  Institute 
of  Technology  professors,  Richard 
Bolt  and  Leo  Beranek,  founded  the 
company  in  1948,  after  they  landed  a 
contract  to  consult  on  the  acoustic 
design  of  the  United  Nations  General 
Assembly  hall  in  New  York  City.  Rob- 
ert Newman,  an  mit  graduate  stu- 
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dent,  joined  not  long  after. 

From  auditorium  acoustics  Bolt 
Beranek  branched  into  submarine  de- 
tection systems  and  further  into  other 
military  work — software  for  batde- 
field  simulations  and  communica- 
tions and  computer  networks.  With 
64%  of  revenues  from  government 
research  at  a  time  when  defense  is 
going  out  of  style,  this  firm  is  badly  in 
need  of  commercial  markets. 

Bolt  Beranek's  chief  executive  for 
the  past  16  years,  Stephen  R.  Levy — 
the  three  founders  have  retired  or 
died — is  not  unaware  of  the  problem. 
Indeed,  Levy,  now  5 1 ,  made  his  mark 
at  Bolt  Beranek  in  the  1970s,  when  he 
established  the  first  commercial  pack- 
et-switching network.  Telenet.  Net- 
work technology  may  yet  be  the  salva- 
tion of  this  company. 

A  packet  network  supports  applica- 
tions, such  as  electronic  mail,  in  which 
data  are  routed  from  place  to  place  in 
packets,  at  irregular  intervals.  The 
beauty  of  this  form  of  transmission  is 
that  several  computers  can  send  and 
receive  packets  of  data  over  shared 
telephone  lines  using  a  set  of  switches. 
In  the  case  of  electronic  mail,  the 
packets  are  relayed  to  a  central  com- 
puter for  future  delivery,  or  dclivcn,' 
to  multiple  locations  at  die  same  time. 


Lexy's  Telenet  was  promising,  but 
it  required  lots  of  capital  to  be  devel- 
oped into  a  commercial  product.  Bolt 
Beranek  didn't  have  the  capital,  so  in 
1979  it  sold  Telenet  to  General  Tele- 
phone &:  Electronics  for  $65  million. 

Le\y,  a  University'  of  Massachusetts 
graduate  in  finance  and  economics, 
turned  his  attention  to  commercial 
wide-area  netxvorking,  the  technol- 
og\'  for  hooking  together  computers 
miles  to  hundreds  of  miles  apart. 
Next,  he  put  the  firm  into  data  analy- 
sis    software — computer     programs 
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that,  for  example,  help  take  the  waste 
out  of  a  manufacturing  line.  Those 
diversifications,  though  they  are 
small,  went  well. 

Then  Levy  made  a  big  mistake.  He 
attempted  to  turn  some  early  govern- 
ment research  on  parallel  computing 
into  a  comrhercial  venture.  The  com- 
pany poured  millions  into  designing  a 
parallel  supercomputer,  introduced 
in  1989,  that  worked  in  real  time — 
that  is,  analyzed  data  as  fast  as  it  came 
in.  Target  market:  military  airplane 
manufacturers. 


Networking 

How  MANY  switching  ele- 
ments are  needed  to  con- 
nect 8  lines  to  one  anoth- 
er, in  all  possible 
combinations?  The  con- 
ventional crossbar  sv^dtch 
demands  64.  Bolt  Ber- 
anek &  Newman  has  a  dif- 
ferent layout  that  is  far 
more  compact. 

In  this  schematic,  a 
BBN-style  swdtch  seizes  on 
the  last  three  digits  of  the 
input,  which  make  up  the 
address  to  which  the  mes- 
sage is  going.  Starting  with 
the  final  digit,  the  switch 
peels  off  the  address  digits 
one  at  a  time,  in  reverse 
order.  Each  0  signals  that 
the  message  should  be 
routed  to  the  upper  of  two 
possible  oudets;  each  1 
that  it  goes  to  the  lower 
oudet.  The  svwtching  ele- 
ments are  wired  so  that  a 
message  fi-om  any  of  the 
eight  input  lines  will,  if  it's 
addressed  to  "110,"  land 
in  the  output  box,  which  is 
labeled  110. 

In  a  practical  applica- 
tion BBN  would  get  even 
more  mileage  out  of  the 
switching  elements  than  il- 
lustrated here,  because  of 
some  input  connections 
not  shown  here.  And  the 
message — which  could  be 
voice,  video  or  computer 
data — would  be  much 
longer  than  six  digits. 


"Our  timing  couldn't  have  been 
worse,"  rues  Levy.  "Aerospace  went 
into  a  tailspin,  but  we  had  this  large 
investment."  He  stopped  developing 
new  machines  in  1991. 

Then  things  did  get  worse.  The 
cold  war  drew  to  a  close,  imperiling 
the  rest  of  Bolt  Beranek's  defense 
work.  "It  took  us  by  surprise,  and  that 
cost  us  dearly,"  sighs  Levy. 

Levy  is  now  focusing  part  of  his 
commercialization  effort  on  a  key 
technology  called  "cell  switching." 
This  is  actually  a  variation  on  his 


original  packet-switching  network. 
The  big  difference:  Cell-switching 
networks  can  operate  at  very  high 
speeds,  assign  priorities  to  the  packets 
of  data,  handle  different  forms  of  data 
including  voice  and  video  and,  most 
important,  economically  grow  as  the 
capacity  of  the  communications  chan- 
nels expands. 

The  typical  electronic  jnemo  or 
computer  data  transmission  can  arrive 
a  fraction  of  a  second  later  without 
losing  its  value.  But  other  transmis- 
sions, the  kind  that  are  likely  to  be- 
come much  more  prevalent  as  video 
teleconferencing  and  multimedia  ap- 
plications become  common,  are  ex- 
tremely time -sensitive.  For  example, 
irregular  transmission  delays  would 
make  a  live  video  transmission  look 
intolerably  choppy. 

Cell  switching  promises  to  solve 
this  problem  because  it  offers  built-in 
priority  setting.  Thus,  a  user  can  have 
his  video  calls  come  though  clearly, 
while  less  urgent  transmissions  are 
transported  on  a  space -available  basis. 
Another  feature  of  Bolt  Beranek's 
switching  logic  is  that  it  can  connect 
an  ever  larger  number  of  senders  and 
receivers  without  an  explosive  in- 
crease in  the  number  of  cormections 
(see  diagram). 

Bolt  Beranek  is  not  alone  in  this 
potentially  exciting  technology.  The 
telephone  companies  are  applying 
cell-switching  prototypes  to  their 
huge  public  networks,  which  also  mix 
video,  sound,  fax  and  computer  data 
transmissions.  Levy's  aim  is  to  ulti- 
mately sell  the  same  capabilities  to  the 
communications  customer,  but  the 
first  products  will  be  marketed  to 
communications  providers. 

"We  want  to  move  the  switching 
capabilities  of  the  network  out  of  the 
central  office  or  glass-room  computer 
and  onto  the  users'  desktops,"  says 
W.  Benjamin  Barker,  a  senior  vice 
president  at  Bolt  Beranek.  That  way,  a 
corporate  customer  could  use  the  sys- 
tem to  route  data,  audio  and  video 
transmissions  within  its  own  building, 
and  also  save  on  long  distance  bills. 

No  question,  networking  technol- 
ogies like  cell  switching  have  a  bright 
future,  and  Bolt  Beranek  &  Newman 
could  someday  turn  into  a  real  tech- 
nological growth  company.  Doing 
so,  however,  would  contradict  the 
company's  history  to  date.  WM 
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RAM  Mobile  Data  1 


What?  Find  a  cub 
in  a  green  Buick 
leaves  in  15  mi 


'  National  Thanks  to  RAM  Mobile 
Car  Rental®  Data's  revolutionary  wire- 
less data  communications 
service,  missing  briefcases  and  the  cars 
they're  left  in  can  now  be  found 
instantly.  That's  why  National  Car  Rental 
uses  RAM's  mobile  data  service  to  track 
over  120,000  vehicles,  improve  vehicle 
maintenance  management,  provide  better 
customer  service,  and  cut  costs. 

Like  what  you  hear?  Then  let  us 
show  you  how  mobile  data  can  transform 
your  company.  With  a  laptop  or  portable 
computer  and  RAM's  wireless,  radio-based 
network,  your  field  personnel  can  place  or- 
ders, initiate  billing,  and  check  inventory 
whenever,  wherever  they  need  to.  The  RAM 
service  will  give  your  employees  the  ability 
to  send  and  receive  messages  instantaneously 
-  no  matter  where  they  are. 

These  are  just  several  of  the  reasons 
why  National  chose  RAM.  Give  us  a  call  at 
1-800-736-9666  and  find  out  why  RAM 
Mobile  Data  is  the  open  road  to  data." 

RAM  Mobile  Data,  One  Rockefeller 
Plaza,  Suite  1600,  New  York,  NY  10020. 
RAM  Mobile  Data  is  a  joint  venture  of 
BeliSoutii  Enterprises  ^jS^  m^m^m 

and  RAM  Broadcasting      ^^H  ^^ble 
Corporation.  ^iSg  o4X4 
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New  Employees   Promise 
To  Perform,  Too.   But  ^^ill 
XHey   Put  It  In  'Writing? 


Lanier  does.  In  fact,  our  Performance 
Promise*  guarantees  tliat  you'll 
be  completely  satisfied  with 
your  copier,  or  we'll  replace 
it  at  no  charge.  And  if  it's 


down  more  than  8  hours,  we'll  provide  a 
free  loaner.  For  details  and  a  ft-ee  copier 
infomiation  package,  call  \'our  lociil  Lanier 
rep.  Or  1-800-852-2679.  You'll  see  why 
we  outperform  the  otiiere.  Piximise. 


^  MARRIS 


'Some  rastriclions  may  apply 
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sec  Inc.  sells  software  to  help  put  out  fires 
a  little  faster  and  catch  criminals  a  little  quicker. 

Rescuing  911 


By  Reed  Abelson 

A  YEAR  AGO  the  Boulder  County, 
Colo,  sheriff's  department  received  a 
new  911  system.  The  same  day  a  call 
came  in  from  an  elderly  man  whose 
house  was  on  fire  but  who  couldn't 
speak  coherendy. 

With  its  old  911  system,  Boulder's 
sheriflPs  department  would  have  had 
to  wait  45  minutes  to  trace  the  call. 
But  the  new  system  displayed  the 
caller's  address  on  the  dispatcher's 
computer  terminal  the  second  the  call 
came  in.  The  department  responded 
immediately. 

Two-thirds  of  the  country  has  some 
form  of  911  service  connecting  call- 
ers to  an  emergency  agency.  In  most 
places  (with  some  notable  exceptions, 
like  New  York  City)  the  911  service 
routes  the  call  to  the  closest  emergen- 
cy agency  and  tracks  where  the  call 
came  from. 

The  911  service  pioneered  by  AT&T 
has  been  around  for  25  years.  But  the 
technology  involved  in  answering 
emergency  calls  has  changed  dramati- 
cally, opening  up  great  opportunities 
for  telecommunications  companies  to 
install  new  emergency  response  sys- 
tems or  upgrade  existing  systems. 

What  has  changed  since  the  phone 
giant  first  assigned  its  engineers  to  the 
911  problem.^  Computer  memory  has 
gotten  a  lot  cheaper.  Terminals  have 
acquired  color.  Telephone  circuits 
provide  identification  of  the  calling 
number.  And,  finally,  geographic  in- 
formation software  (Forbes,  Jan.  6) 
has  come  of  age. 

One  upstart  company  benefiting 
from  these  and  other  advances  is 
Boulder-based  sec  Inc.,  which  was 
responsible  for  the  Boulder  sheriff's 
office's  new  system.  Little  see  (its 
revenues  were  $9  million  last  year) 
charges  around  $1  million  for  an 
emergency  calling  system  covering  a 
population  of  250,000.  That  price 
includes    customized   see    soft^vare 
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running  to  hundreds  of  thousands  of 
lines  of  computer  code,  20  worksta- 
tions and  a  fault- tolerant  Tandem 
computer  with  four  processors,  each 
with  as  much  as  32  megabytes  of 
memory  and  3.5  gigabytes  of  disk 
storage. 

The  core  of  see's  call -processing 
and  dispatching  systems  is  the  geo- 
graphic coordinates  attached  to  every 
address  and  telephone  in  the  territory. 
Using  the  coordinates,  the  system  can 
route  the  call  to  the  closest  police 
station,  fire  house  or  ambulance  bay. 
On  its  display  maps,  the  system  shows 
critical  information  about  a  site,  such 


as  whether  it's  a  nursing  home  or  a 
chemical  factor)^  Emergencies  can  be 
tracked  within  arbitrary  regions  that 
are  independent  of  artificial  bound- 
aries like  police  precincts.  The  dis- 
patcher can  arrange  information  by 
available  emergency  vehicles  one 
minute,  and  rank  different  kinds  of 
emergencies  in  descending  priorit)^ 
the  next. 

"They  understand  what  the  dis- 
patch officer  is  trying  to  tell  them," 
savs  Carroll  Sutton,  an  administrator 
for  Shelby  Count>%  Tenn.,  which  re- 
cendy  bought  an  see  system. 

see  was  launched  in  1979  as  a 
consulting  firm  called  Systems  Con- 
cepts of  Colorado.  George  Heinrichs 
and  Stephen  Meer,  two  University  of 
Colorado  students  hired  by  Boulder's 
sheriff's  department  as  dispatchers, 
helped  the  department  computerize. 
They  began  informally  offering  their 
expertise  to  other  public  safety  agen- 
cies and  private  companies. 

Heinrichs  and  Meer  left  the  sher- 
ifPs  department  in  1986  to  work  full- 
time  on  the  business.  Joined  by  two 
others,  they  initially  busied  them- 
selves with  odd  projects  like  develop- 
ing a  flash-flood  detection  system. 
"We  had  vowed  not  to  work  on  gov- 
ernment projects,"  says  Meer,  "but 
we  all  had  reputations  from  being  in 
public  safety.  It  just  kept  drawing  us 
back  and  drawing  us  back." 

Heinrichs'  salesmen  offer  a  range  of 
911 -related  software  products,  in  use 
in  Boulder  County,  St.  Paul,  Las  Ve- 
gas and  elsewhere.  The  company  has 
sold  to  four  regional  Bell  operating 
companies.  Often,  the  see  software 
literally  replaces  a  stack  of  index  cards 
on  which  a  dispatcher  would  write 
down  information  about  each  call. 
The  dispatcher  would  time-stamp  the 
card  and  try  not  to  lose  track  of  it  if 
another  call  came  in  right  away. 

What's  Heinrichs  going  to  do 
when  the  last  third  of  the  country  is 
wired  for  911?  Sell  upgrades,  see  is 
already  developing  more  sophisticat- 
ed systems  for  use  in  patrol  cars.  With- 
in a  few  years,  the  police  officer  might 
have  a  car  computer  that  would  dis- 
play the  quickest  path  to  an  emergen- 
cy, retrieve  the  registration  data  that 
go  with  a  license  plate  or  even  show 
the  floor  plan  of  a  shopping  mall  that 
is  on  fire.  In  short,  the  911  business  is 
far  from  mature.  ^ 
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Job  losses 
are  mounting: 
good  news^ 


COMMENTARY  BY  ESTHER  DYSON 


Esther  Dyson  is  editor  and  publisher  of  the 
newsletter  Release  1.0. 


Two  ECONOMIC  puzzles  for  our 
tdmes:  One,  why  have  all  the  billions 
of  dollars  spent  on  computers  over  the 
past  three  decades  delivered  scarcely 
any  visible  productivity  gains  for 
white-collar  workers?  Two,  if  we're 
entering  an  information  society,  why 
are  we  laying  oflfinformation  employ- 
ees— insurance  clerks,  accountants, 
mainframe  programmers — instead  of 
manufacturing  ones? 

The  answer  to  both  riddles  can  be 
summed  up  this  way:  Productivity 
gains  are,  in  fact,  coming  to  the  office; 
hence,  the  white-collar  layoffs.  The 
unemployment  is  painful,  but  is  good 
for  the  economy  in  the  long  run.  We 
will  finally  see  desktop  productivity 
gains.  All  that  money  spent  on  com- 
puters will  pay  off. 

Up  to  now,  for  all  the  investments 
this  country  has  made  in  "informa- 
tion technology,"  there  has  been  no 
visible  impact  on  overall  productivity 
statistics,  says  Harvard  Professor  Gary 
Lxjveman.  Why?  Some  benefits  of  the 
information  age  were  offset  by 
changes  in  the  work  we  do.  For  exam- 
ple, the  Xerox  machine  is  a  wondrous 
improvement  over  carbon  paper 
copies,  but  then  we  used  not  to  have 
as  many  insurance  forms  to  copy  in 
the  first  place.  Productivity  rose  with 
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photocopying,   but  the  volume   of 
work  rose  even  faster. 

These  days,  however,  the  office  is 
really  getting  leaner  and  more  pro- 
ductive. "Thirty  years  ago  [manage- 
ment scientists]  Leavitt  and  Whisler 
told  us  that  information  technology 
would  lead  to  the  disappearance  of 
middle  management,"  says  Professor 
Thomas  Malone,  head  of  mix's  Cen- 
ter for  Coordination  Science.  "May- 
be it's  finally  happening." 

The  catalyst,  unfortunately,  was  re- 
cession. The  jobs  disappearing  now 
will  not  come  back  when  the  recession 
is  over.  As  AT&T  Chairman  Robert 
Allen  was  recendy  paraphrased  in  the 
Wall  Street  Journal:  "With  better 
technology  .  .  .  AT&T  simply  needs 
fewer  workers." 

Large  companies  don't  like  to  lay 
off  workers  unless  they  have  to.  As  a 
result,  the  productivity  benefits  of 
information  technology  don't  get  re- 
alized until  economic  conditions 
force  companies  to  make  cost-cutting 
moves  they  could — and  should — 
have  made  earlier.  In  some  cases, 
companies  may  realize  that  they've 
hired  new  people  to  read  reports  that 
they  hired  other  people  to  produce. 
They  can't  afford  that  anymore.  Al- 
though some  firms  face  drops  in  pro- 
duction, most  are  simply  aiming  for 
higher  productivity — and  market 
share  gains  from  lowered  prices. 

For  many  years,  technology  has 
enabled  AT&T  to  get  more  and  more 
long-distance  phone  traffic  out  of  its 
work  force.  But  it  resisted  firing  work- 
ers. Today  AT&T  faces  stiff  competi- 
tion from  MCI  and  Sprint. 

Change  is  often  unpleasant.  The 
layoffs  make  people  worr\'  that  the 
economy  is  going  downhill.  This  is 
hardly  a  new  phenomenon.  In  the  last 
ccntuiy  the  Industrial  Revolution  put 


millions  of  farmers  out  of  work  inj 
England;  pundits  worried  that  the 
country  was   losing   its   agricultural] 
base   (the  hollow  farm?),  much  as  I 
we're  worried  now  about  our  manu- 
facturing and  services  base.  But  just  as  I 
agriculture  kept  producing  more  food 
with  fewer  workers,  so  our  factories 
and  offices  will  produce  more  goods 
and  services  with  leaner  payrolls. 

Once  the  productivity  effects  are 
widespread  and  the  information 
economy  begins  to  grow,  demand 
will  grow  for  information  employ- 
ees— not  doing  routine  clerical  tasks 
such  as  filing,  but  doing  more  inspir- 
ing jobs  such  as  design.  These  infor- 
mation workers  will  use  technology  to 
augment  creative  work  as  well  as  to 
replace  boring  work. 

While  the  best-paid  workers  will  be 
leaders  or  designers — of  goods  manu- 
factured automatically,  transactions 
carried  out  electronically  or  ser\ices 
performed  by  humans — less  well  paid 
workers  will  perform  most  of  those 
services,  such  as  nursing  or  teaching 
or  waiting  tables  (while  fast  food  will 
be  handled  by  machines).  These 
workers  will  leverage  the  design  skills 
of  the  higher-level  workers,  carrying 
out  semiroutine  tasks  that  require  the 
human  touch. 

At  least,  that  is  what  will  happen  if 
people  have  the  right  skills.  To  ensure 
that  people  do  have  the  right  skills,  we 
need  to  have  a  forward-looking  edu- 
cational policy  a  lot  more  than  we 
need  a  backward -looking  industrial 
policy.  Many  of  the  white-collar 
workers  currently  being  laid  off  are 
capable  of  working  as  teachers  or 
trainers.  Just  as  we  had  a  Public  Works 
Administration  in  the  Depression, 
perhaps  we  should  now  create  a  Pub- 
lic Teaching  Administration — sepa- 
rate, please,  from  today's  public  edu- 
cation bureaucracy. 

Or  perhaps  the  way  to  get  better- 
educated  workers  is  through  tax 
breaks  and  other  incentives  for  private 
schools  and  training  centers. 

The  most  valuable  asset  that  be- 
longs to  a  country's  people  them- 
selves is  their  education.  Plants  and 
equipment  can  be  sold,  manufactur- 
ing jobs  can  be  moved  overseas,  but 
the  true  wealth  of  a  nation  is  the  sum 
of  its  citizens'  abilities  to  perform 
\\i)rk — knowledge  work — that  will 
earn  them  a  comfortable  liNing.      ^ 
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lightmare  Scenario  #2 


E  RUNAWAY 
ASH  SUCKER. 


'Why  didn't  someone  tell  me  this  @$!?& 


letwork  would  cost  so  much?" 


iiib, 


lot  of  executives  go  pale 
when  they  see  how  much 
their  computer  networks  are 
costing  them. 
"What's  with  all  this  new  pay- 
oil?"  they  ask.  "I  thought  this  thing 
^'as  going  to  save  us  money." 
Too  late.  They're  strapped  to  a 
ling  runaway  cash  sucker  and  heading 
"T^l  downhill  fast. 

The  fact  is,  the  real  economics  of 
running  a  computer  network  are 
never  even  mentioned  by  the  peo- 
jple  trying  to  sell  you  one. 

And   not   knowing   can   cost 
you  plenty. 
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Research  proves  Banyan 

more  cost-effective  than 

Novell,  IBM,  DEC  and 

Microsoft. 

Which  brings  us  to  the  research 
report  offered  free  on  this  page. 

It  was  compiled  by  the  Business 
Research  Group,  and  shows  how 

Time  Required  To 

Add  A  Network-Wide  Service 


Banyan 
VINES 

Novell 
Netware 

IBM  LAN 
Server 

DEC 
Pathworks 

U\N 
Manager 

60  80  100  120  140  160 
Minutes 


0      20      40 

Buainess  Research  Group/Newton.  MA  bc160 

For  sheer  cost-effeciiveness. 
Banyan  surpasses  everyone. 


Banyan,  Novell,  IBM,  DEC,  and 
Microsoft  stack  up  against  each 
other  in  cost  of  operation. 

What  BRG  did  was  to  interview 
the  day-to-day  LAN  managers  at 
180  different  organizations  about 
the  length  of  time  required  to  exe- 
cute 1 1  typical  network  functions. 


Send  for  this  impartial  survey 

of  network  cost-efficiency.  It's  full 

of  hard,  actionable  data. 

Banyan  won  in  all  11  categories. 
Often  by  astounding  margins. 

Whatever  the  job,  administrators 
of  Banyan  VINES  networks  were 
able  to  do  them  faster. 

And  faster  translates  into  smaller 
staffs  and  lower  cash  outlays. 

Banyan  won  across  the  board 
because  our  unique  integrated 
architecture  greatly  simplifies 
administration.  With  Banyan 
VINES,  cost-efficiency  is  built  in 
from  the  beginning. 


Computer  networks  are  rapidly 
becoming  indispensable  to  busi- 
ness. So  understanding  the  true  cost 
of  networking  is  now  critical. 

The  BRG  report  is  a  good  place 
to  start.  This  is  a  real-world  report 
based  on  the  testimony  of  actual 
network  managers. 

Banyan  is  the  world  leader  in 
simplifying  the  use  and  manage- 
ment of  networks — and  we  can 
show  you  why. 

For  your  free  copy 

of  the  BRG  report, 

call  1-800-828-2404. 
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Please  send  this  coupon  to:  BANYAN, 
120  Flanders  Road,  Westboro,  MA  01581 
1-800-828-2404. 
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Networking.  Without  Limits.^ 
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SCIENCE  &  TECHNOLOGY 


The  $188 
fax  machine 


COMMENTARY  BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


After  NINE  YEARS  of  technical  devel- 
opment and  teething  problems,  the 
fax  modem  has  finally  and  rather 
abruptly  matured.  A  fax  modem  is  a 
device  that  enables  desktop  and  porta- 
ble computers  to  exchange  faxes  over 
the  phone  with  similarly  equipped 
computers — and  with  any  of  the 
world's  32  million  conventional  fax 
machines.  It  seems  like  a  good  time  to 
take  a  fresh  look  at  fax  modems,  and  at 
the  stocks  that  may  benefit  from  the 
boomlet  in  fax  modem  sales. 

Americans  bought  655,000  fax 
modems  in  1991,  doubling  the  1990 
total.  Market  researcher  Dataquest 
estimates  that  8  million  fax  modems 
will  be  in  place  by  1995,  five  times 
today's  count,  and  that  sales  of  these 
tools  will  reach  $1.1  billion  that  year. 

Let's  look  at  fax  modems  from  the 
consumer's  point  of  view.  Mine  cost 
$188.  Communication  software  usu- 
ally comes  with  the  fax  modem,  but 
you  should  probably  add  another 
$100  to  $150  to  get  character  recog- 
nition software.  Withal,  about  $300 
to  equip  your  computer  for  fax  com- 
munications. In  addition  to  eliminat- 
ing the  manual  steps  of  printing  out 
pages  and  then  hand  faxing  them,  the 
fax  modem  provides  higher  graphic 
quality.  Computer  faxes  are  far  crisper 
than  ordinary  faxes. 

Compared    with    electronic    mail 


sent  by  a  data  modem,  facsimile  is  still 
a  slow  and  inaccurate  medium.  This  is 
because  a  fax  sends  digits  that  describe 
each  dot  of  ink  on  the  page,  while  a 
data  modem  sends  digits  representing 
each  alphabetic  character  on  a  page  of 
text.  There  are,  of  course,  many  fewer 
characters  on  a  page  than  dots  of  ink. 

But  data  modems  are  notoriously 
ftissy.  Before  sending  a  message,  you 
have  to  call  the  person  at  the  other 
end  and  haggle  over  parity  bits  and 
whatnot.  Fax  machines  handle  these 
electronic  protocols  on  their  own. 
That's  why  electronic  mail  is  largely  a 
tool  for  computer  fans,  while  the  fax  is 
for  the  masses.  All  this  may  change 
someday.  In  the  meantime,  you  can't 
go  wrong  buying  one  of  the  fax  mo- 
dems (the  majority)  that  double  as 
data  modems. 

Receiving  a  fax  on  a  fax  modem  can 
be  frustrating  compared  with  other 
modes  of  computer  communication. 
This  is  because  a  faxed  page  captured 
by  computer  is  a  frozen  image,  just 
like  a  photograph.  To  edit,  alter  or 
process  on  screen  the  information  on 
a  faxed  page,  you  may  find  yourself 
printing  it  out  on  paper  and  then 
manually  typing  the  information  right 
back  into  your  computer. 

Unless,  that  is,  you  have  the  new 
character  recognition  soft^vare.  With 
it  you  can  "read"  an  incoming  fax 
into  your  word  processor,  spread- 
sheet or  database,  so  you  can  work  on 
it  or  store  it  as  a  highly  compressed 
text  file.  Ordinary  fax  files  waste  a 
great  deal  of  disk  storage  with  their 
elaborate  descriptions  of  black  and 
white  dots. 

Calera  Recognition  Systems,  a  pri- 
vately held  character  recognition  soft- 
ware company  in  Sunnjaale,  Calif., 
offers  a  recognition  program  called 
FaxGrabber.  It  sells  at  a  typical  dis- 
count price  near  $100. 

Once  you  have  received  a  fax  and 
filed  it  on  your  computer's  disk,  Fax- 
Grabber  scans  the  digitized  page  and 


figures  out  what  letters  and  numbers 
are  in  the  image.  When  it  finishes,  it 
hands  over  a  translated  file  to  your 
word  processor,  ready  to  edit  or  print 
as  you  wish. 

Do  you  see  investment  potential 
here?  There  are  three  ways  to  invest  in 
the  business:  in  the  fax  modem  manu- 
facturers, in  the  manufacturers  of  the 
semiconductor  chips  that  go  into  the 
modems  and  in  the  publishers  of  soft- 
ware that  controls  them. 

I  would  skip  the  stocks  of  fax 
modem  manufacturers — the  obvious 
ones  being  Zoom  Telephonies  and 
U.S.  Robotics — despite  their  superb 
recent  revenue  growth.  There  are 
suddenly  about  60  fax  modem  manu- 
facturers in  North  America.  It  is  inev- 
itable that  price  competition  will  pres- 
sure profits.  The  $50  fax  modem  is 
going  to  become  commonplace. 

Flanking  the  modem  manufactur- 
ers are  the  sofi^vare  and  semiconduc- 
tor companies.  Their  stocks  seem  like 
better  bets.  The  biggest  fax  chip  mak- 
er is  Rockwell  International's  Digital 
Communications  division,  with  per- 
haps 75%  of  the  business.  But  Rock- 
well is  a  $  1 2  billion  company,  so  its  fax 
chip  sales  will  not  make  a  ripple  at  the 
bottom  line.  Exar  Corp.  and  Sierra 
Semiconductor  are  much  smaller 
companies  with  significant  market 
share  in  fax  modem  chips.  Exar  has 
not  had  a  particularly  steep  runup  and 
is  a  fair  buy  at  22. 

Software  stocks.^  The  winning  fax 
communication  sofi^vare  is  Winfax. 
This  simple-to-use  program  first  hit 
the  software  bestseller  lists  last  fall, 
and  is  the  creation  of  a  small,  publicly 
held  Toronto  company  called  Delrina 
Technology.  IBM  Canada  has  in\'ested 
substantially  in  Delrina,  so  it  has  ibm's 
implicit  seal  of  approval.  Delrina  also 
has  significant  sales  to  the  U.S.  De- 
partment of  Defense  for  forms  soft- 
ware. But  this  is  nevertheless  a  devel- 
opment company  with  no  earnings. 

In  addition  to  its  Winfax  communi- 
cation software,  Delrina  Technology 
owns  rights  to  BackFax,  a  character 
recognition  program  developed  for 
the  Macintosh.  It  doesn't  yet  oft'cr  a 
recognition  program  for  IBM-com- 
patibles to  compete  with  Calera's 
FaxGrabber,  but  it  is  working  hard  to 
develop  one.  This  speculative  stock 
reccnth'  traded  on  the  Toronto  Sttxk 
Exchange  near  iVz  (Canadian).      ^ 
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WHEN  WE  MAKE  A  PROMISE,  THERE'S  NO 
TELLING  HOW  EAR  WE'LL  GO  TO  KEEP  IT. 

That  first  giant  leap  for  mankind.  Trips  to  map  Venus  and  Mercury,  dig  for  life  on  Mars,  and  swing  past  the  outer 
planets  to  discover  rings  upon  rings,  one  active  volcano  and  a  host  of  new  moons. 

If  you're  into  the  spirit  of  exploration ,  you're  in  our  element.  We're  Inco,  once  known  as  the 
International  Nickel  Company. 

High-performance  nickel  alloys  -  proven  here  on  Earth  -  have  been  on  board  since  the  very 
first  countdown.  Including  Voyager  2,  the  star  performer  that  brought  us  the  picture  above. 
Inco  nickel  sales  are  about  equal  in  Europe,  North  America  and  Asia.  In  fact,  we  account  for  one  third  of  the 
nickel  supplied  to  these  markets.  And  much  of  our  production  is  spoken  for. 

As  a  resource-based  multinational,  we're  committed  to  the  ■  ^jj^  ^H  ^^ 

exploration  of  new  frontiers.  A  promise  that's  extended  our  limits  1 1  |  %■  %tP 

to  be  the  best  on  Earth.  And  got  us  where  we  are  today.  STRONGER  FOR  OUR  EXPERIENCE 

For  more  information,  write  Director,  Investor  Relations,  Inco  Limited,  One  New  Yoric  Plaza,  N.Y.,  10004. 
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Thinking  of  buying  a  new  computer 
for  yourself  or  the  kids?  There  are 
now  five  basic  distribution  channels 
to  choose  from. 

Pick  a  channel 


By  Steve  Kichen 

Have  you  been  eyeing  a  more  power- 
ful personal  computer?  Are  the  kids 
ready  for  some  serious  computing? 
Prepare  yourself  for  sticker  shock.  To- 
day's powerflil  PCs,  as  muscular  as  the 
mainframes  of  a  decade  ago,  can  be 
had  for  as  litde  as  $1,000  to  $3,000, 
with  Microsoft  Windows  and  other 
popular  programming  features  often 
thrown  in  for  free. 

Personal  computers  are  like  most 
other  consumer  items:  Where  you 
shop  makes  a  big  difference  in  what 
you  pay  and  what  support  you  get. 
There  are  now  five  distribution  chan- 
nels to  choose  from:  small  dealers, 
major  dealers,  superstores,  mail-order 
houses  and  computer  shows. 

Some  buyers  still  think  that  the 
safest  place  to  buy  a  PC — especially  for 
the  first  time — is  at  a  local  dealer.  The 
theory  is  your  local  guy  may  charge  a 
bit  more  but  can  provide  a  lot  of 
personal  attention.  In  fact,  PC  pricing 
has  become  so  competitive  and  mar- 
gins so  slim  that  a  small  merchant  may 
not  be  able  to  provide  much  hand- 
holding. 

Big  stores  specializing  in  comput- 


ers and  office  equipment  are  clobber- 
ing the  small  dealers.  According  to 
Link  Resources,  a  New  York- based 
research  and  consulting  firm,  com- 
puter superstores  have  even  replaced 
mail-order  outiets  as  the  most  rapidly 
growing  sales  channel  for  PCs. 

Computer  City  SuperCenters,  for 
example,  a  new  subsidiary  of  Tandy 
Corp.,  has  8  such  stores  now  and 
plans  to  open  1 2  to  15  more  this  year 
alone.  Each  store  averages  25,000 
square  feet  and  stocks  not  only  Tandy 
products  but  also  equipment  from 
leading  brands  such  as  Apple,  Com- 
paq, AST,  Hewlett-Packard  and  Mag- 
navox.  Alan  Bush,  president  of  Com- 
puter City  SuperCenters,  says  cus- 
tomers get  plenty  of  help,  too,  since 
the  chain's  salespeople  are  salaried, 
not  commissioned. 

If  there  aren't  any  superstores  near 
you — and  often  even  if  there  are — 
then  buying  by  mail  makes  sense.  In 
1991  approximately  720,000  PCs 
were  sold  by  mail,  by  companies  like 
Gateway  2000,  Zeos,  Northgate, 
Dell,  according  to  Link  Resources' 
Andy  Bose.  Even  giant  Digital  Equip- 


ment Corp.  has  begun  to  sell  its  PCs  by 
mail.  Dennis  Schneider,  director  of 
marketing  for  Digital's  U.S.  desktop 
business,  says  Digital  provides  24- 
hour  support  service  and  promises  to 
help  business  customers  with  all  as- 
pects of  their  computer  systems,  par- 
ticularly their  networks.  If  Digital  is 
successfiil,  don't  be  surprised  if  IBM 
and  Apple  open  their  own  mail-order 
operations. 

Unlike  most  dealers,  few  mail-or- 
der houses  will  haggle  over  prices.  But 
prices  are  dropping  so  fast  you  might 
get  a  pleasant  surprise.  "When  I  called 
up  to  order  a  computer  they  told  me 
that  it  was  going  to  cost  S400  less 
than  the  catalog  price,"  recounts  Fred 
Mackerodt  of  New  York  Cit\',  who 
recentiy  bought  a  computer  from 
Gateway  2000,  one  of  the  nation's 
largest  mail-order  firms.  "Not  only 
that,  they  said  the  new  price  included 
a  monitor  upgrade." 

Surprising  as  it  may  seem,  some  big 
mail-order  dealers  offer  customers 
service  as  good  as — if  not  better 
than — the  local  dealers,  thanks  to 
high  volume  and  low-cost  operations. 
Some  mail-order  companies  provide 
24-hour  technical  support  telephone 
lines,  round-the-clock  electronic  bul- 
letin boards  and  fax  ser\ice.  Some 
even  have  roving  reps  who  w  ill  make 
house  and  office  calls.  Note,  however, 
that  this  kind  of  service  might  cost 
extra,  so  ask  in  advance. 

Remember  that  no  matter  which  PC 
you  buy  or  where  you  buy  it,  the  odds 
are  your  biggest  problem  will  be  con- 
figuring the  software,  not  fault}'  hard- 
ware. All  PCS  have  similar  modular 
parts  inside:   a   motherboard   (main 


Recent  computer 
fair  at  William 
Paterson  College 
in  Wayne.  N.J, 
If  you  know  what 
you  want  and  can 
risk  brand  X 
labels,  such 
shows  are  the 
cheapest  places 
to  buy. 
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VOLKSWAGEN  ANNOUNCES 


PAYMENT  PROTECnON  PLUS: 


OX 

PAy:4ENT 


You  can  buy  or  lease  a  new 

Volkswagen    right   now  and 

set  aside  your  misgivings  about 

the  recession.  Because  now,  if  you  suffer  a  layoff 

anytime  during  the  first  three  years  of  your  finance 

or  lease  contract,  you're  covered.  We'll  cover  your 

car  payment  for  you  for  up  to  one  year.'  Plus... 

We'll   also   cover   your   car      INSUR 'aJVCE 
insurance   payment  for  the       l^AY .vlxiN  1 

same  car.  We'll  cover  you  up  to 
$500  per  month  in  combined  car  and  car  insurance 
payments  for  up  to  one  full  year.  That's  a  maximum 
$6,000  of  payment  protection  per  automobile. 
And  that's  a  Volkswagen  exclusive.  Plus... 


MJvJ   /  IN  You  may  even  qualify  for 

xjAX  -VixJN  1      a  loan  with  no  down 

payment.**  Your  Volkswagen 
dealer  can  help  you  select  the  plan  that's  right 
for  you.  Take  advantage  of  today's  low  rates, 
and  our  expertise  in  setting  up  hassle-free 
financing.  Plus... 

Even  if  you  were  to  use  the 
■pp-Tp*-^-  A/npTVTT'       entire  $6,000  protection, 

you  never  have  to  repay 
that  money  to  anyone*  You 
receive  full  credit  for  each  payment  covered  and  owe 
nothing  for  the  amount  paid  on  your  behalf.  See 
your  dealer  for  details  or  call  1-800-444-8987. 
fHurry.  Things  are  getting  better  already. 


S«at  betts  sav«  lives   Don't  drink  and  drive 


"Offer  subject  to  terms  and  conditions  of  the  PoymenI  Protection  Plus  program  contract.  Coverage  varies  for  coopplicants. 

Offer  excludes  employees  of  VolksvKogen  of  America,  Inc.  and  expires  March  31,  1992.  See  dealer  tor  details. 

"Available  tfirougli  VW  Credit,  Inc.  to  qualified  buyers.  See  deoler  for  details. 


©1992  Volkswagen 
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printed  circuit),  a  hard  disk  drive,  one 
or  more  floppy  disk  drives,  a  power 
supply  and  accesson^  cards.  Whether 
it  comes  from  IBM,  Compaq,  Dell, 
Tandy  or  Taiwan,  chances  are  that  it 
has  a  microprocessor,  or  central  brain, 
made  by  Intel  or  Advanced  Micro 
Devices.  If  you  do  have  a  problem 
with  a  PC  under  warranty,  mail-order 
dealers  will  usually  ship  a  new  part  via 
overnight  delivery. 

Where  to  find  mail-order  dealers? 
Best  bets  are  computer  magazines  and 
catalogs  (especially  Computer  Buyer's 
Guide  and  Handbook  and  the  month- 
ly Computer  Shopper). 

It  may  be  smart  to  use  a  charge  card 
for  any  mail-order  purchase,  even  if 
you  intend  to  pay  in  fiill.  That's  be- 
cause the  card  gives  you  leverage  if 
something  goes  wrong.  Moreover, 
retail  purchases  made  on  some  cards 
are  automatically  insured  against  theft 
or  breakage,  but  check  with  your  card 
company  for  time  and  dollar  limits. 

Look  for  a  PC  that  comes  with  a 
manufacturer's  written  warranty. 
Some  credit  cards,  such  as  American 
Express  and  Gold  MasterCard,  auto- 
matically double  the  warranty  up  to 
one  extra  year,  but  they  don't  extend 
this  benefit  to  a  dealer's  warranty. 

Return  policy  is  another  consider- 
ation. The  standard  practice  is  a  30- 
day  money- back  guarantee.  Don't 
buy  otherwise. 

After  dealers,  superstores  and  mail 
order,  yet  another  way  to  buy  a  PC  is  to 
go  to  a  computer  show,  a  rapidly 
growing  distribution  channel.  One 
outfit  alone,  KGP  Productions  of  Ken- 
dall Park,  N.J.,  will  put  on  35  to  40 
computer  shows  along  the  East  Coast 
this  year,  from  Massachusetts  to  Vir- 
ginia. Most  of  the  shows  are  near 
major  population  centers  and  are  ad- 
vertised through  local  newspapers,  ra- 
dio, TV,  billboards,  computer  publica- 
tions and  direct  mail. 

At  computer  shows,  you  pay  least 
for  the  computing  power  and  perfor- 
mance you  get.  Don't  expect  name 
brands  or  even  a  lot  of  documenta- 
tion. But  if  you  know  exactly  what 
you  want  and  know  enough  about 
computers  to  fix  the  minor  problems 
that  sometimes  pop  up  with  new  PCs, 
this  could  be  the  way  to  go. 

Wherever  you  buy,  you're  sure  to 
be  amazed  at  how  much  computing 
power  your  dollar  now  buys.  ^ 
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PERSONAL  AFFAIRS 


If  you  thought  living  in  the  time  of  Columbus 
was  dangerous,  try  collecting  in  it. 

1492  and  all  that 
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iieC 

0S& 


1      Y    J 

^ 



'  M^     m^ 

'tf^.   .,   ' 

m 

1 

^ 

a 
t 

■"jsy 

KtTak 

nH 
3£wn 

jcovcri 
isk 
iiiicd 
flirts 
ijai 


Jay  Kislak  with  early  Americana  and  pre-Columbian  collections 

The  discoverers'  records  and  the  discovered's  ancient  legacies. 
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Jay  Kislak'S  collection  straddles  the 
500-year-old  Hne  drawn  when  Chris- 
topher Columbus  arrived  in  the  New 
World.  Over  the  last  30  years  Kislak, 
69,  has  amassed  some  11,000  post- 
1492  items — maps,  manuscripts  and 
books,  including  original  documents 
and  first- edition  accounts  of  discover- 
ies by  Columbus,  Hernando  de  Soto, 
Hernando  Cortes,  Nunez  Cabeza  de 
Vaca,  Sir  Francis  Drake,  Francisco 
Vasquez  de  Coronado  and  Juan 
Ponce  de  Leon.  The  documents — 
written  in  Latin,  English,  archaic 
Spanish  and  German — are  fiill  of  tall 
tales  and  stories  of  treachery  and 
bloody  battles. 

On  the  other  side  of  1492,  Kislak 
has  an  equally  impressive  collection  of 
pre-Columbian  art  objects,  dating 
back  to  1500  B.C.  They  include  ob- 
jects made  by  the  Olmec,  Maya,  Inca, 
Aztec  and  Arawak  cultures,  most  of 


them  used  in  rituals  and  burials. 
Among  his  prize  Mayan  pieces  are  a 
snarling  25-inch-tall  clay  jaguar  (a.d. 
600-900),  4-foot-high  painted  funer- 
ary urns  (a.d.  1200-1400)  and  a  clay 
container  in  the  shape  of  an  ancient 
ball  player  (circa  a.d.  400). 

The  pre-Columbian  artifacts,  all 
unique,  can  cost  much  less  than  Co- 
lumbus-era documents,  often  pub- 
lished in  considerable  numbers.  Last 
October,  for  example,  Kislak  spent 
$231,000 — one  of  the  highest  prices 
he  has  ever  paid — for  five  engra\ings 
of  Sir  Francis  Drake's  maps  of  his 
1585  voyage  to  die  West  Intiics.  In 
contrast,  Kislak  has  nc\er  spent  more 
than  $100,000  on  any  of  his  pre-Co- 
lumbian pieces,  and  usually  much  less. 
He  rcccnth'  spent  about  $5,000  for  a 
Mayan  cup  (A.D  250-450)  widi  sLx 
incised  hicrogUphics  diat  read  "This  is 
my  chcKolate  cup."  (Kislak  tocA  a  sum- 
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Tier  course  in  ancient  hiero- 
glyphics at  the  University  of 
Texas  in  Austin.) 
I  "It  doesn't  belong  on  a 
bedestal,"  says  Kislak  of  the 
|cup,  "but  historically  it's 
important." 

The  Columbus  cinque- 
centennial  has  brought  a 
bumper  crop  of  Columbus- 
related  material  to  the  mar- 
ket. Take  Columbus'  fa- 
mous 1493  letter  written  to 
the  King  of  Spain  extoUing 
the  wonders  of  his  initial 
discoveries.  The  letter  was 
published  in  Latin  and  dis- 
tributed throughout  the 
courts  of  Europe,  rather 
like  a  newsletter.  Only  a 
handful  of  copies  survive; 
one  of  them  is  the  most 
treasured  item  in  Kislak's 
collection. 

The  last  time  one  of  these 
Columbus  letters  was  sold 
at  auction,  in  1966,  it 
fetched  $30,000.  But  in  the 
past  year  three  copies  have 
come  to  market.  H.P. 
Krauss,  a  Manhattan  deal- 
er, is  offering  one  now  for 
$650,000. 

Kislak,  who  owns  a  Mi- 
ami Lakes,  Fla. -based  bank- 
ing, commercial  real  estate, 

finance  and  insurance  company,  was  tions  of  provenance  and  authenticity, 
always  a  keen  student  of  history.  As  a  The  Unesco  agreement  enacted  in 
young  man  he  started  collecting  1970  protects  the  cultural  heritage  of 
books  on  the  discovery  of  Florida,  all  member  countries,  making  it  ille- 
Mexico  and  the  Caribbean.  He  devel-  gal  in  most  cases  to  export  antiquities 
oped  an  interest  in  archeol- 
ogy as  well,  flying  his 
Cessna  to  digs  at  ancient 
sites  throughout  Mexico, 
Guatemala  and  Honduras, 
where  the  great  Mayan  em- 
pire thrived  from  a.d.  200 
to  AD.  900. 

Then,  in  1980,  while  vis- 
iting Sotheby's  in  New 
York,  Kislak  wandered  into 
a  sale  of  pre-Columbian  ar- 
tifacts. By  the  end  of  the 
afternoon  he  had  bought 
three  Nazca  bottles  and  a 
gold  pendant,  each  for  less 
than  $1,000. 

Collecting  pre-Colum- 
bian art  and  other  antiqui- 
ties involves  thorny  ques- 


Mayan  jaguar  (a.d.  600-900) 
Used  in  sacrificial  rituals. 
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Effigy  box  (A.D.  800-1000)  from  Quiche  Maya  culture 
Fakes  and  stolen  goods  plague  antiquities  collecting. 


from  the  country  of  origin. 
Kislak  says  that's  why  he 
buys  all  his  pre-Columbian 
objects  in  the  U.S.  Favorite 
sources  are  Sotheby's  and 
two  New  York  City  dealers: 
the  Merrin  Gallery  and  Fine 
Arts  of  Ancient  Lands. 

To  avoid  fakes  Kislak  of- 
ten pays  independent  ap- 
praisers for  second  and 
third  opinions  and  consults 
experts  from  Princeton 
University,  the  National 
Geographic  Society,  the 
Detroit  Museum  and  else- 
where. In  1989  he  hired 
Lee  Parsons,  a  pre-Colum- 
bian scholar  formerly  with 
the  St.  Louis  Art  Museum, 
to  work  as  full-time  curator 
of  his  collections. 

High-quality  fakes  are 
also  rife  in  the  field  of  early 
Americana  maps,  docu- 
ments and  manuscripts.  To 
minimize  his  risks  Kislak 
buys  his  post- 1492  pieces 
from  such  sources  as  Sothe- 
by's, Christie's,  and  major 
dealers  like  Maggs  Brothers 
in  London  and  New  York 
dealers  Graham  Arader  and 
Kenneth  Rendell.  Rendell, 
you  may  recall,  was  the  man 
who  in  1983  exposed  the 
Hitler  diaries  as  forgeries. 

Despite  these  precautions,  Kislak 
has  been  tripped  up  three  times — not 
by  fakes  but  by  stolen  items.  Each 
time  he  got  a  reftmd,  but  only  because 
he  sticks  to  big  dealers.  Just 
last  year  he  was  notified  by  a 
dealer  that  a  second  Co- 
lumbus letter  he  owned  had 
been  stolen  from  a  library  in 
Italy. 

Kislak  has  formed  a  foun- 
dation that  now  owns 
about  10%  of  the  two  col- 
lections. Eventually  he 
plans  to  give  all  the  art  to 
the  foundation,  which  he 
hopes  to  have  affiliated  with 
an  institution.  Much  of  his 
collection  is  on  display  in 
his  Miami  Lakes  offices;  the 
galleries  are  open  to  the 
public  by  appointment 
(Phone:  305-364-4100, 
ext.  608).  Hi 
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FACES  BEHIND  THE  FIGURES 


EDITED  DY  JOHN  R.  HAYES 


Lone  stai*  Hsing 

Lena  Guebjiero  thinks  Nort±ierners 
have  been  living  high  on  the  hog  at 
the  expense  of  poor  Texas  oil  and  gas 
producers,  and  she  aims  to  do  some- 
thing about  it. 

Guerrero,  34,  is  the  new  chairman 
of  the  Texas  Railroad  Commission, 
which — never  mind  the  name — regu- 
lates oil  and  gas  production  in  Texas. 
The  problem:  Texas'  natural  gas  glut. 
Up  until  now  the  commission  set  its 
production  quotas  according  to  what 
buyers  estimated  they  would  need  the 
next  month.  But  buyers  usually 
guessed  high,  and  supply  usually  ex- 
ceeded demand.  Result.''  This  winter 
prices  have  been  squeezed  to  a  record 
low  of  92  cents  per  1,000  cubic  feet. 

Publicly,  Guerrero  insists  she 
wouldn't  try  to  raise  gas  prices.  But 
she  has  proposed  a  new  quota  system 
that  would  let  her  cut  production. 
Her  plan:  To  quit  relying  on  buyers' 
estimates.  Instead,  the  commission 
will  make  its  own  projections  based, 
among  other  things,  on  historical  pat- 
terns. Says  Guerrero,  "It  is  the  only 
way  to  strengthen  the  industry  so  it 
not  only  survives  but  flourishes." 

A  protege — right  down  to  the 
bouffant  hairdo — of  Texas  Governor 
Ann  Richards,  Guerrero  was  born  in 
south  Texas,  learned  English  at  a 
Catholic  grammar  school,  and 
worked  summers  picking  corn  for  65 
cents  an  hour  after  her  father  died. 
She  got  a  scholarship  to  study  broad- 
casting at  the  University  of  Texas  in 
Austin  and  in  1982  started  a  Spanish- 


language  advertising  agency. 

The  elections  that  year  were  good 
for  her  business — clients  included 
Richards  and  Senator  Lloyd  Bent- 
sen — and  a  stepping-stone  to  public 
office.  Two  years  later,  at  26,  she  ran 
for  the  Texas  House  of  Representa- 
tives and  won.  A  year  ago  Richards 
appointed  her  to  fill  out  a  term  on  the 
Railroad  Commission. 

The  politically  savvy  Guerrero  faces 
an  election  campaign  this  year.  And  so 
far  she  is  telling  independent  produc- 
ers— an  important  Texas  constituen- 
cy— exacdy  what  they  want  to  hear. 

"I'm  not  in  any  hurry  to  leave," 
says  Guerrero.  "I'm  having  a  wonder- 
ful dme."         -Manjeet  Kripalani 

Taking  over 

In  January  David  Rockefeller  Jr.,  50, 
was  picked  by  22  fourth-generation 
Rockefellers  known  as  "the  cousins" 
to  succeed  his  father  as  chairman  of 
Rockefeller  Financial  Services.  That's 
the  $3  billion  (assets)  holding  compa- 
ny that  manages  the  family  businesses. 
But  you  don't  have  to  be  family  to 
keep  an  account  there.  About  20%  of 
the  firm's  assets  represent  other  peo- 
ple's money.  For  investments  starting 
at  nine  figures — and  a  sliding  man- 
agement fee  of  1.5%  to  0.75%  of 
assets — clients  can  tap  the  Rockefeller 


Oil  and  gas  regula- 
tor Lena  Guerrero 
Having  a  wonde^ 
ful  time. 


organization's  contacts  and  expertise 
in  global  asset  management.  Or  they 
can  invest  in  Venrock,  the  venture  .m^ 
capital  subsidiarv'  that  financed  Apple  ||  "^ 
Computer  and  dozens  of  other  start- 
ups. Or  use  Rockefeller  lawyers  to 
handle  tax  and  estate  planning. 

Interested  in  philanthropy? 
"Whether  you  just  want  to  give  mon- 
ey or  join  a  board  of  directors,  we  can 
help,"  says  David  Jr. 

A  Harvard  law  graduate  who  has 
devoted  his  life  to  such  nonprofit 
organizations  as  the  Boston  Sympho- 
ny Orchestra,  the  American  Academy 
of  Arts  and  Sciences,  and  the  Museum 
of  Modern  Art,  David  Jr.  hopes  the 
charity  services  will  be  a  big  draw. 
"There  are  extremely  few  financial 
services  companies  that  have  a  philan- 
thropic element  run  by  first-class 
professionals,"  he  points  out.  "We 
believe  this  is  a  very  good  area  for 
expansion  and  for  the  attraction, 
frankly,  of  families  with  values  which 
fit  with  ours." 

-Jean  Sherman  Chatzky 


Betting  on  the  future 

If  ACID  RAIN  abatement  and  privatized 
transportation  systems  ever  catch  on, 
Bruce  Wilkinson  is  going  to  look 
real  smart. 
Wilkinson,  47,  is  chairman  of  CRSS, 
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David  Rockefeller  Jr.,  Rockefeller  Financial  Services  chairman 
The  cousins'  choice. 
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11  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

*Price  subject  to  change  without  notice 

Forbes  Lake  of  the  O^rks 

Box   303,  Fort  Garland,  CO  81133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Name 


Address. 


City/State/Zip 
Telephone 


^^^^        ^^^^^^^^^^^^  or  phone  816/438-2801         lOGi 

Obtain  the  P'  .  on  required  by  (  ,a  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  If  any,  of  this  property.  Equal  Credit  and  Housing 

Opportunity  A  s!a;e,Tieni  and  offenng  staiement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or 
lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering .  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de 
Cristo  Ranches    NYA88-178 


FACES  BEHIND  THE  FIGURES 
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Bruce  Wilkinson,  CRSS  chairman 
Betting  on  acid  rain. 


a  $472  million  (sales)  Houston- based 
constuction  company.  CRSS  has  done 
some  big  fancy  projects — it  built  the 
AWACS  and  F-15  facilities  the  Air 
Force  used  in  Saudi  Arabia  during  the 
Gulf  war.  But  Wilkinson  is  gambling 
on  public  policy  work  to  even  out  the 
construction  cycles. 

His  first  effort  has  been  a  success. 
When  federal  law  allowed  indepen- 
dent power  generators  to  compete 
with  utilities,  CRSS  began  to  build  and 
retain  ownership  in  power  plants.  Its 
investment  in  five  plants  producing 
520  megawatts  of  electricity  will  be 
profitable  on  a  pretax  basis  for  the  first 
time  this  year.  Wilkinson  wants  to 
double  his  $380  million  investment 
by  the  year  2000. 

Other  areas  look  promising.  Wil- 
kinson gave  up  trying  to  build  a  pri- 
vate high-speed  rail  link  in  Florida. 
"We  learned  a  lot,"  he  says.  But  he 
thinks  a  10- mile  private  toll  road  in 
California  might  be  ready  for  financ- 
ing this  summer. 

Then  there's  Natek,  a  50%-owned 
mining  and  technology  investment  in 
reducing  sulfur  emissions.  But  when 
the  Clean  Air  Act  passed  in  1990,  it 


gave  utilities  years  to  decide  which 
technology  to  use.  So  Natek  may  be 
two  years  away  from  the  big  orders. 
Says  Wilkinson:  "Sometimes  when 
you're  exploring  the  mountains  you 
kind  of  wish  somebody  was  right 
there  ahead  of  you  a  litde  bit." 

Business  genes 

As  YOUNG  MEN  David  Sculley  and  his 
older  brother  used  to  spend  weekends 
wandering  the  aisles  of  Long  Island 
supermarkets,  musing  about  product 
marketing.  The  chatter  paid  off. 
Brother  John,  now  52,  went  on  to 
head  marketing  for  Pepsi  and  today 
runs  Apple  Computer.  Another 
brother,  Arthur,  47,  is  a  managing 
director  of  Morgan  Guaranty  Trust. 

David,  now  45,  is  senior  vice  presi- 
dent and  a  director  of  H.J.  Heinz, 
where  he's  favored  to  succeed  Antho- 
ny O'Reilly  as  chief  execudve — if  he 
does  well  in  his  new  assignment. 

The  assignment:  Get  Heinz's  im- 
portant Weight  Watchers  division 
back  on  track.  Heinz  (sales,  $6.6  bil- 
lion) acquired  Weight  Watchers  in 
1978,  and  it  dominated  the  weight- 
loss  business  for  years.  But  recently  it 
has  been  losing  some  market  girth. 
Tough  competition  from  Slim-Fast, 


David  Sculley,  Weight  Watchers  manage^ 
Can  he  recover  $100  million  in  sales? 


Stouffer  Foods,  ConAgra's  Healthy 
Choice  line  and  Jenny  Craig  Inc. 
(Forbes,  Feb.  17)  has  knocked  more 
than  $100  million  from  Weight 
Watchers'  annual  food  sales  since 
1989's  $350  million  peak.  The  ero- 
sion contributed  to  a  12%  drop  in 
fiscal  second-quarter  net  income, 
Heinz's  first  decline  since  1983. 

In  charge  of  the  di\ision  since  July 
1991,  Sculley  is  putting  Weight 
Watchers  on  a  new  regimen.  In  addi- 
tion to  beefing  up  advertising.  Weight 
Watchers  will  for  the  first  time  sell  its 
food  through  the  weight-loss  classes 
that  got  the  company  going  in  1964. 
And  new  frozen  products — low-calo- 
rie chocolate  eclairs,  brownie  sundaes 
and  stir-fry  dishes — are  already  on  the 
shelves. 

Sculley's  first  job  after  graduating 
from  Har\'ard  in  1968  was  with  Lever 
Brothers  as  a  consumer  products  mar- 
keting trainee.  Six  years  later  he  went 
to  Heinz,  where  he  has  since  managed 
the  pickles  and  ketchup  product  lines 
and  has  run  Heinz's  European  busi- 
nesses. He  returned  in  1985  to  head- 
quarters in  Pittsburgh. 

Where  did  the  Sculley  boN's  get 
their  business  acumen?  "My  mother's 
father  was  an  entrepreneur  and  ship- 
builder in  Bermuda  who  started  the 
island's  first  perfiime  factor)',"  says 
David  Sculley.  "Our  business  genes 
came  from  that  side  of  the  family." 
-Seth  Lubone  ^ 
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The  all-new  Buick  Skylark. 

We  asked  California 
artist  Ed  Lister  to 
capture  it  on 
canvas. 


lasting  impression 
for  the  nineties. 


Skylark  in  features  like  rear-seat 
heat/ventilation  ducts  and  a 
warranty  against  rust-through 
for  6  years  or  100,000  miles.* 


You  decide. 
But  when  you 

see  the  completely  redesigned 
1992  Skylark,  it  will  make  a  strong 
and  positive  impression  on  you. 

Quality  and  G)nvenience. 

Buick  quality  is  evident  throughout 


Powerful  Performance. 

Skylark  GS  gives  you  the  smooth, 
confident  power  of  a  160-horse- 
power  fuel-injected  3300  V6. 


Impressive  Control. 


I** 


A  new  Adjustable  Ride  Control" 
lets  you  choose  the  ride  you  want: 
soft,  sport  or  an  automatic  setting 
that  adjusts  to  varying  speeds. 

Advanced  Safety. 

Every  Skylark  gives  you  smooth- 
stopping  control  with  4-wheel 
anti-lock  brakes. 

For  more 
information,  call 
1-800-435-5552, 
or  test-drive 
Skylark  at 
your  Buick  dealer 


d0     The  New  Symbol  For  Quality 
In  America. 


vr 


X. 
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©1991  GM  Corp.  All  rights  reserved. 

Skylark  is  a  registered  trademark  of  GM  Corp. 

•See  your  dealer  for  terms  of  this  limited  warranty. 

•  'Standard  on  Skylark  GS.    Buckle  up,  America! 
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ASHLAND  OIL,  INC.  N 

Ashland  Reports  Results  for  December  Quarter 

ASHLAND.  KY..  January  23, 1992— Ashland  Oil,  Inc.  (NYSE: 
ASH),  said  today  it  had  net  income  of  $29  million,  or  50  cents 
a  share,  for  the  quarter  ended  December  31,  1991,  the  first 
quarter  of  its  1992  fiscal  year.  Ashland  had  a  net  loss  of  $11 
million,  or  19  cents  a  share,  in  the  quarter  last  year. 

Operating  income  for  the  quarter  just  ended  was  $59 
million,  compared  to  $9  million  a  year  ago.  Sales  and 
operating  revenues  were  $2.5  billion  for  the  most  recent 
quarter  and  $2.8  billion  in  the  year-earlier  quarter. 

"We  were  pleased  by  record  December-quarter  results  from 
Valvoline  and  Ashland  Coal,  Inc.,  as  well  as  excellent  results 
from  Ashland  Chemical  and  Ashland  Exploration,"  said 
Ashland  Chairman  and  Chief  Executive  Officer  John  R.  Hall. 

"Unfortunately,  refinery  margins  declined  sharply  in 
December  as  petroleum  product  prices  fell  faster  than  crude 
oil  costs,"  Hall  continued.  "Soft  demand  and  market  fears  of 
a  growing  crude  oil  surplus  should  Iraq  succeed  in  re- 
entering the  market  led  to  an  industrywide  product  sell-off, 
and  wholesale  product  prices  plunged.  This  resulted  in  a  $4 
million  operating  loss  for  Ashland  Petroleum  Company. 

"Operating  income  from  SuperAmerica  declined  to  $12 
million,  as  retailers  battled  for  market  share  in  the  face  of 
soft  gasoline  demand,"  he  added.  "December's  heavy 
flooding  in  Texas  and  bad  weather  in  several  other  operating 
areas  marred  on  otherwise  strong  quarter  from  our  APAC 
construction  operations,  and  operating  income  declined  to 
$18  million." 

Valvoline,  Ashland's  motor  oil  and  automotive  chemical 
marketing  subsidiary,  benefited  from  higher  branded  motor 
oil  volumes  and  some  improvement  in  margins.  Operating 
income  increased  substantially  to  $13  million. 

Operating  income  from  Ashland  Chemical  bucked  the 
industry  trend,  increasing  35  percent  to  $29  million,  includ- 
ing $7  million  from  the  sale  of  certain  technology.  Excluding 
these  proceeds,  results  slightly  exceeded  last  year's  quarter, 
reflecting  improvements  in  specialty  chemicals  and  distribu- 
tion businesses. 

With  operating  income  of  $15  million,  a  17  percent 
increase,  Ashland  Exploration  had  its  best  December  quarter 
in  10  years.  Domestic  natural  gas  production  was  up  33 
percent  compared  to  a  year  ago  and  reached  nearly  88  million 
cubic  feet  per  day  in  December.  The  increased  production 
made  up  for  weak  natural  gas  prices.  Crude  oil  trading  gains 
led  to  higher  operating  income  from  international  operations, 
more  than  offsetting  normal  production  declines  in  Nigeria 
and  lower  crude  oil  prices. 

Results  from  coal  operations  were  mixed.  Equity  income 
from  46-percent-owned  Ashland  Coal  more  than  doubled  to 
$6  million,  reflecting  a  shift  from  domestic  spot  coal  sales  to 
domestic  contract  sales,  as  well  as  a  decrease  in  the  average 
cost  of  sales.  However,  equity  income  from  Arch  Mineral 
Corporation  declined  to  $2  million,  reflecting  lower  spot  coal 
prices  and  higher  operating  expenses. 

"In  summary,  several  of  our  non-refining  businesses  did 
extremely  well  and  exhibited  resiliency  in  their  ability  to 
withstand  poor  economic  and  market  conditions, "  Hall  said. 
"Results  from  our  refining  operations  were  disappointing  but 
not  surprising  in  view  of  soft  demand  and  crude  oil  and 
product  oversupply.  Unless  market  conditions  improve,  the 
second  quarter  may  prce  to  be  difficult  for  our  petroleum 
refining  operations. 

"Looking  ahead,  crude  oil  prices  are  expected  to  remain 
depressed  and  could  decline  further  as  Kuwait  increases 
exports  and  Iraq  attempts  to  re-enter  the  market,"  he  added. 
"In  addition,  U.S.  refiners  have  begun  to  limit  refinery  runs 
and  to  undertake  normal  maintenance  turnarounds  which 
also  should  reduce  production  temporarily.  As  a  result  of 
these  factors,  refinery  margins  should  improve  in  the  spring 
when  U.S.  gasoline  demand  begins  its  seasonal  upturn." 


Ashland  Oil,  Inc.  is  a  diversified  energy  corporation 
engaged  in  petroleum  refining,  transportation,  and  market- 
ing; retail  gasoline  marketing;  motor  oil  marketing;  chemi- 
cals: coal;  highway  construction;  and  oil  and  gas  exploration 
and  production. 


ASHLAND  DIL.  INC. 

(In  thousands  except  per  share 

Three  months  ended     . 

data — unaudited) 

December  31 

1991 

1990 

REVENUES 

Sales  and  operating  revenues 

$2,509,786 

$2,588,362 

(including  excise  taxes) 

Sales  and  operating  revenues 

2.342.828 

2,454.319 

(excluding  excise  taxes) 

Total  revenues 

2.528.290 

2.597,085 

(including  excise  taxes) 

RESULTS  OE  OPERATIONS 

Operating  income 

$     59.283 

$        8,757 

Interest  expenses — net 

(29.993) 

(31.439) 

Equity  income 

10.390 

8.056 

Income  taxes 

(10,200) 

3,860 

Net  income 

$     29.480 

$    (10,766) 

EARNINGS  PER  SHARE 

Primary 

$          .50 

$        (.19) 

Assuming  full  dilution 

$          .49 

$        (.19) 

AVERAGE  COMMON  SHARES  AND 

58.282 

55,587 

EQUIVALENTS  OUTSTANDING 

Three  months  ended 

(In  thousands — unaudited) 

December  31 

1991 

1990 

SALES  AND  OPERATING  REVENUES 

Ashland  Petroleum 

$1,224,552 

$1,273,678 

SuperAmerica  group 

523.275 

593,738 

Valvoline 

196,442 

167,745 

Chemical 

556,897 

576,807 

Construction 

280,169 

295,933 

Exploration 

71,612 

116,364 

Intersegment  sales 

(343,161) 

(435,903) 

$2,509,786 

$2,588,362 

OPERATING  INCOME 

Ashland  Petroleum 

$     (4.074) 

$    (43.047) 

SuperAmerica  Group 

11,680 

17,095 

Valvoline 

13,138 

1.178 

Chemical 

28,806 

21.320 

Construction 

16,192 

18.490 

Exploration 

14,719 

12.624 

General  corporate  expenses 

(21.178) 

(18.903) 

$     59,283 

$       8.757 

EQUITY  INCOME 

Arch  Mineral  Corporation 

$       1.922 

$       5.065 

Ashland  Coal,  Inc. 

5,654 

2.258 

Other 

2.814 

733 

$     10.390 


3.056 


(Contact;  William  P.  HartI,  Ashland  Oil,  Inc.,  535  Madison 
Ave..  New  York,  NY  10022.  Phone  (212)  421-1250.) 

AMETEK.  INC.  N 

AMETEK  EARNINGS  UP 

26  PERCENT  IN  FOURTH  QUARTER 

Company  Expects  Momentum  to  Continue  in  1992. 

Paoh,  PA.  February  5,  1992— AMETEK,  Inc.  (nyse-AME) 
today  reported  that  it  achieved  record  fourth  quarter  earnings 
of  24  cents  per  share,  a  26  percent  increase  over  the  19  cents 
per  share  earned  by  the  diversified  industrial  manufacturer 
in  the  final  quarter  of  1990.  Net  income  in  the  quarter  ended 
December  31,  1991  totalled  $10.4  million  on  record  sales  of 
$183.4  million.  In  the  last  quarter  of  1990  the  company 
earned  $8.3  million  on  sales  of  $169.1  million. 

For  the  full  year  of  1991  AMETEK's  sales  were  up  more  than 
eight  percent  to  a  record  $715.1  million,  on  which  the 
company  earned  $38  million  or  87  cents  per  share,  a  slight 
gain  over  the  $37.3  million  or  85  cents  per  share  earned  in 
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1990  on  sales  of  $660.7  million. 

Income  from  operations  improved  during  the  fo 
quarter,  topping  $18  million  in  the  period,  18  percent  ah 
of  AMETEK's  $15.3  million  operating  income  in  the  fo- 
quarter  of  1990.  This  better  operating  performance,  cou|; 
with  a  lower  effective  tax  rate  for  all  of  1991,  resulted 
better  bottom  line  than  the  previous  year  despite 
recession.  The  lower  tax  rate,  mainly  an  effect  of 
consolidation  of  some  of  AMETEK's  European  operations, 
28  percent  compared  to  the  34  percent  effective  tax  rat- 
the  previous  year.  '■ 

"AMETEK  is  building  earnings  momentum."  comp. 
president  and  chief  executive  officer  Walter  E.  Blankley  s' 
"Our  performance  in  the  second  half  of  1991  is  a  real  tu 
around  compared  to  the  first  six  months  of  the  year  w- 
earnings  trailed  the  prior  year's  totals  by  more  than  ' 
percent.  While  in  the  first  half  the  recession  impeded  man 
our  businesses,  especially  those  supplying  instrumei  lirfiJ 
plastics  and  other  industrial  materials,  demand  begar, 
build  in  the  second  and  third  quarters,  especially  for  elec 
motors  used  in  appliances,  business  machines  and  ht' 
efficiency  heating  systems.  That  demand  continued  to  g 
in  the  last  quarter,  along  with  a  moderate  increase  in ) 
Industrial  Materials  group  of  plastics  and  metal  powq 
producers. 

"We  are  also  experiencing  improving  demand  in 
Precision  Instruments  group  for  heavy  truck  instrum 
panels  and  gas  and  emissions  analysis  instruments,  wl" 
has  helped  to  counter  the  negative  effect  of  the  airlir 
diminished  requirements  for  spare  and  replacement  aire 
instruments."  Mr.  Blankley  reported. 

"AMETEK  entered  1992  in  a  strong  position.  At  year- 
our  backlog  of  orders,  which  declined  early  in  the  yi 
recovered  to  $275.4  million,  within  two  percent  of 
previous  year's  record  totals.  The  company  continued 
increase  the  cash  generated  by  its  operations  for  the  f  • 
consecutive  year,  with  1991  cash  flow  improving  about  ei 
percent  to  $77  million,  up  from  $71.6  million  in  the  previ 
year. 

"  I  think  things  are  starting  to  fall  into  place  for  AMETE 
Mr.  Blankley  concluded.  "We've  achieved  some  compa 
wide  internal  impovements — enhanced  productivity, 
duced  inventories — for  improved  quality,  efficiency  ; 
ultimately,  profit  margins,  and  we're  definitely  gam 
market  share  with  advanced  designs  in  electric  moti 
instruments,  and  drinking  water  filters,  throughout 
global  markets  we  supply.  We  expect  that  AMETEK's  mom 
turn  will  continue  throughout  1992  " 

During  1991  AMETEK  increased  its  annual  dividend  r 
from  64  cents  per  share  to  68  cents,  marking  the  V, 
consecutive  year  in  which  the  company  has  increased  tc 
cash  payments  to  its  stockholders,  a  record  unmatct 
among  New  York  Stock  Exchange-listed  industrial  manuf. 
turers. 

Three  months  ended  December 
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1991 

1990 

Sales 

$183,350,000 

$169,053.00- 

Net  income 

10.418.000 

8,266,00< 

Earnings  per  shares 

.24 

!■ 

Dividends  per  share 

.17 

li 

Average  shares  outstanding 

43.954,661 

43,743,55: 

Twelve  monf  lis  ended  Decembo 

1991 

1990 

Sales 

$715,099,000 

$660,745  m 

Net  Income 

37.986.000 

37.338.0OI 

Earnings  per  shares 

J7 

.8: 

Dividends  per  share 

.6S 

6- 

Average  shares  outstanding 

43.887,631 

44.105.021 

(Contact:  Darrah  Ribble.  AMETEK.  Inc..  Station  Square  T\ 
Paoh,  PA.  19301.  Phone  (215)  647-2121) 


For  adverising  information  please  call  Sarah  Madison  (505)  275-1282  or  Virginia  Carroll  (212)  620-2339. 


THE  FORBES/BARRA  WALL  STREET  REVIEW 


BY  GILBERT  STEEDLEY 


«UNIT1 


m  111, 


If  Fed  Chairman  Alan  Greenspan 
fitarts  cutting  interest  rates  again,  ex- 
pect some  more  excitement  in  the 
auto  stocks.  Investors  think  that  low- 
er interest  rates  and  a  recovering 
economy  will  especially  help  Detroit's 
automakers.  Auto  analyst  Arvid 
Jouppi,  of  Arvid  Jouppi  &  Associates 
in  Canton,  Mich.,  thinks  that  the  auto 
industry  is  well  positioned  for  a  cycli- 
cal rebound.  "Their  difficult  cost- 
cutting  programs  will  make  a  differ- 
ence," claims  Jouppi.  Barra,  Inc.'s 
factor  for  motor  vehicle  manufactur- 
ing had  a  9.4%  gain  in  the  last  two 
weeks  and  is  up  16%  since  the  start  of 
the  year.  More  may  be  in  store:  On 
Feb.  4  Greenspan  stated  that  addi- 
Bi3„y'1  tional  rate  cuts  were  possible,  driving 
sHeali  the  Dow  industrials,  the  Nasdaq  and 
the  Amex  to  new  highs. 

The  Barra  All-US  index  finished 
with  a  slight  gain  for  the  two  weeks 
ending  Feb.  6,  but  it  is  still  off  from  its 
mid- January  peak. 


Special  focus 


One  area  where  Japan  has  lagged  the  U.S. 
and  the  rest  of  the  world  recendy  is  in  stock 
market  performance.  For  the  three  months 
ended  in  January,  the  Morgan  Stanley  index 
for  Japanese  stocks  had  a  -8.6%  return 
(including  dividends  and  measured  in  U.S. 
dollars)  versus  a  4.9%  return  for  the  U.S. 
Hong  Kong's  market  led,  up  nearly  17%. 
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International  scorecard 


Cowitry 

3-n)ontfi 
total 
retiHit 

Country 

3-month 
total 
return 

Hong  Kong 

16.6% 

Denmark 

2.5% 

Ayttria 

14.3 

rinland 

2.5 

Italy 

12.6 

UK 

2.4 

Belgium 

12.4 

Spain 

0.2 

Singapore 

11.9 

Sweden 

-0.3 

Gennany 

NettierUnds 

Switzerland 

9.7 

Canada 

-0.9 

7.7 
7.7 

Norway         -1.7 
New  Zealand  -4.0 

France 

6.3 

Australia 

-7,5 

UnltMi  States   4.9 

Japan 

-8.6 

The  overall  market 


2600 
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1800 


The  Barra  All-US  index 

Index  as  of  2/6/92 

Market  value:  $3,914.5  billion 

Price/book:  2.4 

P/E:  26.5 

Yield:  2.6% 
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Closeup  on  the  market 


The  best  and  worst  performing  stocks' 


The  best  and  worst  performing  industry  factors^ 


Index  or  Investment 

2-weel(  change 

%  change  from               | 
1  year             5-year  high     i 

Barra  All-US  index 

0.3% 

1 
1 

21.1% 

-1.6% 

Sharpe/Barra  Growth  index* 

-0.1 

24.7 

-3.5 

Sharpe/Barra  Value  index  ^ 

-0.1 

1 

14.3 

-2.0 
-0.5 

Dow  Jones  industrials 

0.9 
-0.3 

1 

15.8 

StPSOO 

16.1 

-1.7 

NYSE 

0.0 

17.6 

-1.3 

Nasdaq 

2.4 

^■H 

46.6 

0.0 

Amex 
EAFE' 

0.5 
0.4 

■ 
■ 

24.4 
-0.5 

0.0 
-19.0 

CRB  index '^ 

1.0 

■ 

0.2 

-21.7 

Gold^ 

0.1 

1 

-3.3 

-29.3 

Yen* 
Oil' 

1.4 
4.3 

^ 

-2.3 

B        -80 

-23.4 
-52.6 

Best 

KentucKy  Central  Life  Ins 

Price 

9H 

2-week 
change 

54% 

47 

1992 
EPS' 

$    1.40 

1.95 

Worst 

US  Bioscience 

Autodesk 

Price 

171/2 

2-week 
change 

-47% 

1992 
EPS' 

$-0.16 

2.82 

Owens-Corning 

36  5/8 

261/4 

-26 

Imperial  Bancorp 

14 

43 

1.15 

Pacific  Enterprises 

183/4 

-25 

2.16 

Score  Board 

391/4 

39 

1.82 

Acuson 

231/2 

-24 

1.83 

Grenada  Sunburst  Sys 

201/4 

38 

1.65 

Interlake 

6^/8 

-21 

0.15 

Best 

Motor  vehicles 

2-week 
change 

9.4% 

Since 
12/31/91 

16.5% 

Worst 
Oilfield  service 

2-week 
change 

-10.1% 

-6.9 

Since 
12/31/91 

-16.0% 

-7.4 

Beverages 

6.5 

3.2 

Coal  &  uranium 

Tobacco 

5.5 

5.8 

Life  insurance 

-6.5 

-9.8 

Construction 

5.1 

11.7 

Aluminum 

-6.4 

-8.6 

Forest  products 

3.9 

19.9 

Misc  mining,  metals 

-6.1 

-3.1 

Xl 

I 


Note:  Data  for  period  ending  2/6/92.  The  Ban's  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
ADRs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
growth. '  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  ^  A  dollar-denominated  capitalization-weighted  index  of 
more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  *  Index  of  21  commodity  futures.  *  Knight-Ridder  Financial  Information. 
'During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.  'Shovi^s  return  to  the  industry  factor  after  controlling  for  other  influences  including  company  size,  value  and 
growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berlieley,  Calif. 
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NEW  ISSUES  REVIEW 


BY  WARREN  MIDGEH 


The  biggest  new  issues' 


Company/bisiiiess 

Exchange 

Offer 
date 

Offer 
price 

Recent 
price 

Offering 
($mil) 

Lead 
underwriter 

Performance  to  date    f 
absolute    reltomkt^  | 

Owens- Illinois/glass,  plastics 

HaalMiTrust/hospitals 

Health  Gare  &  Retirement/nursing  homes 

Horace  Mann  Educators/insurance 

n 
n 
n 
n 

12/11/91 
12/12/91 

11 

12 

528 

511 

Morgan  Stanley 
Merrill  Lynch 

9% 
9 

99 

14 

151/4 

100 

10/17/91 
11/14/91 

17 
18 

221/8 
221/4 

263 

Merrill  Lynch 

30 

122 

214 

First  Boston 

24 

118 

ShopKo  Stores/discount  variety  stores 

n 

10/8/91 

15 

12^8 

198 

Goldman,  Sachs 

-14 

78 

York  International/refrigeration  equip 

n 

10/1/91 

23 

25^8 

184 

First  Boston 

13 

105 

Stop  &  Shop/supermarkets 

Gaylord  Entertainment/cable,  broadcasting 

Bell  Bancorp/savings  &  loan 

RP  Scherer/mfg  gelatin  capsules 

n 

n 

0 

n 

11/22/91 
10/24/91 
11/12/91 
10/11/91 

12^/2 

201/2 

25 

18 

13^8 

291/2 
293/4 

303/4 

170 
157 
156 
140 

Merrill  Lynch 
First  Boston 
Adams,  Cohen 
Lehman  Brothers 

11 
44 
19 
71 

100 
133 
112 
156 

Performance  update 


The  market  for  initial  public  offerings 
is  hotter  than  a  summer  day  in  Phoe- 
nix. In  1991,  366  new  issues  raised 
$16.5  billion  in  capital.  Though  not 
quite  a  record,  it  was  the  biggest  year 
since  1987,  when  519  issues  generat- 
ed $17.1  billion.  The  fourth  quarter 
of  1991,  in  which  $6.2  billion  in 
capital  was  raised,  was  $1.3  billion  shy 
of  the  record-setting  fourth  quarter 
of  1986. 

The  hottest  industry  in  1991?  Bio- 
tech, which  accounted  for  51  issues 
and  slighdy  over  $1.4  billion  raised. 
The  biggest  biotech  offering  of  1991 
was  Haemonetics,  which  raised  $106 
million.  A  number  of  these  stocks, 
already  expensive  (in  relation  to  book 
value)  when  they  came  out,  have  since 
doubled  or  more  than  doubled.  Ex- 
amples include  Aphton,  Medirex  and 
Applied  Immune  Sciences. 

This  year  is  also  off  to  a  strong  start. 
As  of  early  February,  46  companies 
had  gone  public,  raising  $2.3  billion. 
According  to  Newark,  N.J. -based  Se- 
curities Data  Co.,  another  122  issues 
are  already  in  registration;  their  offer- 
ings have  a  potential  value  of  $5.8 
billion. 

"Interest  rate  cuts  have  no  doubt 
accelerated  the  pace  in  the  IPO  market, 
but  another  key  factor  has  been  the 
deleveraging  of  the  1980s,"  says  Joe 
Miller,  a  Securities  Data  analyst. 


The  best  new  issues'                                                                          1 

Company/business 

Offer 
price 

Offering 
($mil) 

• 

Lead             Performance  to  date     i 
underwriter         absolute    reltomkt^  1 

Mitek  Surgical  Prods/surgical  im 

plants 

16 

14 

Hambrecht  &  Quist    109% 

193        1 

Broderbund  Software/software 
Alteon/pharmaceuticals 

11 

36 

45 

5 

128 

Alex  Brown  &  Sons    109 
Alex  Brown  &  Sons    100 
Chatfield  Dean            96 
Morgan  Stanley           86 

188 

15 

3 

16 

188 

Intervisual  Books/publishing 
Perrigo/pharmaceuticals 

178 
171 

The  worst  new  issues' 

Offer 
Company/business                                price 

Offering 
($mil) 

Lead 
underwriter 

Performance  to  date 
absolute    reltomkt^ 

Salton/Maxim/appliances            IHk12 

28 

Dean  Witter 

-54% 

41 

Koo  Koo  Roo/resta  u  ra  nts                           5 
Veterinary  Ctrs  of  Amer/animal  hospitals      6 

6 
14 

Whale  Securities 

-45 

52 

Rosenkrantz,  Lyon 

-35 
-35 
-32 

59 

Dateq  Info  Network/information  svcs         10 
Sunbelt  Nursery  Grp/lawn  &  garden  prods    8 1/2 

8 
27 

Chicago  Corp 
Smith  Barney 

61 
62 

The  most  active  investment  bankers 

Industries  going  public 

Underwriter 

Total 
offerings 

Total  raised 
($mil) 

Industry 

Total 
offerings 

Ml 

Total  raised 
($mil) 

Goldman,  Sachs 
Merrill  Lynch 

20 

16 

$2,686 

Manufacturing 

40 

$2,371 
1.000 

2,327 

Health  care 

10 

First  Boston 

19 

1,655 

Business  svcs 

27 

637 

Morgan  Stanley 

12 

1,114 

Retail 

7 

545 

Alex  Brown  &  Sons 

20 

728 

Insurance 

4 

334 

Note:  Initial  public  offerings  of  common  equities  with  offer  date  of  10/1/91  to  12/31/91,  offering  price  of  $2.50  or  more  and  offering  value  of  $5  million  or  more.  Closed-end 
funds,  limited  partnerships,  and  ADRs  (American  Depositary  Receipts)  of  corporations  already  traded  in  foreign  countries  are  excluded,  as  are  REITs  and  spinoffs.  'Last  quarter. 
^The  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  market.  ^Latest  12  months.  Source:  Securities  Data  Co. 
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You  don't  have  to  be  a  millionaire 

to  vacation  in  Forbes'  island  paradise 


Many  who  vacation  on  Laucala  Island  in  the  Fijis 
are  millionaires.  So  it  isn't  the  attractive  cost  that 
entices  the  rich  and  famous  to  this  famed  idyllic 
retreat  of  the  late  Malcolm  Forbes.  It's  the  exclusivity. 
The  privacy. 

Small  wonder  that  one  of  today's  most  beautiful 
film  stars  vacationed  on  this  exquisite  South  Seas  Bali 
Ha'i.  Or  that  a  Broadway  leading  man  chose  to  be 
married  here. 

Laucala  is  the  perfect  place  to  get  away  from  your 
workaday  world.  And  the  cost  is  surprisingly  modest. 


Errol  Ryland  /  FORBES  MAGAZINE     . 
*•     Box  303,  Fort  Garland,  CO  81133     i 


Help  me  escape  to  paradise  in  the  Fijis 

Name 


Address 

City  

State 


Zip 


or 


call  71 9-379-3263 


4LD5 


No  more  than  ten  or  twelve  guests  are  ever  on  our 
island  at  the  same  time,  and  each  vacationing  couple  or 
family  is  housed  in  their  own  private  seaside  cottage. 
It's  the  perfect  place  for  a  honeymoon  or  an  escape 
from  reality. 

Stroll  pristine  beaches.  Swim,  snorkel  or  scuba  in 
azure  waters  renowned  for  the  splendor  of  their  tropi- 
cal fish  and  colorful  coral  reefs.  Fish  for  the  big  ones 
from  our  deep  sea  boat  or  just  unwind  by  the  pool. 
From  tennis  to  windsurfing,  it's  probably  the  world's 
most  exclusive  playland  paradise  for  those  who 
choose  to  vacation  their  own  way  and  on  their  own 
schedule. 

For  7  nights  and  8  days,  the  cost  is  just  $2,100  per 
person  plus  tax.  And  that  includes  everything:  all 
activities,  meals,  drinks,  lodging,  and  service  with  a 
smile.  No  tipping. 

So  come  on  down.  Luxuriate  in  this  South  Pacific 
paradise.  It's  the  vacation  of  a  lifetime.  You'll  want  to 
come  back  again  and  again. 


For  information,  please  write 
Errol  Ryland,  Manager 
Box  303,  Fort  Garland,  CO  81133 
or  call  719-379-3263 


FORBES 

MAGAZINE'S 


Hiicala 

J_^  ISLAND.. 


THE  FUNDS 


EDITED  DY  SUZANNE  OLIVER 


Kenneth  Heebner  has  earned  extraordinary  returns 
anticipating  the  stampedes  of  big  institutional  investors. 

Dancing  with 
the  hem 


When  Kenneth  Heebner  began 
managing  money  at  Scudder,  Stevens 
&  Clark,  in  1973,  he  dashed  with  the 
company's  chief  executive.  His  boss 
believed  in  the  efficient  market  the- 
on':  All  stock  prices  represent  all  avail- 
able information,  so  it  is  impossible  to 
beat  the  stock  market.  But  Heebner 
believed  in  market  inefficiencies,  and 
didn't  want  to  buy  from  Scudder's 
preapproved  list  of  stocks.  So  he  left 
Scudder  and  joined  Loomis,  Sayles, 
where  he  began  managing  the  CGM 
Capital  Development  Fund  in  1976 
and  CGM  Mutual  Fund  in  1981. 
Anvone  who  doubted  Heebner's 


abilities  should  take  a  look  now.  Capi- 
tal Development's  25%  and  Mutual's 
18%  compound  annual  returns  over 
the  past  ten  years  look  good  next  to 
thes&rSOO's  17.5%.  Last  year  Capital 
Development  climbed  99%;  Mutual 
rose  41%. 

In  November  1986  Heebner 
closed  Capital  Development  to  new 
investors.  But  his  CGM  Mutual,  a  S41 1 
million  (net  assets)  no-load  balanced 
fund,  is  available. 

Heebner,  now  51,  manages  the 
two  funds  somewhat  differendy.  CGM 
Mutual  buys  larger-capitalization 
stocks    than    Capital    Development 


Kenneth  Heebner  of  Capital  Growth  Management 
Eariy  in,  eariy  out. 


does  and  always  has  25%  to  50%  of  its 
assets  in  bonds.  At  the  end  of  January 
42%  of  its  portfolio  was  in  long-term 
U.S.  Treasur\-  bonds.  The  mix  of 
Heebner's  stock  picking  skill  and  the 
bond  position  has  made  CGM  Mutual 
the  best-performing  balanced  fund 
over  the  past  ten  years. 

Heebner  is  a  momentum  investor. 
He  tries  to  spot  a  rising  stock  early, 
jumps  on  board  and  hopes  Wall  Street 
and  the  institutional  buyers  will  fol- 
low, propelling  the  stock  higher.  In 
early,  out  early:  Heebner  is  usually  out 
of  the  stock  six  months  after  he  buys 
it.  The  turnover  of  the  CGM  Capital 
Development  Fund  was  272%  last 
year,  more  than  double  the  stock  fund 
average. 

Ever)'  year  one  of  Heebner's  insti- 
tutional clients  chides  him  for  his  high 
turnover  and  lets  Heebner  know  what 
his  performance  would  have  been  had 
he  held  his  Jan.  1  portfolio  through- 
out the  year.  "If  that  client  could  find 
a  money  manager  who  could  pick 
stocks  like  I  do  and  just  hang  on  to 
them,  he  would  hire  him,"  laughs 
Heebner.  But  few  buy-and-hold 
managers  have  Heebner's  abilitv'  to 
spot  momentum. 

Sometimes  the  momentum  carries 
on  after  Heebner  gets  out.  The  Capi- 
tal Development  portfolio  started  out 
1991  with  Philip  Morris,  U.S.  Surgi- 
cal and  Merr\'-Go-Round  Enterprises 
as  its  largest  positions  and  ended  with 
Philip  Morris,  CountrN-wide  Credit 
Industries  and  Telefonos  de  Mexico. 
Had  Heebner  stayed  put  with  his 
starting  portfolio,  the  year's  return 
would  have  been  107%. 

Heebner  looks  for  stocks  that  are 
climbing  faster  than  their  one -year 
mo\ing  average  of  prices  suggests 
they  should.  x\fter  identifying  the  can- 
didates, he  does  more  research.  He 
isn't  interested  in  takeovers  and  turn- 
arounds. What  he  wants  is  a  healthy 
company  with  above -average  earn- 
ings growth  that  is  going  to  benefit 
from  some  trend  or  imminent  event. 

Take  Syntex  Corp.,  for  example. 
The  company  has  developed  rv\o  new 
drugs:  an  oral  version  of  Toradol,  a 
painkiller;  and  Ticlid,  an  antistroke 
medication.  Heebner  believes  that 
these  two  drugs  could  double  Syn- 
tex's  sales  and  that  other  investors 
aren't  wise  to  this  development.  They 
will  catch  on,  he  argues,  w  hen  Syntex 
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reports  better  than  expected  earnings. 
[That  is  when  Heebner  would  make 
[for  the  door. 

Heebner  likes  big  bets.  The  CGM 
It  Mutual  balanced  fund  held  only  11 
stocks  at  its  last  public  accounting. 
Thus,  when  he  beats  Wall  Street  to 
the  next  winner — as  he  did  with  medi- 
cal staple  maker  U.S.  Surgical,  mort- 
gage banker  Countrywide  Credit  and 
catheter  manufacturer  SciMed  Life 
Systems — Heebner's  funds  get  a  big 
bang.  "Most  of  my  performance 
comes  from  very  few  stocks,"  admits 
Heebner. 

When  things  don't  unfold  the  way 
he  expects,  Heebner  is  quick  to  sell. 
He  recendy  sold  Storage  Technology, 
a  maker  of  computer  disk  memories, 
when  it  announced  a  delay  in  the 
introduction  of  a  new  product. 
Heebner  believes  short-term  delays 

(generally  become  long-term  delays. 
Storage  Technology  is  still  climbing, 
but  that  doesn't  bother  Heebner 
much.  "Perhaps  1  sold  too  soon,"  he 
shrugs. 

These  days  Heebner  is  cautious 
about  the  short-term  oudook  for 
most  stocks.  "1  don't  think  you  are 
going  to  make  a  lot  of  money  in  them 
in  1992,"  he  says.  By  his  estimates, 
many  growth  stocks,  with  earnings 
growth  rates  of  about  twice  the  mar- 
ket average,  are  now  selling  at  three 
<imes  the  market's  average  price/ 
earnings  multiple.  So  Heebner  has 
recentiy  bought  large-capitalization 
growth  stocks  such  as  Merck,  Pfizer 
and  Gillette,  which  sell  at  only  iy2 
times  the  market's  average  p/e.  "In- 
vestors," he  predicts,  "are  going  to 
get  out  of  Home  Depot  and  Amgen 
and  move  into  Merck  and  Pfizer." 

Individual  investors  can  also  access 
Heebner's  prowess  by  paying  a  sales 
charge  to  get  into  the  $980  million 
(net  assets)  New  England  Growth 
Fund,  another  stock  fund  he  man- 
ages. But  these  days  Heebner  is  con- 
cerned that  the  large  size  of  the  fund 
will  reduce  its  performance  potential. 

But  if  you,  like  Heebner,  think  the 
stock  market  is  going  to  take  a  rest  for 
a  while,  then  CGM  Mutual  with  its 
large  Treasury  bond  position  may  be  a 
reasonable  compromise.  "I  am 
counting  on  very  big  gains  in  my  30- 
year  Treasurys,"  Heebner  says,  "to 
offset  any  problems  in  the  stock 
market."  -S.O.    ^ 


INVESTORS  ARE  ASKING  FIDELITY 


'What  Should  I 

Do  With  My 

Retirement  Saving?" 


One  look  at  today's  interest  rates  tells  you  that  CDs  alone  might 
not  get  you  to  your  goals.  At  Fidelity,  we  suggest  that  you  consider  a 
more  diversified  approach  for  the  long  term,  including  these  elements 
of  balance:  Income,  Growth  and  Stability 


Fidelity  Asset  Manager 


STOCKS 


BONDS 


MONEY  MARKET 
INSTRUMENTS 

Investment  mix  as  of  12/31/91 


Make  Sure  You  Are  Diversified 

If  you're  looking  for  an 
easy  way  to  diversify  consider 
Fidelity  Asset  Manager.™ 

With  one  simple  investment  in 
this  fund,  your  money  is 
invested  across  a  mix  of 
stocks,  bonds  and  money 
market  instruments  in  a  port- 
folio that  is  gradually  adjusted 
by  Fidelity's  experts,  as  market 
conditions  change.  Share 
price  and  return  will  vary  and 
you  may  have  a  gain  or  loss 
when  you  sell  your  shares.  You  can  start  with  just  $500  in  a  Fidelity 
IRA,  Keogh  or  SEP-IRA,  and  there's  no  sales  charge. 

Free  Retirement  Planning  Guide 

To  help  today's  investors  plan  for  their  future,  Fidelity  has  pre- 
pared "A  Common  Sense  Guide  To  Planning  For  Retirement."  Inside 
you'll  find  straight  talk  about  how  to  meet  your  retirement  goals, 
including  easy-to-use  worksheets.  Call  for  your  free  fact  kit  and  Guide 
today  and  take  a  major  step  toward  the  retirement  you  want. 

Visit  A  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


FideHly 


investm&tts 

Common  sense.  Uncommon  results. 


For  a  free  fact  kit  and  more  complete  information  on  any  Fidelity  fund  including  charges  and  expenses,  call 
or  write  for  a  free  prospectus.  Read  the  prospectus  carefully  before  you  invest  or  send  money  Fidelity 
Distributors  Corporation.  CODE:  FORB/FAAI/630292 
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THE  FUNDS 


The  smart  technology  fund  managers  got  out  of 
computer  hardware  and  into  more  congenial 
technologies.  Daniel  Leonard  is  one  of  them. 

Technotiming 


By  Toddi  Gutner 

As  PERSONAL  COMPUTERS  proliferated 
in  the  1980s,  investors  moved  into 
technology  funds  in  search  of  the  next 
Compaq.  But  doners  soon  eliminated 
much  of  the  profitability  from  the 
business,  and  investors  departed.  The 
Fidelity  Select  Technology  Fund,  for 
instance,  shrank  from  $720  miUion  in 
1983  to  $71  million  in  1989. 

But  the  technology  funds  haven't 
disappeared.  Many  have  remade 
themselves  by  buying  fewer  computer 
hardware  companies  and  more  soft- 
ware, health  care  and  even  retailing 
technology  stocks. 

Daniel  Leonard  is  one  technology 
fund  manager  who  has  broadened  his 
scope.  The  5 5 -year- old  manager  of 
Invesco's  $167  million  Financial  Stra- 
tegic Portfoho-Technology  fund,  a 
no-load,  has  stretched  his  definition 
of  technology  to  include  companies 
such  as  Symbol  Technologies  and  Na- 
tional Computer  Systems,  makers  of 
hand-held  bar-code  and  optical  scan- 
ners, respectively.  Leonard's  strategy 
has  given  his  shareholders  a  17.7% 
average    annual    compound    return 


over  the  past  five  years,  ahead  of  all 
other  technology  funds  and  the  S&P 
500's  15.3%  annual  return. 

Leonard  screens  databases  for  com- 
panies with  market  capitalizations  of 
$50  million  to  $500  million  that  have 
had  sales  and  earnings  growth  of  20% 
or  better  for  at  least  one  quarter.  "The 
small -cap  stocks  are  where  emerging 
growth  is  and  where  you  make  the 
most  money,"  says  Leonard. 

With  small-capitalization  growth 
stocks  in  vogue,  Leonard's  fund  post- 
ed a  77%  return  last  year.  As  a  result,  it 
has  been  flooded  with  new  money 
that  has  helped  triple  its  size  since  the 
end  of  September.  The  flood,  if  it 
keeps  up,  could  seriously  dilute  Leon- 
ard's effectiveness.  Since  the  begin- 
ning of  the  year  he's  been  around  10% 
in  cash.  His  average  position  is  now 
$2.5  million,  in  companies  with  mar- 
ket values  averaging  $500  million. 

After  compiling  lists  of  candidates 
with  growing  sales  and  earnings, 
Leonard  selects  companies  that  have 
introduced  or  are  about  to  introduce 
promising  new  products.  To  cushion 


Technical  recovery 

Fund 

Manager  (years) 

5-year 

Maximum 

Annual 

return 

sales 

expenses 

(annualized) 

charge 

per  $100 

Financial  Strategic  Portfolio-Technology 

Daniel  Leonard  (7) 

17.7% 

none 

$1.19 

Fidelity  Select  Telecommunications 

Abigail  Johnson* 

16.7 

3.00% 

1.98 

Seligman  Communications  &  Information 

Paul  Wick  (2) 

16.6 

4.75 

1.69 

United  Science  &  Energy 

Abel  Garcia  (8) 

16.0 

8.50 

0.93 

Franklin  DynaTech 

Rupert  Johnson  (24) 
Lisa  Costa  (4) 

13.8 

4.00 

0.79 

T.  Rowe  Price  Science  &  Technology 

Charles  Morris* 

NA 

none 

1.50 

*  Returns  as  of  Jan.  31.    *  Manager  less  than  one 

/ear.    NA;  Not  applicable. 

After  a  shaky  start  in  the  1980s,  technolo^  funds  have  delivered 
respectable  gains.  These  are  the  strongest  performers  since  1987. 


any  disappointment  from  the  new 
product,  Leonard  looks  for  strong 
sales  from  at  least  one  and  preferably 
two  established  products. 

Example:  Symbol  Technologies. 
As  the  leading  supplier  of  hand-held 
bar-coding  equipment,  it  has  retail 
stores  among  its  customers.  It  also 
makes  scanners  for  airlines,  which 
have  begun  bar- coding  luggage,  and 
for  medical  laboratories,  which  bar- 
code test  tubes.  At  a  recent  2278,  the 
stock  is  at  25  times  trailing  earnings. 
Leonard  expects  earnings  for  the 
$310  million  (sales)  company  to  rise 
44%  for  calendar  year  1992. 

Sensormatic  Electronics,  another 
Leonard  holding,  makes  the  electron- 
ic clips  retailers  put  on  clothes  to  stop 
thieves.  The  company  has  brought 
out  a  washable  magnetic  tag  that  is 
sewn  into  health  club  towels,  one  of 
the  most  frequently  stolen  items  in 
the  country.  Sensormatic  also  sells, 
for  $4,000  a  pop,  hardware  to  detect 
the  magnetic  pieces. 

Leonard  generally  shuns  computer 
makers,  but  he  does  buy  software 
companies.  He  owns  London- based 
Micro  Focus  Group  and  Chicago- 
based  Technologx^  Solutions,  which 
designs  and  implements  programs  to 
efhcientiy  integrate  computer  sys- 
tems. A  longtime  holding  is  S415 
milhon  (sales)  Policy  Management 
Systems,  a  soft^vare  supplier  to  prop- 
erty and  casualty'  insurers. 

One  of  Leonard's  biggest  winners 
has  been  International  Game  Tech- 
nology, a  manufacturer  of  slot  ma- 
chines and  video  lottery'  terminals  (see 
p.  78).  Leonard  first  purchased  the 
stock  at  a  split-adjusted  2y2  six  years 
ago,  when  sales  were  $42  million. 
Now  revenues  are  $237  million,  the 
stock  trades  at  56V4,  or  46  times 
trailing  earnings,  and  Leonard  has 
begun  to  reduce  his  position.  He  has 
also  pared  down  his  holdings  in  other 
hot  stocks  like  Amgen  and  Microsoft. 

Expecting  an  economic  rebound, 
Leonard  has  recend>'  purchased  posi- 
tions in  three  semiconductor  compa- 
nies: National  Semiconductor,  Intel 
and  Vitesse  Semiconductor,  a  newly 
public  manufacturer  of  integrated  cir- 
cuits. Rather  than  fall  N-icrim  to  eco- 
nomic cycles  and  technological  inno- 
vation, Financial  Strategic  Porttblio- 
TechnologN'  ftind  is  trxing  to  take 
advantage  of  them.  ^ 


1 


122 


Forbes  ■  March  2,  1992 


THE  CONTRARIAN 


MONEY  &  INVESTMENTS 


Knowing  when  to  sell  is  as  important  as  knowing 
what  to  buy.  With  the  DJI  at  3200,  it's  not 
a  bad  idea  to  think  about  pruning  your  losers. 

Getting  out 


David  Dreman  is  chairman 
of  Dreman  Value  Management,  L.P., 
Investment  Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


The  past  ten  years  have  been  a  hog 
heaven  for  investors,  with  the  S&P  500 
up  over  fivefold  and  many  individual 
issues  up  much  more.  The  tough 
question  for  anyone  with  big  gains  is 
when  to  sell.  No  one  likes  the  humilia- 
tion of  taking  profits  aft:er  a  large 
runup  only  to  see  a  stock  double, 
triple  or  quadruple  afterward.  Even 
worse  is  not  to  sell  a  stock  that  moved 
up  sharply,  then  watch  it  drop  back  to 
a  fraction  of  what  you  paid. 

To  avoid  these  hurdles — the  one 
psychological,  the  other  financial — 
you  must  adopt  a  well  thought  out  sell 
strategy.  It  won't  always  work — no 
strategy  does.  But  remember,  invest- 
ing is  a  probabihty  game,  and  a  good 
strategy  should  give  you  more  than 
your  share  of  wins. 

My  first  rule  is  simple.  When  you 
buy  a  stock,  decide  then  on  a  price — 
or  a  method — that  tells  you  when  to 
sell.  If  things  work  out  and  the  stock 
reaches  your  target,  take  a  deep  breath 
and  let  it  go.  I  can  almost  guarantee 
you  won't  catch  the  top,  but  investing 
is  about  getting  a  good  return  on  your 
money,  not  about  hitting  bull's-eyes. 

If  you  are  a  buyer  of  low-p/E  stocks, 
the  decision  is  relatively  easy.  Sell  the 
stock  when  it  reaches  the  market  mul- 
tiple and  replace  it  with  another  low- 
p/E  issue.  (The  exception  is  when  the 


multiple  is  raised  by  a  one-time  charge 
or  a  recession-related  earnings  drop.) 

Selling  doesn't  only  mean  picking  a 
predetermined  target  price.  Even  if  a 
stock  has  risen  sharply,  it  may  not  be  a 
sell  because  earnings  have  moved  up 
rapidly,  keeping  the  P/E  multiple  low. 
Two  good  examples  are  Philip  Morris 
and  Royal  Dutch,  top  performers  on 
the  NYSE  over  time  (both  recom- 
mended in  this  column  a  number  of 
times).  In  the  last  decade  MO  was  up 
19  times  and  rd  9  times  (including 
dividends).  In  spite  of  the  enormous 
moves,  as  well  as  consistendy  larger 
dividends,  they  traded  at  low  p/es  for 
years  because  rapid  earnings  growth 
kept  their  multiples  down. 

A  second  important  rule  involves 
the  time  factor.  Don't  wait  forever  for 
a  stock  to  work  out.  I  generally  wait 
2^2  to  3  years  and  then  sell.  Other 
value  managers  use  somewhat  longer 
or  shorter  periods.  But  few  wait  for  a 
miracle  to  bail  them  out.  It's  much 
smarter  to  prune  laggard  stocks  from 
your  portfolio  and  channel  the  fiinds 
into  better  opportunities. 

Another  important  guideline:  Let  a 
stock  go  if  fiindamentals  deteriorate 
badly.  I  don't  mean  one  disappointing 
quarter  or  a  temporary  surprise  from 
which  a  company  will  bounce  back. 
Rather,  a  major  decline  in  the  stock's 
fiindamentals  that  changes  its  outiook 
dramatically.  New  factors  that  cannot 
be  anticipated  and  that  impact  the 
fixture  negatively  can  develop,  no  mat- 
ter how  good  the  research. 

Westin^house  (18),  for  example. 
Here  is  a  stock  recommended  in  this 
column  since  1984.  It  returned  over 
fourfold  to  its  high  in  1990.  But 
management  lost  it,  taking  enormous 
charges  in  the  financial  subsidiary.  It 
also  damaged  its  credibility  by  either 
not  owning  up  to,  or  facing  up  to, 
wx's  problems  until  it  was  too  late. 
The  stock  might  rise  sharply  from 
here,  but  to  me  the  financizd  subsid- 


iary is  a  black  hole.  I  would  take  my 
licking  and  move  on  to  another  stock. 

I  would  also  sell  Chrysler,  Digital 
Equipment  and  J.C.  Penney,  which 
have  not  come  up  to  expectations. 

For  those  reluctant  to  sell  losers  and 
tired  winners,  call -writing  is  an  alter- 
native to  selling.  If,  for  example,  a 
stock  has  moved  up  close  to  your 
target,  there  are  times  when  you  can 
sell  a  covered  call  option  whose  pre- 
mium will  throw  off  enough  income 
to  reach  the  price  point.  Normally, 
option  premiums  tend  to  increase  as 
the  stock  is  moving  up — the  faster  the 
rise,  the  higher  the  premium.  This  is  a 
relatively  painless  way  to  liquidate  a 
stock.  If  it  drops  instead  of  rising,  you 
have  lowered  your  effective  cost  basis 
and  can  repeat  the  process  again,  cap- 
turing additional  premium. 

While  the  market  is  at  a  level  where 
it  is  wise  to  think  about  selling,  I  am 
not  recommending  a  total  retreat  to 
the  sidelines.  There  are  still  good 
values  around.  If  you  prune  your 
portfolio,  here  are  a  number  of  issues 
to  consider  as  replacements. 

Recession  notwithstanding,  Boein£[ 
(48),  the  leading  manufacturer  of 
commercial  aircraft,  had  a  record  year 
in  1991.  Boeing's  earnings  should 
increase  over  10%  in  1992,  with  con- 
tinuing gains  in  the  fiiture.  ba  has  a 
p/E  of  10,  yielding  2.2%. 

Columbia  Gas (17)  is  an  interesting 
bankruptcy  play  for  those  with  the 
patience  to  wait  a  year  or  two.  Down 
from  a  12 -month  high  of  47,  the  risk 
of  a  major  loss  from  the  current  level 
appears  small. 

Giant  Food  (25,  A  shares)  is  a  well- 
managed  supermarket  chain  with  152 
stores  primarily  in  the  Washington, 
D.C.  area.  The  company  should  have  a 
smart  earnings  rebound  in  the  current 
year  (ending  February  1993).  The 
stock  trades  at  a  p/e  of  1 3  on  estimated 
1992  results  and  yields  2.8%. 

U.K.-based  Hanson  Pic.  (18)  ap- 
pears cheap  at  its  current  price/earn- 
ings ratio  of  10  on  depressed  1991 
results  and  6.1%  yield. 

phh(34)  is  a  medium-size  company 
that  provides  fleet  and  relocation 
management  services  to  more  than 
2,500  corporations.  Earnings  should 
increase  5%  in  its  1991  fiscal  year 
(ending  Apr.  30)  and  10%  in  1992. 
The  stock  trades  at  a  P/E  of  12  and 
yields  3.5%.  ^ 
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CAPITAL  MARKETS 


MONEY  a  INVESTMENTS 


With  interest  rates  at  tlieir  lowest  since 
the  mid-1970s,  every  brokerage  is 
hawking  collateralized  mortgage  obligations 
as  an  alternative  to  bonds.  Buyer  beware! 

Get  it  in  writing 


BY  MATTHEW  WINKLER 


Matthew  Winkler  is  editor-in-chief 
of  Bloomberg  Business  News. 


There  are  all  kinds  of  collateralized 
mortgage  obligations,  some  with 
high  cholesterol  and  some  as  healthy 
as  any  Treasury  note.  When  your  bro- 
ker calls  with  just  the  CMO  for  you, 
make  sure  it  passes  the  new  physical 
required  on  CMOS  sold  to  some  of  the 
biggest  professional  investors.  This 
examination  will  show  whether  your 
CMO  is  a  big  risk. 

CMOS  are  securities  that  pool  mort- 
gages and  separate  them  into  various 
maturities,  consisting  of  principal  and 
interest  payments.  They  are  as  popu- 
lar as  they  are  complex.  The  market 
already  totals  $600  bilhon  and  is 
growing  at  a  rate  of  $20  billion  a 
month.  Now,  with  interest  rates  at 
their  lowest  since  the  mid-1970s,  ev- 
ery brokerage  is  hawking  cmos  as  an 
alternative  to  corporate  and  govern- 
ment bonds. 

CMOS  are  sexy  because  their  credit 
ratings  are  strong  (AAA),  their  yields 
are  relatively  high  and  their  interest 
and  principal  payments  are  supposed 
to  be  predictable.  Investing  in  collat- 
eralized mortgage  obligations  seems 
both  safe  and  easy — which  is  what 
aroused  the  regulators. 

Last  December  the  Federal  Finan- 
cial Institutions  Examination  Council 
created  mandatory  investment  crite- 
ria on  CMOS  for  deposit-taking  institu- 
tions such  as  banks  and  thrifts.  The 


regulators  want  to  ensure  that  what 
happened  to  these  institutions  in 
commercial  real  estate  in  the  1980s 
doesn't  happen  to  them  again  with 
CMOS  in  the  1990s.  Determining  the 
safety  of  cmos  depends  on  some  spe- 
cific assumptions  regulators  want  to 
see  on  paper. 

But  nobody  is  writing  regulations 
like  this  for  so-called  retail  investors, 
so  it's  caveat  emptor.  That's  why 
knowledge  of  the  federal  safety  test 
for  institutions  is  critical  for  anyone 
who  buys  CMOS.  Any  reputable  bond 
specialist  can  determine  whether  a 
CMO  is  "safe"  by  measuring  it  against 
the  federal  criteria.  If  your  broker 
can't  show  you  on  paper,  consider 
another  broker. 

The  regulations  are  designed  to 
curb  CMO  investments  that  could  gy- 
rate in  value  when  interest  rates  rise  or 
decline.  The  potential  for  such  volatil- 
ity is  determined  using  a  model  de- 
vised by  the  Public  Securities  Associa- 
tion, a  trade  group. 

Distinguishing  a  safe  CMO  from  a 
risky  one  depends  on  the  security's 
average  life,  its  average-life  sensitivity 
and  its  price  sensitivity — three  well- 
known  concepts  to  the  pros  in  the 
mortgage -backed  market.  The  aver- 
age Hfe  of  a  mortgage  or  cmo  is  the 
equivalent  of  maturity  for  more  tradi- 
tional bonds;  the  average-life  sensitiv- 
ity measures  when  the  investment  is 
recouped,  given  a  change  in  interest 
rates;  the  price  sensitivity  quantifies 
the  change  in  the  value  of  the  security 
as  interest  rates  change. 

Here's  what  the  council  looks  for: 

The  average  period  during  which 
you  receive  your  principal  has  to  be 
fewer  than  ten  years.  If  the  cmo  passes 
this  test,  it  then  must  survive  a  3- 
percentage-point  change  in  interest 
rates  in  either  direction,  without  g\'- 
rating  more  than  17%  in  price.  In 
addition,  a  "safe"  cmo  can't  show  a 


significant  change  in  its  average  life  H 
rates  rise  or  fall  3  percentage  points. 

Which  CMOS  meet  these  stiff  federal 
requirements.' 

PACs,  or  planned  amortization  class 
CMOS,  will  let  you  sleep  better  as  long 
as  you  own  them.  For  example,  Fan- 
nie Mae's  Remic  Series  12  Tranche  C, 
issued  in  1991,  is  an  example  of  the 
safest  CMOS,  in  part  because  you  know 
in  advance  when  you  will  get  your 
principal  back.  This  offering  has  an 
average  life  of  3.67  years  and  pays  at 
least  %  of  1  percentage  point  more  in 
yield  than  a  corresponding  three -year 
Treasury  note. 

Suppose  the  yield  on  the  three -year 
Treasury  rises  to  8%  from  5%.  What 
happens  to  this  CMO.'  Using  the  coun- 
cil's criteria,  the  safety  of  the  Fannie 
Mae  issue  can  be  verified.  The  average 
life  will  remain  3.67  years.  The  price 
of  the  CMO  will  decline  to  96.319 
from  105 — painfial,  but  not  a  devas- 
tating loss  for  such  a  big  jump  in 
interest  rates. 

If  rates  decline  300  basis  points, 
this  CMO  still  passes  the  council's  mus- 
ter. The  average  life  declines  to  2.54 
years  (as  borrowers  prepay)  and  the 
price  rises  to  111.28.  In  either  rate 
situation,  the  price  volatility  is  less 
than  10  points. 

What's  a  high-risk  CMO? 

In  order  to  make  safe  cmos,  invest- 
ment bankers  must  also  create  high- 
risk  CMOS.  Fannie  Mae's  Remic  Series 
12  Tranche  M,  also  issued  in  1991, 
came  out  of  the  same  offering  as  our 
PAC  specimen,  and  it  has  the  same 
collateral.  At  first  glance  it  looks  no 
different  from  the  Series  12C  CMO. 
But  it  flunks  the  council's  physical. 

On  a  300-basis-point  decline  in 
rates,  this  CMO's  average  life  declines 
to  0.33  years  from  1 .65  years,  and  the 
price  declines  to  101.18  from  102.04. 
On  a  rise  in  rates  of  similar  magnitude, 
the  average  life  increases  to  13.27 
years  and  the  price  declines  to  83.69. 
This  CMO  failed  tlie  price  sensiti\it>' 
and  average  life  tests.  Too  risk)'  for  the 
topical  \ield-seeking  investor. 

Insist  that  your  broker  put  his  CMO 
recommendation  in  writing,  using 
the  federal  criteria.  Chances  are  if  it's 
a  dicey  offering,  he  won't  be  dumb 
enough  to  put  it  in  writing.  If  he 
won't  put  it  in  writing,  don't  buy  it, 
even  if  the  broker  is  your  brother-in- 
law  or  best  friend.  ^ 
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CREATIVITY: 


One  of  the  ways  GE  Capital  brings  good  things  to  life. 


JLou've  got  a  financing 
problem.  And  most  lenders 
have  a  solution.  Maybe  three 
or  four  solutions.  Maybe  the 
same  three  or  four  off-the-shelf 
solutions  they  offer  to  everyone. 

At  GE  Capital  we  approach 
your  problem  with  an  open 
mind.  A  can-do  attitude.  And 
the  creativity  to  structure  the 
right  financial  package  to  meet 
your  needs. 

We  emphasize  creative 
thinking.  We'll  sit  down  with 

Since  1984  GE  Capital  Mortgage 
Insurance  has  helped  more  than  a 
million  buyers  get  the  home 
of  their  dreams  with  as  little 
as  five  percent  down.  Our 
coverage  protects 
originators,  enabling  them 
to  write  mortgages  with 
down  payments  more 
families  can  afford. 


<A^ 


On  two  occasions  when  Magma  Copper 
needed  to  lease  $5  million  worth  of  rock 
trucks  they  went  with  a  bidder  who,  it 
turned  out,  could  not  meet  the  terms  and 
the  time  requirements.  Both  times 
Magma  asked  GE  Capital  to  step  in.  We 
were  able  not  only  to  close  both  deals 
on  schedule,  but  to  devise  lease 
structures  that  provided  off-balance- 
sheet  financing  with  a  fixed 
purchase  option. 


you  and 
get  a  thorough 
understanding  of  your 
problems.  Then  we'll  go  to 
work.  And  we  won't  rest  until 
we've  come 
up  with  a 


solution  that  meets  your 
requirements. 

This  creative  approach  has 
been  helping  customers  since 
1932.  And  it's  helped  us  grow 
into  a  company  with  $80.5  billion 
in  assets,  a  triple-A  credit  rating, 
and  a  client  list  that  includes 
some  of  America's  best  known 
companies. 

Creativity.  Experience. 
Reliability.  Qualities  that  have 
helped  GE  Capital 
bring 
financial 
solutions  to  life  for  nearly 
60  years.  Give  us  a  call  at 
1-800-243-2222  to  find  out  how 
we  can  help  you. 

GE  Capital's  Geico  Space  is  the  largest 
supplier  of  modular  buildings  in  the  U.S. 
Over  the  years,  we've  responded,  often 
within  hours,  to  customer  needs.  When 
Hurricane  Hugo  pounded  St.  Croix,  we 
rushed  four  buildings  to  the  island  by 
barge  so  that  a  construction  company 
could  set  up  temporary  offices. 


GE  Capital 

We  bring  good  things  to  life. 


AuU)  Fleet  Financing  &  Services  •  Commercial  Equipment  Financing  •  Commercial  Real  Estate  Financing 

Computer  leasing  •  C^orporate  Finance  Group  •  Financial  Guaranty  Insurance  Company  •  GECC  Financial/Hawaii 

Gcico  Space  •  Gcnstar  Container  •  Insurance  Services  •  Mortgage  Corporation  •  Polaris  Aircraft  Leasing  •  Railcar  Services 

Retailer  Financial  Services  •  TIP  •  Transportation  and  Industrial  Funding  •  Vendor  Financial  Services 


FINANCIAL  STRATEGY 


MOHEY  &  INVESTMENTS 


Contrary  to  the  experience  in  past  recessions, 
interest  rate  cuts  this  time  are  depressing 
the  economy,  not  stimulating  it. 

Unintended 
consequences 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 

A.  Gary  Shilling  &  Co.,  economic  consultants 

and  investment  advisers.  His  firm  publishes  Insight, 

a  monthly  newsletter  covering  the  business 

outlook  and  investment  strategy. 


Will  THE  big  declines  in  interest  rates 
spur  consumer  spending?  They  did  in 
past  postwar  recessions.  In  those  earU- 
er  slumps,  the  squeeze  on  retirees 
who  rely  heavily  on  interest  earnings 
was  much  more  than  offset  by  free- 
spending  borrowers,  whose  cash  flow 
rose  with  declining  interest  costs. 

Furthermore,  much  of  that  new 
spending  in  past  postwar  recessions 
was  on  big  purchases  like  houses  and 
cars  financed  by  small  down  payments 
and  big  loans.  This  boosted  the  econ- 
omy considerably,  since  a  20%  down 
payment  on  a  house  creates  five  times 
as  much  total  spending. 

But  not  this  time.  Without  ques- 
tion, declining  interest  rates  are  put- 
ting money  in  borrowers'  pockets. 
The  Mortgage  Bankers  Association 
estimates  that  refinancing  and  lower 
rates  on  adjustable  mortgages  gener- 
ated $10  billion  to  $12  billion  of 
additional  disposable  income  for 
homeowners  in  1991,  and  it  expects 
much  more  this  year. 

However,  many  of  these  home- 
owners are  saddled  with  huge  debts, 
slumping  real  estate  holdings,  low 


confidence  and  big  layoffs,  especially 
shocking  to  service -sector  employees 
who  expected  to  leave  their  firms  with 
gold  watches  or  get  carried  out  feet 
first.  So  they  are  too  scared  to  spend. 
Compared  with  earlier  slumps,  the 
revival  in  housing  starts  has  been  ane- 
mic and  auto  sales  haven't  yet  found  a 
bottom.  In  effect,  borrowers  are  sav- 
ing their  interest  cost  reductions — 
and  then  some. 

The  1973-75  and  1981-82  reces- 
sions were  much  deeper  than  the  cur- 
rent slump  to  date,  but  borrowing  is 
much  weaker  this  time.  Factoring  in 
the  greater  size  of  the  economy  today, 
consumers  are  borrowing  $70  billion 
less  this  time  through  mortgages, 
auto  loans  and  all  other  debt  forms 
than  in  the  average  of  those  two  earlier 
economic  declines.  Had  they  bor- 
rowed and  spent  that  $70  billion,  their 
real  oudays  would  not  have  declined 
0.6%  but  would  have  risen  1 .2%. 

Borrowers  are  not  spending  but  are 
using  their  windfalls  fi^om  lower  inter- 
est costs  and  lots  more  to  reduce 
debts.  In  doing  so  they  are  acting 
quite  rationally:  If  you  are  receiving 
5%  on  your  CDs  but  paying  9%  on  your 
mortgage,  why  not  increase  your  re- 
turn by  paying  down  the  mortgage.^ 
This  is  the  reverse  of  the  previous 
postwar  recession  pattern  because 
now  crushing  debt  loads  are  enhanc- 
ing the  appeal  of  rationality'. 

All  this,saving  and  cutting  oversize 
debts  is  very  beneficial  to  the  nation  in 
the  long  run;  it  will  eventually  set  the 
stage  for  a  revival  in  consumer  spend- 
ing. But  it  is  a  big  negative  for  the 
economy  in  the  short  term. 

Furthermore,  the  extremely  sharp 
drop  in  interest  income  is  adding  to 
the  downward  pressure  on  spending. 
And  individuals  receive  more  interest 


than  they  pay — in  1989,  the  latest  IRJ 
data,  they  got  $255  billion,  or  36% 
more  than  the  $188  billion  the\ 
shelled  out.  True,  the  spending  ol 
high-income  people  isn't  affected* 
much:  Other  income  is  cushioning 
their  lower  interest  receipts,  and  their, 
stocks  and  bonds  have  appreciated 
sharply  as  interest  rates  have  fallen. 
But  the  poorer  retirees  are  pinched 
and  are  cutting  back  on  spending. 
People  over  65  living  on  incomes' 
under  $15,000  get  over  40%  of  their 
total  from  interest  receipts. 

Since  the  recession  began  in  July 
1990,  the  fall  in  interest  rates  has 
sliced  over  $150  bilfion  from  con- 
sumer incomes  at  annual  rates,  and  at 
least  $20  bilhon  of  this  has  been  lost 
by  low- income  retirees.  Those  folks 
tend  to  spend  every  dime  they  get. 
They  realize  they  won't  live  forever, 
and  few  have  figured  out  ways  to  take 
it  with  them.  So  their  cut  in  interest 
income  translates  into  almost  a  1% 
decline  in  total  consumer  spending. 

The  bottom  line?  Interest  rate  de- 
clines are  actually  depressing  consum- 
er expenditures. 

In  short,  we  are  witnessing  a  situa- 
tion that  is  the  complete  opposite  of 
the  experience  in  past  postwar  reces- 
sions. But  then  this  is  a  balance-sheet, 
debt-driven  recession,  unlike  any  seen 
since  the  1930s. 

Will  things  improve  later  on  in 
1992?  Probably  not.  Consumers' 
debt  has  expanded  41%  more  than 
their  incomes  since  the  1981-82  re- 
cession, and  it  will  take  years  of 
spending  restraint  to  whittie  that 
burden  down  to  size.  Even  the  stock 
market  euphoria  since  the  Fed  cut 
the  discount  rate  last  Dec.  20  hasn't 
helped.  A  new  Wall  Street  Jour- 
«a//NBC  consumer  poll  shows  that 
23%  of  respondents  believe  their  per- 
sonal finances  are  hurt  by  lower  inter- 
est rates,  but  only  19%  think  they 
have  been  helped. 

Don't  get  sucked  in  by  stories  of  a 
lower  interest  rate  inspired  takeoff  in 
consumer  spending  and  big  pent-up 
demand.  The  nation's  housing  stock 
is  more  than  adequate  for  dcbt-warv' 
consumers.  Because  of  big  auto  buy- 
ing in  the  lush  late  1980s,  the  age  of 
the  auto  fleet  is  way  below  trend. 
Lower  interest  rates  arc  improving 
consumer  balance  sheets,  but  at  the 
expense  of  current  spending.  WM 
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It  only  looks  like  President  Bush  is  in  trouble.  By  election  time 

the  economy  should  be  purring  along,  good  news  for  equity  investors. 

Rhetoric  versus 


reality 


BY  CHARLES  E.  BABIN 


Charles  E.  Babin  is  managing  director  of  BRS 
Capital  Management,  Inc.,  an  investment 
management  firm  in  Boston. 


•  Though  you  wouldn't  guess  it  from 
the  campaign  rhetoric  and  media- 
controlled  opinion  polls,  most  think- 
ing adults  realize  that  George  Bush 
isn't  solely  responsible  for  the  na- 
.  tion's  economic  ills  .But,  if  he  must  be 
•  blamed,  fairness  demands  a  look  at 
the  plus  side,  too.  Indeed,  I  think  a  lot 
of  voters  will  give  him  credit  for  mak- 
ing some  astute  moves  that  wdll  get 
the  economy  going  and  keep  the 
stock  market  moving  up. 

Chief  among  these  is  a  sizable  cut 
in  the  price  of  credit.  As  measured  by 
three-month  Treasury  bills,  interest 
rates  nose -dived  nearly  60%  during 
the  initial  three  years  of  the  Bush 
presidency.  Not  unexpectedly,  the 
stock  market  climbed  over  this  same 
period,  with  the  s&p  500  appreciating 
some  56%,  despite  considerable  bear- 
ish sentiment  and  recession  at  home. 
So,  believe  it  or  not,  there  are  winners 
out  there  and  more  are  likely  by  elec- 
tion day. 

As  Yale  economist  Irving  Fisher 
observed  at  the  turn  of  the  century, 
"The  truth  is  that  the  rate  of  inter- 
est..  .  is  the  link  which  binds  man  to 
the  future.  ..."  Fisher  postulated 
that  interest  rates  are  forward-looking 
and,  in  part,  reflect  the  market's  ex- 


pectation of  inflation. 

As  I  reported  in  my  Feb.  18,  1991 
column,  standard  regression  tech- 
niques have  since  confirmed  Fisher's 
theorems.  And  1991  was  a  case  in 
point.  The  interest  rate  model  cor- 
recdy  anticipated  that  consumer 
prices  would  increase  by  less  than  5% 
on  a  calendar-year  average  basis. 

Applying  Fisher's  concepts  to  the 
present  situation,  the  tremendous  fall 
in  interest  rates  implies  that  we  will 
enjoy  an  economic  recovery  with  tol- 
erable inflation.  The  table  updates  the 
matrix  presented  in  my  year- earlier 
column.  As  indicated,  under  any  rea- 
sonable 1992  interest  rate  assump- 
tion, the  odds  favor  a  moderate  in- 
crease in  the  Consumer  Price  Index. 
In  fact,  should  T  bill  yields  average  4% 
this  year,  there's  a  64%  chance  that  the 
year-over-year  change  in  the  CPI  will 


Inflation  forecast  update 

Calendar-year  average  three-month        1992 
Treasury  bill  yield  Inflation* 

4.0%  4.5%  5.0% 
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36 
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*Consumer  Price  Index,  year- 

over-year  change 

Interest  rate  movements  historically 
have  functioned  as  a  reliable  inflation 
barometer.  The  matrix  above  summsh 
rizes  the  likely  inflation  outcomes  condi- 
tioned on  alternative  Treasury  bill 
rates.  Example:  If  this  year's  T  bill  yield 
averages  4%,  there  is  a  64%  chance  that 
1992's  inflation  will  fall  below  3%. 


be  less  than  3%.  If  so,  the  President 
probably  deserves  as  much  credit  as 
anyone  for  taming  what  many  of  his 
predecessors  regarded  as  "Public  En- 
emy No.  One" — insidious  inflation. 

The  latest  media  polls — and  recent 
cover  stories  in  Business  Week  and 
Fortune — suggest  that  Bush  is  in 
trouble  for  the  way  he  is  handling  the 
economy.  Take  such  indicators  with  a 
big  helping  of  salt.  Presidential  candi- 
date Bush  may  well  find  himself  in  the 
catbird  seat  by  November. 

If  history  is  a  guide,  the  final  link  in 
the  interest  rate  chain  implies  eco- 
nomic recovery.  During  the  past  de- 
cade, a  period  marked  by  extreme 
volatility,  better  than  80%  of  the  an- 
nual fluctuation  in  real  gdp  can  be 
explained  by  interest  rate  movements 
alone.  While  the  impending  recovery 
may  be  less  robust  than  previous  bust- 
to- boom  cycles,  today's  credit  market 
behavior  suggests  that  1992's  real 
GDP  growth  will  comfortably  exceed 
3%,  far  better  than  the  paltry  1.6% 
performance  forecast  by  the  majority 
of  economists. 

If  I  am  right,  what  lies  ahead  is 
lower  inflation  and  rising  earnings — 
the  stuff  that  feeds  bull  markets. 
What's  more,  the  stock  market's  sen- 
sitivity to  interest  rate  movements  is 
evident  at  the  industry  level.  Based  on 
this  relationship,  the  appreciation 
prospects  of  the  various  s&p  500  com- 
panies may  be  evaluated.  Some  of  the 
most  attractive  stocks  within  the 
Composite  are:  Boeing  (48),  Bruns- 
wick (16),  Hewlett-Packard  (62), 
Motorola  (80)  and  Whirlpool  {AO). 

While  many  of  these  issues  have 
jumped  10%  or  more  since  Jan.  1, 
given  their  potential,  I  would  estab- 
lish an  initial  position,  keep  some 
powder  dry  and  capitalize  on  any 
weakness.  WM 
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BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 


My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or 
9)-lncluding  some 
very  famous  names 
-which  I  believe 
MARTIN  ZWEIG  could  "take  a  bath." 
I'll  rush  you  the  Performance  Ratings 
for  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast.  I'd  also  like  to  send  you,  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance 
of  my  key  market  indicators  which 
helped  make  The  Zweig  Forecast 


#1  IN  PROFITS,  with  a  581.5%  total 
return,  for  the  whole  11  years  through 
6/91  among  all  advisory  services 
tracked  by  Hulbert. 
(Past  results  do  not 
guarantee  future 
results.)  Call  today  for 
bonus  Performance 
Ratings  and  gift  book 
with  your  Zweig  Fore- 
cast trial.  Time  is 

^"■^^^'3'  EXTRA  BONUS 

Three-Month  Trial  $55, 

One  Year  $265.  Visa/MC. 

1-800-535-9649  Ext.  9057 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  11793-0926 
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VOICE  MAIL 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE! 

Specialists  in  setting  up  Delaware 
Cdrporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations 

'iaUKire    Ca'^'Wrrte  for  FREE  KIT: 

hhkl. 


P.O.  Box  484-FB 
Wilmington,  OE  1! 

800-321 -CORP  •302-652-6532 


^LAST 

Youp  MesSlSe  Thni! 

t         VOICE  MAIL 
"^\  TELEMARKETING 
V'CALL  PROCESSING 

TranslOfm  your  PCf  XT'AT/386  into  a  multMine  vo<8  pfo- 
cessing  command  center  Intelligently  (xocess  yooi 
sates,  inquires,  and  messages  Complete  package. 

Multi-Line  voce  sonitom       $995 

SINGLE  LINE  (BigmOuthl  $295 

iOe^£iooef'OEM  carkages  avaitatiFel 

VISA— MC—AMEX— COO 
FOR  SALES  OR  INFORMATION 

Call:  1-800-947-4884 

CALL   1510)  522-3800  •  FAX   0101522.5556 

TALKING  TECHNOLOGY,  INC.     t, 

1125  AIUNTIC  AVE  •  ALAMeDA  CA  9^501     /// 


FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  tO: 

Free  Business  Catalog 

U.S   Government  Printing  Office 

Office  of  Marlteting— Stop  SM 

Washington.  DC  20401 


$  OVER  ONE  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Mauiiacturlng  to  Small  Retail  Stiops 

No  Brokerage  Fees 
To  Buy  or  Sell 

1-800-999-SALE 

GREAT  WESTERN  business  services,  inc. 


NATIONWIDE 


THE 

AMERICAN 
DREAM. . . 

Success  and  time  to 
enjoy  it!  International 
Corp.  provides  support, 
training  for  this  power- 
ful, profitable  program. 
Work  for  yourself. 
Unlimited  income 
opportunity.  Call  for  full 
details:     Mr.  Fletcher 
800-231-0123. 


Receive  Value  Line 
for  only  ^35l  $55 

An  Introductory  subscription  to  The  Value  Line 

Investment  Survey  brings  you  the  2000-page  Investors  Reference 

Service- Value  Line's  most  recent  Ratings  and  Repxjrts  on  1700 

stocks.  You  will  also  receive  analyses  ofabout  130  stocks  each 

week  for  10  weeks  for^S65  $55.  Available  only  once  every  two  years 

to  any  household.  SPECIAL  BONUS:  With  your  subscription  you 

will  also  receive  the  J.K.  Lasser's  "Your  Income  Tax  1992  " 

(Retail price  $14.00)  covering  •  Year  Round  Financial  Planning  • 

Free  Tax  Update  Supplement  •  24  hours  Tax  Update  Hotline  • 

Income  Tax  Forms  and  Worksheets... (available  while  supplies  last). 

Your  subscription  to  Value  Line  may  be  tax-deductible.  Consult     i 

your  tax  advisor.  Send  check  or  money  order  along  with  name,    /: 

address  and  zip  code  together  with  this  ad  or: 

CaU  ToU-Free  1-800-833-0046 

(Ext.  2903-L)ept.  316L02)  American  Express.  MasterCard  or 

Visa.  24  nours  a  day.  7  days  a  week.  30  day  Money-Back 

Guarantee.  Allow  4  weeks  for  delivery.  NY  residents  add 

sales  tax.  Foreign  rates  upon  request 

.The  Value  Line  Investment  SurveyV 

7 1 1  3rd  Avenue  NY.  NY 
10017-4064 
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CORPORATE  ITEMS 


FREE  CERTIFICATES! 

AWARD  PLAQUES  WHOLESALE 

Perfect  award  to  show  appreciation  and 
recognition  for  donors,  employees, 
salesmen,  members  and  at  meetings, 
conventions. 

SEND  FOR  FREE  COLOR 
BROCHURE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NaMBER  205-349-3765 
Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 
Tuscaloosa,  Alabama  35403 
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BUSINESS  OPPORTUNITIES 


EDUCATIONAL  SERVICES 


NCORPORATE 

IN  DELAWARE 
800-441-5940 
CALL  TODAY 

TO  Gtr 

STARTED! 

oelaware 

tMCORPORA  T(ON 
SPECIALISTS 

•  i-iaO.iily  Prjiecliof 

•  Reduced  Rea  Tape 

•  Same  Day  Service 

•  AMEX  VISA  MC 
Welcome 

Registered 
Agents,  ltd. 

FAX  ,J02i  2J9-I91- 

COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

For  Wort   Lrtt  MM  »C1«III»C 

Eipenemc  •  No  CtaniMn 
AnenOMCt  Hn«in< 

1-800-423-3244 
FAX  (213)  471-6456 

or  uM  OetailM  rtsume 
lor  Frt*  Enkulion 

Pacific  \Vest«?rn  I  nivorsity 
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BUSINESS  FINANCING 

10  acquire,  expand,  refinance. 

$5  million  minimum  No  maximum 

Long  term  interest  only  tquity 

Kicker  Brokers  welcome.  Call  the 

Lender's  US  number 

(800)  235-3209. 


FREE  COLLEGE  TAPE 


•  EXTERNAL  DEGREES • 
TOLL  FREE  24  hre.  (800)  7S9-000S 

LA  SALLE  UNIVERSITY 
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BUSINESS  OPPORTUNITIES 


Peak  Profits. 


Launch  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  houses. 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 
1-800-221-6063. 
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ALindal  Cedar  Homes 

RO.  Box  24426,  Dept.  FG3,  Seattle,  WA  98124 


CORPORATE  ITEMS 


100%  Cotton/ Your  Logo!  — 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  for  international  orders.  For  a  price  list  and 


catalogue  please  call: 


1-800-847-4478 


Fax  1-718-782-4614 

The  Queensboro  Shirt  Company 

DeptF23,  119  N  11th  St.,  Greenpoint,  NY  11211 


I- 


BUSINESS  SERVICES 


REKARCH  RffORTS 


PERSONAL  CARE 


19,278  academic  topics  available! 

Send  $2.00  for  the  272-page  catalog. 

Custom-written  reports  also  available. 

RESEMCM  MSm/Wd 

11322  Idaho  Ave.,  #206FM, 

Los  Angeles,  CA  90025 

Toll  Free  Hotline:  800-351-0222 

(California:  310-477-8226) 


MISCELLANEOUS  FOR  SALE 


WE  BUY  DIAMONDS! 

Call  or  fax  GIA  info 

for  cash  offer. 
-Any  quantity! - 

HOUSE  OF  ONYX 

I  Main  St. ,  Greenville,  KY  42345 

800  +  626-8352  or  FAX  502  +  338-9605 


STOP  SWEAT. 
6  WEEKS 

Drionic®  is  an  in- 
credibly more  effec- 
tive way  to  combat 
excess  sweat  — 
without  cfiemicals. 
Electronic  treatnnent 
gives  6  weeks  dry- 
ness. Reusable  — 
safe  &  effective  say 
10  medical  books. 

Send  for  free  information. 

GENERAL  MEDICAL  CO.  Dept.  FOB-51 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


FEET 


e  IMOGEN  MED  CO 


t 


; 


For  Information  on 
Forbes/Market  Classified: 
Call  Linda  Loren 
212-620-2440 


COMPUTERS 


Mfl  nriRRYmRClNDUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy®  Computers 

Radio  Shack®  phones ...  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy.  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


WINE  CELLARS 


WINE  CELLARS  BY 


28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOTTLES  ♦  MAbE  in  u  s  a 


FACTORY  DIRECT  TO  YOU  ^'^V  ^'^  "  *"" 


DISCOVER 


MODEL      DESCRIPTION       APPRX  CAPACITY 


440  Upright 

700  Upright 

296  Credenza 

114  Compact 

230  Two  Doors 

700FUR  Fur  Vault 

700HH  His  and  Hers 


400 
600 
280 
114 
230 
8  to  10  Furs 
300  bottles  4/5  Furs 


SUGG 
RETAIL 
S2495 
2995 
2695 
1395 
1795 
2995 
3995 


Designers'  non  wood  model  60  bottle  glass  door  899 


YOUR 

COST 

$1695 

1995 

1795 

995 

1195 

1995 

2995 

659 


VInotemp  //?/'/♦  134  W  131st  St  (PO  box  6I6IE)  ♦  Los  Angeles.  CA  90061 
CALL  800/777-VINO  [777-8466)  or  213/719-9500  fax  2i3/7i9-95id 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS.  WE  WILL  NOT  BE  UNDERSOLD  ♦  CAii.  US  FIRST 


ART  AND  ANTIQUES 


in  XACTON-CANVAS  REPLICAS 

A2/  of  Masterpiece  paintings  in 
museum-quality,  solid  wood  frames. 
The  Nation's  largest  collection  in- 
cludes Impressionists,  Nauticals, 
Westerns  and  more.  Request  a  ^ee 
color  brochure.  Or,  order  our  92- 
page,  art  book  Catalogue.  $6  (refundable). 
1-800-2-CANVAS,  ext  451 


'So  real  your  friends  will  think  you 
looted  the  Louvre!" 


The  Masters'  Collection 

.Drawer  D-449,  Somersville,  CT  06072 


EXECUTIVE  GIFTS 


MAIL  ORDER 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent 
and  relieve  back  pain 


•  Built-in  adjustable 
lumbar  support 

>  Adjustable 
neck  rest 

>  Forward-tilt 
feature 


RQ<-milvr*ir     FREE  Color  Catalos 

DacKjaver  1.800-2512225  or  writ. 

53  Jeffi^i  Ave..  Dept,  WE.  Holliston.  MA  01746 


HAND  CARVED  MAHOGANY 
JET  FIGHTERS 


"Elevette" 

Practical 

Luxury. 

Enjoy  the  practical 
luxury  of  "Elev- 
ette",  the  custom- 
built  residential  ele- 
vator that's  ideal 
for  those  who 
can't  or  shouldn't 
climb  stairs.  Write 
today  for  more 
information: 


INCLINATOR 


COMPANY    OF 

Dept.  7 
P.O.Box  1557 
Harrisburg,  PA 
17105-1557 


AMERICA 


•  16"  to  22"  models  ore  hand- 
crafted from  solid  mohogony  with 
hondpoinfed  cnaH(ings  ond  details 

•  Over  160  models  in  stock 

•  Priced  (rom  $99,50 

•  Satisfaction  guoronteed 

Call  1-800-950-9944 


IPACliflC 


WOBS'SUAMNCtUXEIS 
OTRNE 

AnoscuinuKS 

14255  No(1^l7»tl^  Street 
ScotlsdofcA»paH..A2S5260 
14021 991.1B41  «i-    ^ 


EXECUTIVE  GIFTS 


Fbrt)es:  Capitalist  1bol^ 


GRAND  CHOCOLATE 
PIZZA  T. 

Corporate  Gift  Giving  At  Its  Best. 

Next  Day  Delivery  Available. 
Call  For  FREE  BROCHURE. 

(800)  475-R.S.V.P. 


STREETWALKER 


EDITED  DY  THDMAS  JAFFE 


Fisher  redux 

One  recent  public  offering  that  has 
caught  on  like  wildfire  is  Fisher  Scien- 
tific International  Inc.  Sound  famil- 
iar? That's  probably  because  Fisher's 
controlling  shareholder,  the  con- 
glomerate Henley  Group,  sold  20%  of 
Fisher  to  the  public  in  April  1987, 
then  bought  it  back  in  August  1989. 

In  December  Henley  tried  again, 
selling  7  million  shares  of  Pittsburgh- 
based  Fisher  to  the  public  at  $14.50 
per  share.  (Fisher  itself  sold  another 
1.5  million  shares.)  This  time  the 
company  is  off  to  a  rousing  start.  The 
NYSE-listed  stock  has  moved  up  over 
70%,  to  a  recent  25.  Now,  Henley 
plans  to  sell  the  remaining  6.5  million 
shares,  or  43%,  of  Fisher  that  it  still 
owns.  (Fisher  currendy  has  15  million 
outstanding  shares;  the  number  of 
shares  will  remain  the  same  after  the 
sale.)  Henley  hopes  to  complete  this 
secondary  offering  by  midyear. 

Scott  Greiper,  who  manages  the 
Spinoff  Report,  a  monthly  research 
report  published  in  New  York,  thinks 
Fisher  will  continue  to  climb,  though 
not  at  the  same  rate.  The  $758  million 
(sales)  company  supplies  over  90,000 
scientific,  educational,  medical  and 
governmental  laboratories  with  some 
100,000  products.  Greiper  notes  that 
in  the  second  half  of  the  1980s  Fisher 
lost  market  share  and  was  marked  by 
management  turmoil.  But  those 
problems  seem  to  be  behind  it.  Ware- 
houses have  been  consoHdated  or  re- 
located, inventory  liquidated  and  per- 
sonnel slashed.  Sales  growth  is  rising 
and  operating  margins  widening. 

Fisher  earned  $1.30  a  share  from 
operations  in  1991.  (That  excludes  a 
$12  million,  or  80  cents  per  share,  net 
restructuring  charge.)  Greiper  ex- 
pects per-share  earnings  to  be  $1.50 
to  $1.75  in  1992,  and  $1.85  to  $2.05 
in  1993.  So  he  thinks  the  stock's  a  buy 
on  flindamentals  up  to  $30. 

Coal  comfort 

Ashland  Coal,  Inc.,  a  leading  pro- 
ducer of  the  low-sulfur  "comphance" 
coal  that  meets  the  standards  of  the 
Clean  Air  Act,  looks  to  be  going  from 
strength  to  strength.  Ever  since  the 
$444  million  (sales)  company  was 
spun  off  by  Ashland  Oil  in  1988,  it  has 
steadily  expanded  by  acquisition,  to 
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An  Ashland  mining  machine 
Cashing  in  on  low-sulfur  coal. 


meet  a  growing  demand  for  compli- 
ance coal.  Ashland  recentiy  agreed  to 
pay  $250  million  in  cash  and  stock  for 
Dal-Tex  Coal,  a  unit  of  United  Co. 

Prior  to  the  Dal-Tex  announce- 
ment, analysts  Joel  and  Luella  White 
Price  of  Donaldson,  Lufkin  &  Jen- 
rette  already  were  recommending 
Ashland  as  a  low- cost  producer  of 
low- sulfur  coal.  Now  the  Prices  like 
Ashland  even  more.  Dal-Tex,  they 
note,  can  provide  Ashland  with  a 
source  of  earnings  to  offset  several 
long-term,  high-priced  contracts  due 
to  run  out  over  the  next  few  years. 

Last  year  Huntington,  W.Va.- based 
Ashland  earned  $2.22  a  share,  fully 
diluted,  up  39%  over  1990.  The  Prices 
estimate  it  will  earn  $2.35inl992,  and 
$2.70  in  1993.  That's  widiout  die 
Dal-Tex  deal.  With  Dal-Tex,  they  say 
Ashland  could  safely  add  nearly  60 
cents  a  share  to  1993  earnings,  raising 
their  estimate  to  $3.30  a  share.  The 
company's  recent  NYSE  price:  32%  a 
share.  There  are  11.6  million  Ashland 
common  shares  outstanding.  Ashland 
Oil  owns  about  60%. 

Nixxon 

The  BIG-CAP  oil  stocks,  laggards  since 
the  fall  of  1990,  are  attracting  buyers. 
Their  argument:  As  the  economy  re- 
covers, oil  prices  will  start  to  firm. 

Michael  Young,  Smith  Barney's  oil 
analyst,  is  especially  high  on  Exxon 
Corp.  (recent  price,  58%).  It  has  a 
sound  balance  sheet,  the  highest  re- 
turn on  equity  among  the  majors,  and 
strong  international  earnings  power. 


Then  tiiere's  the  rich  4.6%  yield-y'^^^^'"' 
quite  attractive  now  that  money  mar-i"' '"![  l 
kets  are  paying  4%.  Moreover,  Exxor*''    , 
is  the  only  international  oil  likely  tc  ^' 
increase  its  dividend  this  year.  •  :0l^^^ 

But  the  prospect  of  an  increase  haj  ^^^^^ 
prompted  Salomon  Brothers  energ)  -^  '°^, 
analyst  Bernard  Picchi  to  put  a  hold  ^^^^r' ' 
on  the  stock,  which  he  recommended  ^^' 
last  August.  Picchi's  complaint:  With'  ^^'^.^l 
its  dividend  at  $2.68  a  share,  Exxon  is  ^:  ^^ 
already  paying  out  72%  of  its  prospec-:  *"'^'' 
tive    1992    earnings.    Picchi    thinks   ^^^'^ 
some  of  this  money  would  be  better  *^^^ 
spent  reinvested  in  the  company.        '  '?  ^^^^' 

The  stocks  Picchi  now  prefers  are"  lO^^^P' 
four  overseas- based  international 
oils — all  on  the  NYSE — that  he  says.  „ « i  ii 
have  good  earnings  leverage  and  that-  ' 
historically  pay  out  less  of  their  profits^  ''^  ^^ 
as  dividends.  The  four  are  Elf  Aqui-  ri^  " 
taine  (recendy  33%),  Royal  Dutch)  i«ir'"^ 
Petroleum  (8178),  British  Petroleum  i  i''>* 
(63V4) and Repsol (2878). Their yields(  «new 
are  4.6%,  5.1%,  7.4%  and  3.2%,  re- f  indinb 
spectively.        -Howard  RudnitskyI  k  w^^ 

( joently 
5  iock-1 

Metnode-ology  Even 

As  HOPES  BUILD  for  an  economic  re- '  Jliighf 


covery,  investors  are  rediscovering  the  '■ 
stocks  of  carmakers  and  suppliers  to 
the   carmakers.   Among   the   lesser-  i 
known  companies  in  this  universe  is 
$147  million  (estimated  fiscal  1992 
sales)  Methode  Electronics,  Inc. 

Based  in  Haruood  Heights,  111., 
Methode  gets  about  40%  of  its  reve- 
nues from  automotive  controls.  Here, 
Methode  has  tapped  a  growth  market 
with  a  $10  to  $15  spring-loaded 
switch  that  assures  electrical  contact 
between  the  sensor  on  a  car's  hood 
and  its  airbag.  The  company,  which 
supplies  the  dcNice  to  Ford  and  Chr)'s- 
ler,  recentiy  signed  a  contract  with 
General  Motors,  and  is  pitching  the 
Japanese  transplants  for  business. 

Another  35%  of  Methode's  sales  are 
in  electronic  connectors.  Together 
the  two  operations  account  for  100% 
of  earnings,  which  Timothy  Reiland, 
research  director  of  Milwaukee's 
Clear)'  Gull  Reiland  &  McDeWtt,  esti- 
mates will  be  75  cents  a  share  for  the 
fiscal  year  ending  Apr.  30.  For  the 
upcoming  year,  he  expects  Methode 
to  earn  at  least  90  cents.  Recent  o-t-c 
price:  9%.  The  company  has  \irtually 
no  long-term  debt  and  over  $16  mil- 
lion, or  nearly  $1 .50  a  share,  of  cash. 

Forbes  ■  March  2,  1992 
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*  )t\i  j  "What  makes  those  earnings  all  the 

''"^mai  jnore  impressive,"  says  Reiland,  "is 

fp^^Q  hey  will  be  achieved  despite  two 

"'tdyi  |,-ummy  businesses."  He  means  test 

quipment  for  printed  circuit  boards, 

d  printed  circuit  boards  themselves. 

he  former  is  losing  Methode  an 

stimated  $1  million,  or  10  cents  a 

hare;  the  latter  is,  at  best,  close  to 

reak-even.  Reiland  thinks  Methode 

lay  shrink  or  dispose  of  the  opera- 

ons  if  it  can't  turn  them  around. 

There  are  1 0  million  Class  A  shares . 

"^  ^tte  \nother  1 .3  million  Class  B  supervot- 

'^y     ing  shares  are  67%  owned  by  Me- 

r^ers  an  :hode's  president,  William  McGinley. 
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'fprofia  Last  fall  the  Amex-listed  stock  of 
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litde  Houston-based  Plains  Re- 
sources Inc.  (estimated  1991  sales  of 
$77  million)  gushed  from  61/4  to  30% 
on  news  of  a  sensational  natural  gas 
find  in  Louisiana.  Alas,  the  pressure  in 
the  well  Plains  had  drilled  subse- 
quendy  dropped,  and  so  has  the 
stock — back  to  a  recent  16%. 
.  Even  at  this  reduced  level  the  stock 
is  high  priced.  Cautions  one  of  Plains' 
partners  in  the  Louisiana  find:  "It's 
still  very  risky.  It's  not  quite  time  for 
the  champagne." 

Among  the  risks:  The  structure 
Plains  discovered  may  not  be  as  big  as 
©ptimists  predict.  It  may  also  be  bro- 
ken by  faulting  into  many  small  com- 
partments, some  of  which  might  not 
contain  commercial  quantities  of  gas. 
The  pressure  drop  in  that  first  well 
implies  that  Plains  has  tapped  a  small 
fault  block  whose  reserves  may  barely 
cover  the  cost  of  the  well.  If  the  rest  of 
the  formation  is  similarly  faulted,  tap- 
ping it  will  require  many  wells  and  w)[\ 
be  very  expensive — about  $6  million 
per  well,  by  Plains'  estimates. 

(Plains'  past  record  doesn't  inspire 
much  confidence,  either.  It  lost  mon- 
ey in  all  but  three  years  between  1981 
and  1990,  and  was  in  the  red  through 
the  first  nine  months  of  1991.  Note, 
too,  that  in  January  Plains  had  a  sec- 
ondary offering  of  1 .2  million  shares 
at  $16  per  share,  around  the  recent 
price.  (There  currendy  are  just  over 
10  million  shares  outstanding.)  Sell- 
ers in  the  secondary  included  share- 
holders Aetna  and  Prudential,  which 
cut  their  stakes  in  Plains  by  64%  and 
50%,  respectively.    -TONI  Mack  ^ 

Forbes  "March  2,  1992 
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U'.-:H   COOOOOOOOOOEE 


This  Is  A  New  House 


Or  a  college  education.  Or  a  comfortable  retirement.  It's  the 
secure  feeling  you  get  knowing  that  you're  providing  for  your  family 
and  your  future.  It's  a  U.S.  Savings  Bond,  and  it  pays  competitive 
interest  rates  with  a  guaranteed  minimum  rate  of  return  when  held 
five  years  or  more.  For  more  information,  pick  up  a  free  Buyer's 
Guide  at  your  local  bank  and  ask  about  the  Payroll  Savings  Plan 
where  you  work. 

US.  Savings  Bonds 


A  public  service  of  this  publication. 
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WHEN  ITS  BUDGET  CUTTING  TIME,THEY 
AlWAYS  START  WITH  THE  EASIEST  TARGETS. 
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Children  can't  stand  up  for  themselves.  Which  makes  them  an  easy  mark  for  politicians  when  they're 
cutting  back.  Give  children  a  voice.  Yours.  Kids  can't  vote,  but  you  can.  THE  CHILDREArS  DEFENSE  FUND 


FLASHBACKS 


EDITED  BY  DERO  A.  SAUNDERS 


'he  more  things  change . . ." 
0  years  ago  in  Forbes 

:rom  the  issue  of  March  4, 1922) 

'he  worst  brake  on  business  recov- 

Iry  has  been  agriculture.  That  brake  is 

;laxing  most  gratifyingiy.  Wheat  has 

led  one-third  in  value,  corn  one- 

[uarter,  hogs  and  sheep  a  substantial 

lount,  while  cattle  and  wool  and 

►ther  products  of  the  farm  are  also 

Icing  better.  Cotton,  too,  has  been 

icting  more  encouragingly." 

From  the  Rio  Grande  to  the  Isth- 
[iius  of  Tehuantepec,  a  remarkable 
Country  lies  open  to  the  migrations  of 
commerce  and  of  friendship.  By  topo- 
graphical relation,  by  similarity  of  po- 
itical  constitution,  by  golden  oppor- 
tunity and  by  foresight,  the  U.S. — 
younger  brother  of  Mexican  civiliza- 
pon  lost  in  far-off  antiquity,  bigger 
Ibrother  by  size,  general  development 
land  resources  already  capitalized — 
Ishould  go  hand  in  hand  with  the 
JRepublic  of  Mexico." 

60  years  ago 

(From  the  issue  of  March  1 ,  1932) 


Pontiac,  a  hot  young  GM  make  in  1932. 


"Ford  Motor  Co.  will  shordy  intro- 
duce a  V-type  eight-cylinder  Ford 
automobile  to  augment  its  Model  A 
Ford,  which  will  be  continued  in  im- 
proved form.  The  two  motors  will  be 
interchangeable  in  the  same  chassis,  to 
be  lengthened  and  redesigned.  ..." 


Railroad  Co.  still  ranks  as  a  Rem- 
brandt. .  .  . 

In  an  industry  saddled  with  debt 
and  long-term  lease  obligations, 
Union  Pacific  stands  out  as  the  only 
major  company  whose  holdings  of 
cash  and  marketable  securities  come 
close  to  matching  its  debt. 

"And  yet  there  are  disadvantages  in 
being  a  Rembrandt;  it  can  make  for 
complacency.  Today,  after  nearly  a 
century  of  operation.  Union  Pacific 
has  not  even  begun  to  realize  its  full 
potential." 


years  ago 


50 

(From  the  issue  of  March  1 ,  1942 ) 
"More  convert-or-surrender  edicts 
will  be  coming  soon,  with  vacuum 
sweepers  next  on  the  schedule.  Every 
passenger-car  assembly  line  in  the  na- 
tion is  being  dismantled,  90%  of  re- 
frigerator facilities  will  be  turned  to 
war  work;  there'll  be  no  more  radio 
sets  made  for  civilians,  no  more  new 
radio  stations;  [and]  50%  cuts  in  type- 
writer and  washing  machine  indus- 
tries will  go  even  deeper." 


For  all  its  oil 
I     and  other  mine^ 
al  riches,  Union 
Pacific  was  at 
heart  still  a 
transportation 
company. 


(( 


In  1932  Ogden  Mills  (left)  succeeded 
Andrew  Mellon  as  Treasury  Secretary. 


(( 


The  writer  has  long  opposed  the 
proposed  imposition  of  a  general  sales 
tax,  mainly  on  the  grounds  that  it 
would  affect  many  families  least  able 
to  bear  a  tax  burden.  But  now  that  the 
nation  is  confi-onted  with  something 
like  a  $3  bUlion  deficit,  confi"onted 
with  a  threatened  stiff  increase  in  the 
tax  rate  on  higher  incomes,  confront- 
ed with  [proposed]  taxes  on  a  multi- 
tude of  industries  and  products,  a 
carefully  selected  sales  tax  loses  some 
of  its  objectionable  features.  .  .  ." 

-B.C.  Forbes 


Westinghoiise  ...  is  setting  aside, 
and  will  continue  to  set  aside  monthly 
all  through  the  war,  Vi  of  1%  of  its 
huge  payroll  for  the  express  purpose 
of 'grub-staking'  those  of  its  78,000 
workmen  who  will  have  to  be  laid  off 
when  the  government  stops  war 
work.  Since  the  monthly  payroll  al- 
ready exceeds  $15  million  and  is  likely 
to  rise,  this  means  that  about  $1 
million  will  be  set  up  as  a  reserve  in  12 
months." 

25  years  ago 

(From  the  issue  of  March  1, 1967) 
"It  wasn't  supposed  to  happen,  but 
it  did.  In  a  year  of  sharply  lower 
market  prices,  balanced  funds  are  sup- 
posed to  decline  less  than  stock  funds 
because  of  the  many  bonds  in  their 
portfolios.  Last  year,  however,  the 
balanced  fund  declines  averaged  near- 
ly 6%,  as  compared  with  a  modest 
3.9%  decline  for  the  stock  funds." 

"Possibly  alone  in  the  railroad  indus- 
try, the  century-old  Union  Pacific 


10  years  ago 

(From  the  issue  of  March  1, 1982) 
"Japanese  cameras  have  become  a 
kind  of  international  wampum,  to  the 
discomfiture  of  their  manufacturers. 
The  reason  is  the  current  strength  of 
the  dollar  against  the  yen,  the  pound, 
the  franc  and  other  currencies. 

The  system  works  like  this.  Any- 
one with  a  sharp  eye  for  exchange 
rates  can  buy  up  a  batch  of  high- 
priced  cameras  in,  say,  Europe,  using 
the  local  money,  ship  them  to  the 
U.S.  and  sell  them  for  dollars.  .  .  , 
The  dollar  has  to  be  high  enough 
against  the  currency  used  in  the  pur- 
chase to  cover  shipping  and  other 
costs  [and]  a  profit." 

"Even  as  our  leaders  in  Washington 
debate  what  sort  of  new  taxes  can  be 
levied  to  help  offset  some  of  the  fore- 
casted budget  deficit,  they  are  all  but 
ignoring  some  $15  billion  that  is  just 
waiting  to  be  picked  up.  Where  is  it? 
In  the  pockets  of  taxpayers  who 
have  not  paid  their  taxes.  'In  1979 
delinquent  taxes  owed  the  govern- 
ment exceeded  $13  billion,'  says  a 
General  Accounting  Office  report 
that  rails  at  Internal  Revenue  Service 
inefficiency.  ..."  ^ 
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THOUGHTS  OH  THE  BUSIHESS  OF  LIFE 


No  matter  what  you  may 
read  about  [A&P  heir] 
Hun-tirigton  Hartford  and 
his  uniquely  successful 
efforts  to  get  rid  of 
the  money  his  family 
once  made  selling  you 
groceries,  today  the  big 
Fooders  as  well  as  the 
little  ones  net  a  shamefully 
tiny  profit  on  their 
whopping  volume  of 
business.  As  Winn-Dixie's 
Davis  put  it  to  a  Forbes 
editor,  "If  a  woman  buys 
$10  worth  of  groceries 
in  one  of  our  stores 
and  tips  the  bag  boy 
a  quarter,  he's  made 
more  on  the  sale  than 
we  have.  And  we're 
the  most  profitable 
major  chain. 


» 


-Malcolm  Forbes 


A  Text ... 

But  this  I  say,  He  which 
soweth  sparingly  shall 
reap  also  sparingly, 
and  he  which  soweth 
bountifixlly  shall  reap 
also  bountifully. 

-II  CORINTHL\NS  9:6 


Sent  in  by  T.J.  Long,  Altoona, 
Pa.  What's  your  favorite  text? 
The  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


There  are  only  two  classes  in 
society:  those  who  get  more 
than  they  earn,  and  those 
who  earn  more  than  they  get. 
-HoLBROoK  Jackson 

There  are  only  two  classes 
in  good  society  in  England: 
the  equestrian  classes  and 
the  neurotic  classes. 
-George  Bernard  Shaw 

English  history  is  aristocracy 
with  the  doors  open.  Who  has 
courage  and  faculty,  let 
him  come  in. 

-Ralph  Waldo  Emerson 

It  is  a  very  curious  fact 
that,  with  all  our  boasted 
"free  and  equal"  superiority 
over  the  communities  of 
the  Old  World,  our  people 
have  the  most  enormous 
appetite  for  Old  World 
tides  of  distinction. 
-Oliver  Wendell  Holmes  Sr. 


Aristocrat:  A  demokxat  with 
hiz  pockets  filled. 
-Josh  Billings 

Aristocrats:  Fellows  that 
wear  downy  hats  and 
clean  shirts — guilty  of 
education  and  suspected 
of  bank  accounts. 
-Ambrose  Bierce 

Aristocracy:  A  combination 
of  many  powerftil  men,  for 
the  purpose  of  maintaining 
their  own  particular 
interests.  It  is  consequentiy 
a  concentration  of  all  the 
most  effective  parts  of  a 
community  for  a  given  end, 
hence  its  energy,  efficiency 
and  success. 
-James  Fenimore  Cooper 

Aristocracy:  What  is  left 
over  from  rich  ancestors 
after  the  money  is  gone. 
-John  Cl\rdi 


It  is  an  interesting 
question  how  far  men 
would  retain  their  relative 
rank  if  they  were  divested 
of  their  clothes. 
-Henry  David  Thoreau 

The  good  Lord  sees  your 
heart,  not  the  braid  on  your 
jacket;  before  him  we  are  all 
in  our  birthday  suits, 
generals  and  common  men  alike. 
-Thomas  Mann 

There  is  a  natural  aristocracy 
among  men.  The  grounds  of 
this  are  virtue  and  talent. 
-Thomas  Jefferson 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  to:  Forbes  Books,  P.O.  Box  11234, 
Des  Moines,  lA  50340.  Add  sales  tax  on  orders  in 
New  York  State  and  other  states  where  applicable. 


Aristocracy  is  an  atmosphere; 
it  is  sometimes  a  healthy 
atmosphere;  but  it  is  very 
hard  to  say  when  it  becomes 
an  unhealthy  atmosphere. 
You  can  prove  that  a  man  is 
not  the  son  of  a  king,  or 
that  he  is  not  the  delegate 
of  a  definite  number  of 
people.  But  you  cannot  prove 
that  a  man  is  not  a  gendeman. 
-G.K.  Chesterton 

The  aristocracy  of  feudal 
parchment  has  passed  away 
with  a  mighty  rushing, 
and  now,  by  a  natural  course, 
we  arrive  at  aristocracy 
of  the  money-bag. 
-Thomas  Carlyle 

The  true  policy  of  a 
government  is  to  make  use 
of  aristocracy,  but  under 
the  forms  and  in  the 
spirit  of  democracy. 

-N.\POLEON  I 
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1  Just  Want  To  Build  Houses 
The  Way  They  Used  To." 

"I'm  a  lot  better  at  building  than 
bookkeeping.  So  I  got  the  Corporate  Card 
for  all  my  business  expenses.  And  let 
American  Express  keep  them  organized." 

The  Corporate  Card  is  the  best  way  for  any 
business  to  get  a  handle  on  costs,  with 
quarterly  reports,  corporate  discounts, 
even  accident  disability  insurance. 
Call  1-800-SUCCESS. 

Keep  on  doing  what  you  do  best  and  let 
the  Corporate  Card  do  the  rest. 

To  Your  Success 


WE  COULD  BUILD  AN 

JUITOMOBILE  WITH  AN  EVEI 

SMOOTHER  MDE,  BUT 

THAT  WOULD  MAKE 

US  UNCOMFORTABLL 


Wl 
m 


It  seems  the  relentless 
pursuit  of  the  plushest 
possible  driving  expe 
rience  has  blinded 
some  of  the  world's 
carmakerstoavery 
important  point: 

If  you  com- 
pletely insulate  the 
driver  from  the 
realities  of  the  road, 
you've  effectively 
removed  his  ability 
to  contend  with  the 
realities  of  driving. 

First  and  fore- 
most a  driver  must 
always  remain  in 
control  of  his  vehicle. 
And  the  false  luxury  of  an 
ocean-liner-like  ride  should 
never  come  at  the  expense 
of  a  driver's 


safety 

It  is  exact- 
ly this  most 
critical,  most 


AN  AUTOMOBILE  MUST 
COMMUNICATE  WITH  ITS 
DRIVER. 
The  ability  of  a 
car  to  hold  the  road 
—  and  thus,  the  a- 
bility  of  a  driver  to 
maintain  control  over 
his  automobile— are 
largely  dictated  by 
the  car's  suspension 
system.  Which  is  why 
at  BMW  —  a  com- 
pany long  recognized 
ifor  its  achievements 
in  engine  technology 

A  Coil  springs  and  shock  ab-  x 

sorbers  are  mounted  separately  CVCI  y  I  ICvV  dULU" 

to  the  chassis  for  improved  ride  ^.^^  I-  .^  ^^-^^  •     u^ 
comfort  on  uneven  roads.  mOti  VC  deSIgn  IS  bC- 

gun  not  from  the  engine  down, 
but  rather;  from  the  suspen- 
sion system  up. 
The  BMW  5-Series,  for  ex- 


.  To  achieve  its  outstanding  ride  quality,  the  5-Series  is  tested  and  refined  on  all  types  of  road  surfa^ 


fundamental  issue— enhanc- 
ing driver  safety  —  against 
which  the  engineering  deci- 
sions at  BMW  are  measured. 


ample,  offers  a  perfect  case 
in  point.  Both  the  525i  and 
535i  are  equipped  with  highly 
developed,  internationally 


patented  front  and  rear  a 
pension  systems  so  refin, 
"the  communication  witil 
the  driver  is  perfect"  accc| 
ing  to  the  editors  of  Spor 
Car  International. 

Its  acoustically  decoup| 
front  suspension  empioN 
unique  double-pivot  syst| 
with  two  independent  lo\ 
er  control  arms  rather  tha 
the  conventional  single-af 
design.  This  increases  stal 
ity  minimizes  dive,  and  prj 
vides  improved  control  ar| 
feel  under  all  driving  con( 
tions.  While  the  track  link 
rear  suspension  system,  a( 
an  exclusive  BMW  design,| 
assures  crisp,  predictable 
handling  in  both  cornering 
and  emergency  situations 
-^  TheextremI 
--j  ly  rigid  steel 
J  body  of  the 
^  5-Series  erl 
ablesthesj 
pension  to  operate  more 
accurately  from  a  firmer  plc| 
form  (while  also  optimizing 
passenger  protection  in  thl 


■  See  your  BMW  dealer  for  details  on  this  limited  warranty.  '*  Sen/ices  provided  by  Cross  Country  Motor  Club.  Inc ,  Boston,  MA  02155,  eKept  m  CA.  where  sennces  are  provided  by  Cross  Cou*y  Motor  Cki>  o»  CaK..  ht.  B.--:,-  ■  \'A 
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BURUNCAME  PURUC  LIMART 


042  0332971 
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March  16,  1992     Four  Dollars 
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After  1986  I  felt  lilce  a 
sldlled  surgeon  who's  been 
locked  out  of  the  operating 
room  and  watches  through 
the  glass  in  horror  as  some 
first-year  medical  students 
go  to  work  on  a  patient. 
They're  cutting  him  open 
while  referring  to  textbooks 
but  they're  turned  to  the 
wrong  chapter. 


BURLINGAME 

MAR  u     -ceo 

LIBRARY 
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Is  it  a  luxury  sedan 
or  arountain  of  youth? 


When  you  were  sixteen  and 
driving  was  new,  a  car  had 
nothing  to  do  with  com- 
muting or  gridlock.  It  was 
about  fun.  It  was  about  the 
pure  joy  of  driving. 

What  if  you  could  re- 
capture your  youth  in  a  car 
like  the  Q45?  After  all,  a 
278  horsepower  V8  engine 
could  certainly  give  you  lots 
of  energy.  A  four-wheel 
independent  multi-link 
suspension  should  stir 
some  feelings  as  well.  A 
feeling  of  confidence,  for 
instance.  And  at  highway 
speed,  stability.  [A  lot 
smarter  than  the  head- 
long rush  of  youth.] 

This  car  is  so  in  tune 
with  the  driver  it  remem- 
bers exactly  where  you  like 
the  adjustable  seat  and 
steering  wheel.  It  remem- 
bers two  driver  positions,  in 
case  you  want  to  share  this 
rejuvenating  experience. 

It's  about  time  some- 
body gave  the  idea  of  per- 
formance luxury  sedans 
some  fresh  thinking. 


I  N  F  I  N  I  T  I  . 


f»r  Ciini  Oriff  ti^rmmittk,  cirf  (-M0-V»-«SOO 
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What  is 

tomorrow's 

security? 


What  a  world  we  live 
and  work  in.  Highly 
respected  conij)anie.s 
disappear.  Tilings  change  w  ith 
unsettling  speed.  And  analysis 
that  we  depend  on  to  tell  us  if 
investments  are  soiuid  appar- 
ently isn't  infallible. 

Financial  Guaranr\-  hisur- 
ance  Company  insures  mmiici- 
pal  bonds.  Every  day,  in  tliis 
volatile  economic  environ- 


ca' 

FGK.  i;     -r  .11. /M  y  .     itabie  ul 
the  major  bond  in^  ;ers.  And 
our  parent.  GE  Capital,  has 
plowed  those  profits  right  back 
iiuo  the  company.  Which  helj^s 
explain  why  FGIC  is  the  only 
bond  insurer  awarded  Triple-A 
ratings  from  Moody  s.  S6cP 
and  Fitch. 

FGICs  Aaa/A.\A/AA.\ 


ment.  FGIC  analysts  make 
critical  judgements  about  the 
long-tenn  credit-worthiness  of 
bonds.  Our  business  is  bond 
insurance,  but  what  we  really 
sell  is  comfort. 

If  the  bond  is  good  (and 
over  the  last  60  years  99.5% 
have  been),  the  investor  owns 
it  and  reaps  the  income.  If  a 
bond  fails  to  pay,  FGIC  takes 
over  and  pays  the  interest  and 
the  principal  when  due  so  the 
investor  experiences  no  inter- 
ruption of  mcome.  You  might 
say  if  the  bond  is  good,  the 
investor  owns  it;  if  the  bond 
we  own  it. 

How  dependable  is  FGIC? 
With  assets  of  over  $1.2  bil- 
lion, FGIC  is  bedrock  solid. 
FGIC  insures  bonds  only  after 
the  most  sti'ingent  credit  analy- 
sis, and  then  only  when  we 


isn't  good 


insurance  makes  a  bond  more 
licjnid,  and  the  security'  it  pro- 
vides makes  it  that  much  more 
reliable.  FGIC  insurance  sim- 
ply makes  a  ven"  good  bond 
even  better.  And  in  these  trou- 
bled times,  when  nothing 
seems  dependable  or  pre- 
dictable, that  is  a  very  good 
bond  indeed. 

For  more  infonnation  al^out 
FGICs  Aaa /AAA/AAA  insured 
bonds,  call  212-607-3031. 


FGIC 

A  GE  Capital  Company 

Tomorrow's  security. ' 
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The  speakers  are  at  the  factory.  The  amplifiers  are  in  a  warehouse. 
And  the  CD  players  are  on  a  dock  in  another  state.  To  connect  products 
like  these  with  the  people  who  buy  them,  you  need  more  than  ver>' 
long  wires.  You  need  the  next-day  regional  LTL  capability  of  Con-Way 
Transportation  Services. 

At  Con-Way,  we  make  the  overnight  connections  that  keep  your  business] 
booming.  Whether  you're  a  distributor  shipping  head  phones  or  a  manu- 
facturer awaiting  head  gaskets.  On-time  service,  exception-free  handling, 
accurate  invoicing  and,  above  all,  complete  customer  satisfaction  are  all  part  of 
the  Con-Way  Process.  And  our  promise  to  you. 

As  part  of  the  Consolidated  Freightways  famih'  of  companies,  the  Con-Way 
carriers  bring  the  industrv-^s  most  complete  range  of  services  to  their  four  distinct 
regional  markets.  All  backed  by  innovative  shipping  management  svstems,  and  a 
team  of  dedicated  professionals  who  make  it  their  business  to  improve  yours. 

To  find  out  how  quality^  next-day  regional  LTL  deliver}-  can  turn  up  the  volume 
on  your  business,  give  Con-Way  a  call.  We'll  make  connections  you  can  count  on. 


JBC 


Kl 


^■■^^ 
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Con  Way  Transportation  Senices,  our  next  day  regional LTL  carriers,  include  Con-Way  Western  Express, 
Con  Way  Central  Express,  Con  Way  Southern  Express  and  Con-Way  Southtvest  Express. 
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Is  he  smiling 
'cause  he's  about 
to  take  MTV 
public,  for 
billions? 

44 


Neither  Albert  Schweit- 
zer nor  Saddam  Hussein. 
Bringing  Milken  into 
perspective. 
78 


A  lot  of  smart  money 
is  hoping  for  15% 
or  more  from 
foreign  bonds. 
71 


ON  THE  COUER 


My  Story — ^Michael  Milken  78 

As  told  to  James  W.  Michaels  and  Phyllis  Berman 
The  media  credit  Michael  Milken's 
phenomenal  success  to  unbridled 
greed  and  illegal  manipulation  of  the 
securities  markets.  But  in  a  series  of 
interviews,  Milken  retorts  that  he 
learned  from  financial  history,  took 
risks  few  others  would  take,  and  un- 
derstood the  importance  of  capital 
structure  to  company  valuations. 

How  To  Play  Foreign  Yields  71 

By  Robert  Lenzner 

Those  who  missed  out  on  the  big 
money  made  on  U.S.  government 
bonds  last  year  may  have  a  second 
chance  in  foreign  government  bonds. 

Careers; 

Susan  Faludi's  '"Backlash"  152 

By  Gretchen  Morgenson 

A  politically  correct  bestseller  that  is 

an  insult  and  a  disservice  to  women. 


COMPANIES/INDUSTRIES 


40 


Bethlehem  Steel 

By  Jerry  Flint 

Once  part  of  the  pride  of  U.S.  indus- 
try, today  it  lurches  from  restructur- 
ing to  restructuring. 

Viacom  International  44 

By  Matthew  Schifrin 

Sumner  Redstone  made  a  smashing 
success  of  his  leveraged  buyout  of  Via- 
com. Will  he  now  take  M'FV  public.^ 


Watts  Industries  54 

By  Norm  Alster 

Tim  Home  worries  about  putting 
people  to  sleep,  but  a  look  at  his 
company's  profitability  should  jolt 
anyone  awake. 

Masco  Corp.  66 

By  Rita  Koselka 

Its  timing  may  have  been  bad  when  it 
spent  almost  $2  billion  to  get  into 
ftirniture,  but  it  was  good  strategy. 

Pet  Inc.  68 

By  Seth  Lubove 

Independence,  it  turns  out,  is  a  pow- 

erfiil  motivator  for  success. 

Discount  Cosmetics  70 

By  Gretchen  Morgenson 

Save  $35  on  Chanel  at  a  discount 
retailer.  More  bad  news  for  depart- 
ment stores. 

OMI  Corp.  74 

By  James  Cook 

Jack  Goldstein  has  done  a  great  job 
keeping  the  ocean  shipper  from  bank- 
ruptcy. But  what  about  the  storms 
ahead  .> 

Up  &  Comers: 

Republic  Pictures  118 

By  Lisa  Gubernick 

They  did  the  unmentionable  in  Hol- 
lywood and  put  their  own  money  into 
the  company. 


Up  &  Comers; 
CML  Group 

By  Zina  Sawaya 

Nothing  focuses  the  mind  like  a  13D; 

filing  by  raider  Irwin  Jacobs. 
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Thiokol  Corp. 

By  Thomas  Bancroft 

Straightened  out  fi"om  the  aft:ermath; 
of  the  tragic  explosion  in  1986  of  the 
space  shutde  Challenger,  the  compa- 
ny has  blossomed. 
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Bankruptcy  Law 

By  Peter  Fuhrman 
Robert  Maxwell's  failure  is  providing 
a    fascinating    comparison    between: 
British  and  American  law. 
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42 


WSGP  Partners 

By  John  H.  Taylor 

Bill  Simon  and  Gern'  Parsky  were 
great  personal  friends,  but  their  busi- 
ness partnership  was  a  disaster. 

Statistical  Spotlight: 

Convertible  Junk  50 

By  Warren  Midgett 

Bargains  to  be  picked  over  in  busted 

convertibles. 

Insurance: 

Gender  Gap  102 

By  Carolyn  T.  Geer 

Working  women/wives/mothers  of 
the  world,  pay  attention:  You  proba- 
blv  have  too  little  life  insurance. 
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LEFT: 

A  movie-biz  to^ 
toise  tliat  clearly 
has  its  fans. 
118 


RIGHT: 

It's  like  stepping 
into  a  painting 
by  Rousseau- 
minus  the  lions. 
146 


That  Susan  Faludi's 
claptrap  has  won  plaudits 
is  a  sign  of  these  politi- 
cally  correct  times. 
152 


MARKETING 


The  Funds; 

Gabelli  Funds  Inc.  161  Large- Size  Fashions  116 

By  Suzanne  Oliver  By  Amy  Feldman 

In  the  1980s  Mario's  media  stocks  The  hottest  new  market  is  clothes  for 

were  hot.  Is  he  now  yesterday's  hero?  chubby  women.  Hello,  Oprah! 
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INTO  THIN  RIRJ 

Mayday!  There  went  access  to  hundreds 
of  passengers'  names,  and  reservation 
information,  with  one  catastrophic  blink 
of  an  eye.  Another  computer  tragedy  that 
could  have  been  prevented  with  a  Power- 
ware®  System  from  Exide  Electronics. 

As  reliable  as  today's  computer  systems 
are,  the  energy  that  powers  them  is 
anything  but  fail-safe.  Surges,  sags,  and 
other  irregularities  are  saboteurs  that  can 
throw  any  computer's  flight  plans  into 
a  holding  pattern. 

Powerware  Systems  are  designed  to 
head  off  these  disasters  before  they  occur 
by  conditioning  utility  power  before  it  is 
fed  into  the  computer.  And  should  a 
power  outage  ever  threaten  to  ground 
you,  the  Powerware  System  is  standing  by 
to  provide  the  most  reliable  backup  power 
in  the  industry  today,  for  systems  ranging 
from  the  smallest  PC  to  the  largest 
mainframes. 

Even  more  important,  as  nine  out  of 
ten  computer  manufacturers  will  tell  you, 
our  crew  of  ace  power  consultants  has  the 
know-how  to  guide  your  system  through 
any  turbulence. 

Call  1-800-554-3448  to  find  out  more 
about  Exide  Electronics  Powerware 
Systems,  or  fax  us  toll  free  at  1-800-75-EXIDE. 
Because  in  the  fast  paced  world  of  airline 
travel,  computer  failures  just  won't  fly. 
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Imre,  167 

Into,  78 

Independence  Bancorp,  163 

InFact,  23 

Infotechnologj',  154 

Integon,  163 

Integrated  Resources,  78 

Intel,  106 

Interco,  66 

Interface,  166 

International  Game  Technology,  154 

Intepnational  Harvester,  78 

International  Maritime  Carriers,  74 

ISL  Marketing,  156 


JWP,  166 


Kaneb  Services,  50 
Kellogg,  68 
Kennecott(RTZ),  78 
Kidder,  Peabody  (GE),  78 
Kingdom  of  Denmark  bonds,  71 
Kohlberg  Kravis  Roberts,  78 


La- Z- Boy  Chair,  66 

Ladbrokes,  46 

Lancome  (L'Oreal),  70 

Estee  Lauder,  70 

Life,  78 

Limited,  78,  116 

Lindner  funds,  161 

Live  Entertainment,  154 

Lockheed,  78,  126 

Loews,  78 

Lomas  Financial,  78 

Look,  78 

Lorimar  (Time  Warner),  78 

Los  Angeles  Times,  152 

LTV,  78 

Lydall,  173 


M/ACom,  166 

Mabon  Securities,  74,   172 

R.H.  Macy,  70,  78,  144 

Mainstay  Value  Fund,  159 

Mann,  Armistead  &  Epperson,  66 

Mark  IV  Industries,  159 

Martin  Marietta,  126 

Masco  Corp,  66 

Masco  Industries,  66 

Mattel,  78 

Maxtor,  50 

Maxwell  Communication,  110 

McCaw  Cellular  Communications,  78,  172 

McDonald's,  78,  156 

McDonald's  Restaurants  (Hong  Kong),  156 

McDonnell  Douglas,  78,  126 

McGrath  RentCorp,  163 

MCI,  78 

Medco,  78 

Medical  Technology  Stock  Letter,  167 

Merit  Medical,  167 

Merrill  Lynch,  78,  144 

Mesa,  78,  168 

Metromedia,  78 

Microsoft,  18,  142 

Mirage  Resorts,  78 

Mitchell  Energy  &  Development,  168 

Mitsubishi  Motor,  22 

Mitsubishi  Shipbuilding,  74 

Mobil,  78 

Momenta,  140 

Mondi  of  America,  116 

Montgomery  Ward,  78 

Moran  Energy,  50 

Morgan  Stanley,  44 

Morton  International,  126 

Moscley  Associates,  130 

Motorola,  126 

MPT  Review,  167 

Mutual  Assurance,  163 

Mutual  Beacon  funds,  161 


National  Amusements,  44 
National  Enquirer,  152 


NBC(GE),44,  78,  118 

NCR,  140 

Neiman  Marcus  (General  Cinema),  70 

New  York  Times,  40,  1 52 

New  York  Yankees,  18 

New  Torker,  152 

News  Corp,  130 

Nike,  44 

Albert  Nipon,  116 

Nissan  Motor,  22. 

Noble  Aililiates,  168 

Nomura  Securities,  78 

Nordstrom,  70 

Novell,  142 

Nucor,  37 

Nynex,  25 


Oberweis  Report,  167 
Oceaneering,  163 
Offitbank,  71 
Ogden,  74 
OHM,  50 
Olsten,  172 
OMI,  74 

Orion  Pictures,  44 
OTCInsisht,\(,7 
Overseas  Shipholding  Group,  74 
Owens-Illinois  (Kohlberg  Kravis 
Roberts),  78 


Pacific  Telesis,  25 

PaineWebber  Group,  68,  78,  160 

PCI  Services,  163 

J.C.  Penney,  116 

People,  152 

PepsiCo,  44 

Perfiimania,  70 

Pet,  68 

Petrolink,  74 

Philip  Morris,  68,  78 

Phycor,  167 

Pizza  Hut  (PepsiCo),  144 

Polo  Ralph  Lauren,  66 

Price  Waterhouse,  102,  110 

T.  Rowe  Price,  71 

Prime  Cable,  78 

Procter  &  Gamble,  44 

Procyte,  167 

Protective  Life,  163 

Prudential  Insurance,  78,  160 

Putnam  (Marsh  &  McLennan),  71 


Quality  Paperback  Book  Club,  130 


Reliance  Capital,  78 
Reliance  Electric,  78 
Republic  Pictures,  118 
Revco,  78 
Revlon  Group,  78 
Marina  Rinaldi,  116 
RJR  Nabisco,  78 
Royal  Dutch/Shell,  12 
Rubicon  Tankers,  74 


Safeway,  78 

Saks  Fifth  Avenue  (Investcorp),  70,  1 16 

Salomon,  12,  78 

Samsung,  140 

San  Diego  Gas  &  Electric  bonds,  165 

San  Francisco  Chronicle,  152 

Saturday  Eveninjj  Post,  78 

Schering-Plough,  160 

Schlumberger,  154 

Score  Board,  18 

Scudder,  Stevens  &  Clark,  71 

Seagate  Technology',  50 

Sears,  Roebuck,  78 

Selected  American  Shares,  161 

Seragen,  12 

Shark  Information  Systems,  154 

Shearson  Lehman  Brothers 

Holdings,  78,   120 
Sinu)n  &  Schuster  (Paramount 

C'ommunications),  26,   130 
Singer,  78 


Skyline  Special  Equities 

Portfolio,  163 
Slate,  140 
Sloate,  Weisman,  Bear  Stearns 

Capital  Management,  154 
Smith  Barney  (Primerica),  66 
Sohio  Alaska  Pipeline 

(British  Petroleum),  78 
Southland,  78 
Southmark,  78 
Southwestern  Bell,  25 
Stewart  Enterprises,  163 
Stone  Container,  78 
Storer  Broadcasting,  78 
Sun  Micro  Systems,  142 
Sunshine  Mining,  78 
SyberVision,  120 
Syntex,  160 


Tamotsu,  116 

Tandv,  78,  140 

TCI, '78 

Technicolor,  118 

Teledyne,  78 

Telemundo  Group,  78 

Telephone  &  Data  Systems,  161 

Telefonos  de  Mexico,  78 

Templeton,  71 

Tengelmann  Group,  172 

Texas  Instruments,  106 

Thiokol,  126 

Thorn  Apple  Valley,  163 

Tiara  Computer  Svstems,  142 

Time  Warner,  26,' 30,  78 

Tokio  Marine  &  Fire  Insurance,  42 

Topps,  18 

Total  Gold  Music,  23 

Tourist  Hotel,  146 

TriCare,  167 

Pauline  Trigere,  116 

TRW,  42,  144 

Tucker  Anthony,  165 

Turner  Broadcasting  Svstem,  78 

TWA,  78 

Twentieth  Century  Fox 

(News  Corp),  154 
Twentieth  Century  ftinds,  163 


U.S.  Surgical,  163 
U.S.  West,  25 
UAL,  78 

ULSI  Systems,  106 
Union  Carbide,  78 
Union  Pacific,  40 
Uniroval  Chemical,  78 
Unocil,78,  168 
USAA,  102 
USX,  40 


Valtte  Line  OTC  Special 
Situations  Service,  167 

Van  Kampen  Merritt,  165 

Vanity  Fair,  152 

Gianni  Versace,  1 16 

Viacom  International  (National 
Amusements),  44,  118,  156 

Viking  Penguin,  130 

Visa  International,  144,  156 

Adrienne  Vittadini,  116 

^■IH  w 

Wal-Mart  Stores,  78,  163 
Wall  Street  Journal,  78,  152 
Wang  Labtiratorics,  50 
Warnaco,  78 
Wasserstcin  Perclla,  78 
Watts  Industries,  54 
Wcsrav  Capital,  42 
Whitman,  68 
Woolworth,  175 
World  Invest,  19 
WSGP,42 


Yves  Saint  Laurent,  70 

I^^Bl  z 

Zcmth,  50 


Forbes  ■  March  16,  1992 


_ 


Depend  on  Fidelity 

Brokerage  for 
Your  Stock  Trades 


Fast,  Accurate 
Trades  With 
Savings  Up 
To  65% 

With  a  FidelityP/u5  Account, 
you  can  save  as  much  as  65%*  vs. 
full-cost  brokers  on  stock  and 
option  trades.  That's  because  we 
control  costs-and  quality-by  han- 
dling our  own  processing  opera- 
tions, and  we  can  pass  on  the  sav- 
ings to  you  through  lower 
commissions.  Plus,  you  never  pay 
for  advice  you  don't  want  or  need. 


ABetterWay 
To  Manage 
Your  Money 

Today,  your  money  is  too 
important  to  be  idle  or  inac- 
cessible. With  FidelityP/us, 
your  money  works  for  you  all 
the  time,  earning  daily  interest 
on  cash  balances  between 
investments. 


Consider  the 
Fidelity  Brokerage  IRA 


We  can  give  you  the  resources  to 
help  you  make  the  most  of  your 
self-directed  IRA.  Plus,  significant 
savings  on  stock  and  option  com- 
missions. And  now,  Fidelity  makes 
it  even  easier  for  you  to  save  for 
your  retirement  because  we've 
lowered  our  annual  IRA  fee  to  just 
$20.^  So  whether  you  are  contrib- 
uting, changing  jobs,  retiring  or 
simply  looking  for  more  for  your 
retirement  savings,  consider  all  the 
advantages  of  the  Fidelity  Broker- 
age IRA. 


Zero  Coupon  Bonds 


For  safety  and  high  yields  consider  Zero 
Coupon  Bonds.  Take  the  guesswork  out 
of  funding  your  retirement.  Because 
Zero  Coupon  Bonds  are  sold  at  a  dis- 
count from  their  $1000  face  value,  they 
offer  you  a  rate  of  return  guaranteed 
by  the  U.S.  Government  when  held  to 
maturity.^  Choose  maturities  ranging 
from  1  -30  years. 


You  also  get  free  checkwriting, 
and  even  an  optional  Visa  debit 
card  for  easy  access  to  your  invest- 
ments. And  there's  no  annual  fee! 

Wide  Range  Of 
Investments 

Fidelity  Brokerage  offers  you  a 
complete  range  of  investments  to 
meet  your  needs  through  chang- 
ing market  conditions.  You  can 
choose  from  U.S.  Treasury  Securi- 
ties, zero  coupon  and  municipal 
bonds,  unit  investment  trusts  as 
well  as  stocks,  bonds  and  over 

1000  mutual  funds.  You  can 

adjust  your  portfolio  with  a 

phone  call. 


For  Active 
Traders 

If  you're  an  active  trader 
who  demands  the  utmost  in 
service,  you  may  qualify  for  the 
deep  discounts  of  Spartan  Bro- 
kerage. Call  for  details. 


Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1  -800-544-7272 


-J^«iiabie^ 


FMeliiy 


tor 


your 


Investments 

Discouni  Brokerage 


JUA 


'Based  on  an  October  1991  survey  offull<ost  brokers.  Minimum  commission  $38.  FidelityP/us  is  a  service  of  Fidelity  Broi<erage  Services,  Inc.,  161  Devonshire 
Street,  Boston,  MA.  Member  NYSE,  SIPC. '  $20  effective  1/1/92  for  any  Brokerage  IRA,  Rollover  IRA,  or  SEP-IRA.  ^If  you  redeem  prior  to  maturity  you  may 
have  a  substantial  gain  or  loss.  Zeros  are  guaranteed  as  to  principal  and  interest  and  are  subject  to  taxes  annually  even  though  all  interest  income  is  received 
at  maturity.  CODE:  FORB/PLU/031692 


SIDE  LINES 


Forbes 


■■I    Editor 

JAMES  W.  MICHAELS 

^Km    iVIanaging  Editor 

LAWRENCE  MINARD 

Assistant  Alanaging  Editors:  William  Baldwin, 

Jean  A.  Briggs,  Stewart  Pinkerton 

Executive  Editor:  James  Cook 

Art  Director:  Everett  Halvorsen 

Senior  Editors:  Phyllis  Berman,  Peter  Brimelow, 

Subrata  N.  Chakravarty,  William  G.  Flanagan,  Jerry  Flint, 

Betty  Franklin,  Lisa  Gubernick,  TJiomas  Jaffe,  Steve  ICichen, 

Marlene  Mandel,  Gretchen  Morgenson,  James  R.  Norman, 

Howard  Rudnitsky,  Laura  Saunders,  MattJiew  ScJiifrin, 

Harold  Seneker,  Richard  L.  Stern,  Merrill  Vaughn 

Contributing  Editors:  Norm  Alster,  Esther  Dyson, 

George  Gilder,  Susan  Lee,  Richard  C.  Morals, 

Richard  Phalon,  Dero  A.  Saunders 

Associate  Editors:  Dolores  Aksel,  David  Churbuck, 

John  R.  Hayes,  Laura  Jereski,  Rita  Koselka, 

Dolores  A.  Lataniotis,  Joshua  Ixvine,  Dana  Wechsler  Linden, 

James  Lyons,  Dyan  Machan,  Fleming  Meeks, 

Peter  Newcomb,  Tatiana  Pouschine,  Jason  Zweig 

StaflfWriters:  Christie  Brown,  Graham  Button, 

Carolyn  T.  Geer,  Edward  Giltenan,  Roula  Khalaf, 

Paul  Klebnikov,  Seth  Lubove,  Joel  Millman, 

Suzanne  Oliver,  Lxslie  Spencer 

Reporters:  Reed  Abelson,  Kyle  T.  Blood,  Jody  Brennan, 

Jean  Sherman  Chatzky,  Ignatius  Chithelen,  Lisa  Coleman, 

Vicki  Contavespi,  Carol  M.  Cropper,  Amy  Feldman, 

Pablo  Galarza,  Mary  Beth  Grover,  Toddi  Gutner, 

William  Heuslein,  Linda  Killian,  Manjeet  Kripalani, 

Randall  Lane,  Brigid  McMenamin,  Zina  Sawaya, 

Maura  Smith,  William  Stern,  R.  Lee  Sullivan, 

Gregory  Viscusi,  Katarzyna  Wandycz 

Washington  Bureau:  Howard  Banks,  Manager; 

Janet  Novack,  Cristina  von  Zeppelin.  West  Coast: 

John  H.  Taylor,  Manager;  Kathryn  Harris,  Julie  Pitta, 

Thomas  Bancroft,  Julie  Schlax.  Midwest:  Gary  Slutsker, 

Manager;  Marcia  Berss,  Christopher  Palmeri.  Southwest: 

William  P.  Barrett,  Manager;  Toni  Mack,  Claire  Poole.  Europe: 

Peter  Fuhrman,  Manager.  Pacific:  Andrew  Tanzer,  Manager; 

Gale  Eisenstodt 

Columnists:  Ashby  Bladen,  David  Dreman,  Kenneth  L. 

Fisher,  Mark  Hulbert,  Michael  Novak,  Ben  Weberman 

Art  Department:  Roger  Zapke,  Deputy  Art  Director; 

Ronda  Kass,  Robert  Mansfield,  Andrew  Christie, 

Associate  Art  Directors;  Alexandra  Gregson, 

Lauren  Stockbower,  Meredith  Nicholson,  Photo  Editors; 

Samantha  Hoyt,  Photo  Research 

Statistics:  Donald  E.  Popp,  Editor;  Ann  C.  Anderson,  Senior 

Editor;  Mitchel  Rand,  Senior  Programmer;  John  Chamberlain, 

Susan  Chin,  Scott  DeCarlo,  Timothy  Dodman,  Eric  S.  Hardy, 

Eileen  Henderson,  Gustavo  Lombo,  Tina  Russo  McCarthy, 

Warren  Midgett,  Steven  Ramos,  Gilbert  Steedley,  Susan  Yu 

Copy  Desk:  Deborah  Markson-Katz,  Mark  Lerner, 

Hugo  Moreno,  Gilda  Roberts,  James  Shaheen; 

Barbara  Souza 

Proofi-eaders:  Dolores  Guilhot,  Chief;  Arthur 

Abramowitz,  Deputy;  David  J.  Fleischmann, 

Susan  R.  Goldberg,  James  Neu,  Aurora  Northland 

Director  of  Information  Services:  Anne  P.  Mintz 

Information  Center:  Cynthia  Crystal,  Clarita  Jones, 

Naomi  Prall,  Irene  Richards,  Linda  Stinson,  Velma  Van  Voris, 

Information  Specialists;  Luis  Collazo  Jr.,  Jaculine  Daniel, 

Queenie  Flake,  Vanessa  Lewis,  Thomas  Scott, 

Michael  Smith,  Staff 

Director  of  Manufacturing  and  Production:  John  J. 

Romeo;  Robert  M.  Rosengarten,  Edward  B.  Morgan, 

Peter  I.  Pallans;  Donald  Althoff,  Peter  AlthoflT,  Robert  E. 

Crawford,  Joseph  De  Gray,  Linda  Byron  Glucksman 

Advertising  Services  Manager:  Patricia  Deckelnick; 

John  Weinberg 

Director  of  Photocomposition:  James  Cianelli; 

Mark  Decker,  Arthur  Pctz  III,  Richard  Nobile, 

Bill  Basham;  Paul  Caruso,  Tom  Shatinsky 

Director  of  Editorial  Information:  Raymond  F.  Healey  Jr. 

^    FOUNDED  IN  1917 

B.C.  FORBES,  Editor-in-Chief  (1917  19S4) 
MALC;OLM  S.  FORBES,  Editor-in-Chief  ( 1954  1990) 

^    PAID  CIRCULATION 
OVER  735,000 


A  chastened  man 

Michael  Milken  was,  as  my  colleague  Phyllis  Berman  puts  it,  "the 
original  control  freak."  In  dealing  with  him  for  this  issue's  cover 
story,  we  found  traces  of  his  old  urge  to  take  charge. 

Berman  and  I  each  visited  him  in  the  drab  former  Army  facilit}'  that 
serves  as  a  minimum  security  prison  in  Dublin,  near  OaJdand,  Calif 
In  addition,  over  a  period  of  four  months  we  traded  questions  and 
answers  on  the  telephone  with  Milken.  At  first  he  would  deliver 
rambling  statements  about  his  philosophy,  rolling  right  over  our 
attempts  to  ask  questions  and  fighting  to  dominate  the  conversation. 
He  clearly  wanted  to  do  the  interview  his  way,  but  as  time  wore  on  he 
opened  up  and  began  to  answer  questions  direcdy,  naming  names 
and  citing  dates.  It  was,  for  me,  Berman  and  reporter  Jean  Sherman 
Chatzky,  an  exhausting  but  exhilarating  experience,  interacting  with 
one  of  the  most  remarkable  financial  minds  of  this  centur\^ 

As  a  condition  of  Milken's  speaking  freely,  we  agreed  to  let  him 
and  his  lawyers  read  direct  quotes 
before  they  were  printed — lest  he 
say  something  that  would  compli- 
cate his  massive  legal  problems. 
This  led  often  to  farther  discus- 
sions that  prolonged  the  interview- 
ing but  produced  additional  infor- 
mation and  refinements.  The  pro- 
cess left  us  convinced  that  Milken 
had  dropped  his  efforts  to  take 
control  of  the  article  and  was  re- 
sponding honestiy  and  sincerely  to 
our  questions — the  friendly  and 
unfriendly  ones  alike.  Mike  Milken 
is  a  chastened  man. 

He  deserves  a  fresh  hearing  in 
the  court  of  public  opinion.  He 
started  unknown  and  unconnected 
and  in  an  obscure  firm,  yet  came  to 
dominate  Wall  Street  before  he  was 
40.  You  don't  travel  all  that  way 
just  by  breaking  securities  laws — 
although  he  confessed  to  violating 
some.  Much  of  the  media  accepts 
as  given  that  the  junk  bond  era  he  came  to  symbolize  was  a  disaster. 
The  facts  suggest  otherwise. 

In  a  way  Milken's  old  desire  for  control  was  to  blame  for  his 
horrible  image.  First  he  tried  to  squelch  publicity-,  then,  after  Ivan 
Boesky's  indictment  threw  the  spotiight  on  him,  Milken  engaged  in 
a  childish  campaign  to  present  himself  as  a  man  whose  chief  delight 
was  taking  poor  kids  to  baseball  games.  It  was  the  silliest  spectacle 
since  Ivy  Lee  tried  to  humanize  John  D.  Rockefeller  by  having  the 
old  man  hand  out  fistftils  of  dimes  to  tots.  It  succeeded  only  in 
making  Milken  ridiculous.  More's  the  pit>',  because  Milken  and  his 
family  have  been  extraordinarily  generous  to  a  wide  range  of  good 
causes.  Despite  his  mistakes,  his  insights  deser\c  to  be  taken 
seriously. 


Michael  Milken  today 


C/ Editor 
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Why  Keep  Up  With  The  Joneses 
When  You  Can  Avoid  Them  Altogether. 


Jeep,  Cherokee  Laredo 


There's  Only  One  Jeep® 
Advantage:  Chrysler^ 


{£TS,    Chrysler's  new  Owner's  Choice  Protection  Plan  for  1992  models  includes:  7-year/70,000-mile  powertrain  protection  or  3-year/36,000-mile 

f  £•     bumpei^to-bumper  warranty.  Your  choice.  And  with  no  deductible.  See  limited  warranties,  restrictions,  and  details  at  dealer.  Excludes 

^hTj     normal  maintenance,  adjustments,  and  wear  items.  For  further  information,  or  how  to  buy  or  lease  one,  call  1-800-JEEP-EAGLE. 


Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


Buckle  up  for  safety. 
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Bet  your  BP 

U.K  INVESTORS  WEREN'T  exactly  im- 
pressed with  British  Petroleum  Chair- 
man Robert  Horton's  appearance  on 
the  cover  of  Forbes  (Feb.  17).  Barely 
a  fortnight  after  the  article  appeared, 
Horton    said    he    would    hold  bp's 


British  Petroleum's 
Robert  Horton 
The  perils  of 
parsimony. 


fourth -quarter  1991  di\idend  con- 
stant, at  SI. 01  per.\DR.  Accustomed 
to  a  Steadily  rising  dividend,  many  HP 
shareholders  took  this  to  mean  that 
Horton  might  cut  the  dixidend  this 
year,  and  bolted,  bp's  American  De- 
positan,'  Receipts,  traded  on  the  New 
York  Stock  Exchange,  dropped  from 
62 V2  to  a  recent  53. 

But  Salomon  Brothers'  energy-  ana- 
lyst Bernard  Picchi  thinks  there's  litde 
danger  of  BP's  cutting  its  dividend  and 
is  aggressively  recommending  the 
Stock.  "In  a  couple  of  years  this  com- 
pany will  be  a  far  more  profitable 
producer  of  oil  and  gas,"  asserts  Pic- 
chi. Meanwhile,  at  current  stock 
prices  the  company  \ields  over  8%, 
versus  4.5%  for  Exxon  and  5.5%  for 
Royal  Dutch/Shell. 

Gashing  out 

Boston  UNr\TRSiri'  President  John 
Silber  likes  risk.  In  1987  BU  paid  S25 
million  in  cash  and  guaranteed  a  510 
million  loan  to  buy  73%  of  Seragen, 
Inc.,  a  struggling  biotech  firm  (Apr. 
17,  1989).  The  investment  came  to  a 
fifth  of  BU's  endowment.  Silber  has 
since  spent  another  S62  million  or  so 


to  fiind  Seragen's  losses. 

Now  that  the  market  for  biotecl 
companies  is  hot,  Seragen  is  selling 
million  shares — 25%  of  its  equit\' — t<l 
the  public  at  SI 7  to  S20  apiece,  td 
ftind  working  capital  needs.  BU's  stakJ 
in  Seragen  after  the  offering,  69%,  will 
be  worth  up  to  S 1 66  million — a  pap>e( 
profit  of  some  S70  million  on  its  59' 
million  investment.  But  none  of  Seraj 
gen's  products  is  near  commerciaiiza-l 
tion.  And  its  most  promising  prod^ 
ucts,  genetically  engineered   toxins 
being  tested  for  leukemia,  arthritis 
and  diabetes,  may  infiinge  on  another 
company's  patent. 

Border  bra\d 

Is  DL"n  Free  International  about  to 
go  up  in  smoker  The  company  is  the 
dominant  operator  of  dut\'-  and  tax- 
free  stores  along  the  U.S.  border  with 
Canada,  where  it  hawks  cut-rate  ciga- 
rettes and  booze  (Au0.  19,  1991). 
.^fter  the  Forbes  stor\-  appeared. 


John  Silber  of 
Boston  University 
Sharing  his 
biotech  burden 
with  the  public. 


Duty  Frees  Bernstein  and  Coun 
Northern  composure. 


Dut>'  Free's  STSE-listed  shares 
climbed  from  29  to  a  mid-Januar\- 
price  of  55%.  But  then  last  month  the 
Canadian  government  slapped  a 
S6.80-per-carton  tax  on  all  cigarettes 
made  in  Canada  and  sold  abroad.  The 
news  caused  Dut\'  Free's  stock  to  skid 
6%  on  Feb.  13.  Recent  price:  39V4. 

Shon-sellers  still  hold  2.3>  million 
shares,  or  nearly  10%  of  Dun.-  Precis 
rtoat.  "The  Canadian  government  is 
serious,"  says  one  short.  "Ultimately, 
Dut>'  Free  won't  b>e  able  to  maintain 
its  volume." 

Chief  Executive  John  Couri  con- 
cedes that  the  new  tax  will  eventually 
force  him  to  raise  prices.  But  he  sa\-s 
his  stores  will  still  offer  cigarettes  at 
around  50%  less  than  Canadian  prices. 
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INTEREST       IS        NOT 


IN     HOW      FAST    A  N 


Investment       Accelerates 


BUT      HOW    WELL     IT 


Performs    over    Time. 


Time  not  timing.  That's  how  we  MAKE  our  INVESTMENT  DECISIONS.  While  others 
might  have  an  EYE  for  a  QUICK  RETURN,  /^  years  experience  has  taught  us  that  an 
investment    CONSTANTLY    NURTURED,    and    carefully    steered,    should    PAT  OFF   HAND- 

:     SOMELT  in   the   LONG   RUN.  Something   our    1.7   million    INDIVIDUAL  INVESTORS  and 

I     over   200    INSTITUTIONAL  CLIENTS  appreciate. 


-I-  Putnam 


A      TIME-HONORED       TRADITION 
IN      MONEY      MANAGEMENT 


The    Putnam    Companies       One   Post    Office   Square,    Boston    MA  02109. 
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Currents  Of  Change. 


With  over  sixty  years'  experience 


supporting  commerce  across  six 


continents,  Bank  of  America  has  the 


perspective  to  understand  the  forces 


that  shape  economic  growth.  And  the 


strength  to  influence  them.  While 


others  are  simply  responding  to  change, 


we're  active  in  directing  its  course. 


And  helping  our  clients  make  the  most 


of  the  opportunities  it  creates. 


The  Golden  Gate  Bridge, 
photographed  by  Morley  Baer. 


Bank  of  America 


ROlM   AN    l(3M    AN  DSIEMENS   COMPANY.   ROLM   AN    IBM    AND   SIEMENS   COMP 


A  lot  of  companies  say  that 
they  are  dedicated  to  customer 
service.  But  at  WordPerfect 
Corporation,  that  commitment 
is  backed  up  by  some  very 
potent  numbers. 

Almost  a  quarter  of  the  com- 
puter software  maker's  3,500 
employees  work  in  the  cus- 
tomer support  center  Together,  they  handle  more 
than  16,500  customer  support  calls  a  day.  The 
cost  to  the  company  of  that  level  of  service: 
roughly  a  half  million  dollars  each  month. 

No  wonder,  then,  that  WordPerfect  looked 
to  ROLlVf  to  equip  its  call  center  operation.  Using 
ROLM  9751  switches,  the  company  support  cen- 
ter can  instantly  route  an  incoming  call  to  the 
appropriate  department,  thus  keeping  caller 
waiting  time  to  a  minimum. 

But  operational  efficiency  is  only  a  part  of 
the  reason  WordPerfect  chose  ROLM.  The  other 
component?  Precisely  what  you 


might  expect:  outstanding 
customer  service. 

"We  put  a  lot  of  pressure  on 
the  ROLM  team,"  admits 
WordPerfect's  director  of 
telecommunications  John 
Lockwood.  "Our  deadlines 
can  be  extremely  tight,  but 
ROLM  has  always  gone  that 
extra  mile  to  meet  them. " 

Like  the  time  ROLM's  Sherry  Burtenshaw  was 
asked  on  a  Wednesday  to  install  16  new  Phone- 
Mail®  channels  by  Friday.  No  easy  feat.  But  by 
Friday,  her  team  had  them  up  and  running. 

Quality  ROLM  Call  Center  products.  Superior 
ROLM  client  support.  It's  not  just  the^way  we 
do  business.  It's  why  we  do  business  with  the 
companies  we  do. 

For  more  information,  please  call  ROL.M  at 
(800)  624-8999  extension  235  -  Voice  access; 
(203)  849-6833  -  TDD  access. 

We  ask  better  questions. 
You  get  better  answers. 


An  IBM  and  Siemens  Company 


ROLM  and  PhoneMail  are  registered  trademarks  o(  ROLM  Systems  WordPertect  is  a  registered  trademarl*  ot  WordPerfect  Corporatiori   v"  1998  HOLM  Compafty 
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Bet  the  short- sellers  note  that  Couri, 
lo.  and  partner  David  Bernstein,  57, 
ve  lifelong  veterans  of  the  duty-free 
Business.  And  Canadian  cross-border 
Bitomobile  traffic  rose  a  healthy  20% 
Ist  year.  -James  Lyons 

Low-tech  lender 

iKORGE  Williams  and  David  Glad- 
tone  aren't  crowd  chasers.  While 
lost  venture  capitalists  go  for  things 
ike  biotechnology  and  computer 
oftware,  their  Washington,  D.C.- 
)ased  Allied  Capital  Advisers  stuck  to 
)rosaic  businesses  like  orthopedic 
hoe  makers,  pizza  parlors  and  roller 
inks  (Dec.  16,  1985). 

Prosaic,  but  profitable.  Over  the 
jast  ten  years  the  closed -end  fijnd 
Mlied  Capital  Corp.  (trading  on  Nas- 
daq) returned  an  average  of  35%  a 
^'ear,  nearly  double  the  return  on  the 
Standard  &  Poor's  500  Index. 

Unlike  most  venture  capitalists,  Al- 
ed  lends  money.  The  loans,  often 
onvertible    to    stock,    are    usually 


Allied  Capitals  Williams  and  Gladstone 
Dull  stocks,  inright  returns. 


backed  by  hard  assets  like  real  estate. 
The  equity  kickers  give  Allied  big 
returns  if  a  deal  is  a  winner. 

Allied  Capital's  portfolio  of  550 
investments  includes  Centennial  Me- 
dia, a  publisher  of  Yellow  Pages  direc- 
tories, and  Environmental  Air  Con- 
trol, a  maker  of  portable  air  cleaners 
for  people  with  allergies.  Allied  has 
also  lent  heavily  to  franchisees  of  na- 
tional food  chains  like  Domino's  Piz- 
za and  Dunkin'  Donuts. 

The  recent  credit  squeeze  pushed  a 
lot  of  business  Allied's  way.  Loan 
applications  have  risen  50%  in  the  past 
two  years,  and  Allied  Capital's  assets 
have  grown  to  $135  million.  Its 
clone.  Allied  Capital  II,  is  up  to  $95 
million.  -Suzanne  Oliver  ^ 
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GENE  SHALIT  REGISTERS  HERE. 


CONSUMMATE  CRITIC  &  KERNEL  CONNOISSEUR 

After  a  steady  diet  of  cinema, 
he  craves  Registry  luxury. 


REGISTRY 

'-Hotels&Resorts 


For  Reservations: 
1-800-247-9810 


Scottsdale       Naples       Tampa/ St  Petersburg  Beach       Charlotte       Minneapolis 


SEART  SMALL.THINK  BIG. 


With  the  Janus  No  Minimum 
Initial  Investment  Program. 

For  as  little  as  $50  a  month,  you 
can  invest  in  Janus  Twenty 
Fund.  Janus  Twenty  Fund  had  a 
69.21%  total  return  for  the  one-year 
period  ending  December  31, 1991.* 
That  means  even  small  investors 
can  think  big  without  having  to 
come  up  with  the  initial  $1,000 
or  more  minimum  investment 


most  other  funds  require. 

Call  1-800-52S«983  Ext.  404  or  use 
the  coupon  provided  below  to  get  a 
prospectus  containing  more  com- 
plete information  including  the 
Janus  No  Minimum  Initial  Invest- 
ment Program.  Please  read  the 
prospectus  carefully  before  you 
invest. 

Because  it's  not  how  much  you 
invest  It's  how  «narL 


JANUS  TWENTY  FUND 

P.O.  Box  173375,  Denver,  CO  80217-3375 

1-800-525-8983  Exl.404 

*Per  Lipper  Analytical  Services,  Inc.,  for  the  periods  ended  December  31, 1991,  Janus 
Twenty  Fund's  average  annual  total  returns  for  one  and  five  years  were  69.21%  and 
2 1 .98%,  respectively,  and  20.54%  for  the  life  of  the  Fund  from  April  30, 1985  through 
December  31, 1991.  Pcist  performance  does  not  gucirantee  future  results.  Your  return  cind 
shcire  price  will  vary  emd  may  be  worth  more  or  less  at  redemption  than  at  purchase,  even 
'  under  the  No  Minimum  Initial  Investment  Program. 


I  ywm  I  would  like  to  know  more  about  Janus  Twenty  Fund  and 

I 


Janus  No  Minimum  Initial  Investment  Program! 
Name. 


Address. 


I  Jar 


City/State/Zip 


Janus  Twenty  Fund  is  a  no-load  mutual  fund. 


Send  to: 

Janus  Group  of 

Mutual  Funds 

P.O.  Box  173375 

Denver,  CO  80217-3375 

l-800-52S«983 

Ext.  404 
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Bye-bye,  Larry 

Troubled  financier  Larry  Welch  re- 
signed from  board  and  chairmanship 
of  CieanAir  Transit,  a  fledgling  Santa 
Barbara- based  electric  bus  developer, 
earlier  this  year.  His  problem?  All 
those  reports  about  Alert  Holdings, 
the  security  alarm  outfit  Welch  helped 
drive  into  bankruptcy  (Forbes,  Feb.  3, 
1992;  July  22,  1991). 

Welch  and  his  cohorts  are  being 
sued  by  investors  in  four  class -action 
suits  alleging  they  misrepresented 
Alert's  prospects.  "His  association 
with  Alert  was  making  people  hesitate 
to  invest  in  CieanAir,"  says  CieanAir 
board  member  Donald  Hodel,  a  for- 
mer Reagan  Administration  energy 
secretary.  Welch's  associate  Richard 
Harmon  also  resigned  as  CleanAir's 
president. 

Welch  does,  however,  remain  a 
CieanAir  shareholder  and  still  has  a 
contract  to  raise  money  for  the  com- 
pany. "If  he's  able  to  raise  money," 
says  Hodel,  "that's  nifty." 

-Edward  Giltenan 

Minors  beat  majors 

Most  baseball  players  in  the  major 
leagues  collect  about  $70,000  a  year 
in  royalties  from  licensing  programs 
that  include  makers  of  baseball  cards. 
The  money  comes  through  a  group 
licensing  contract  negotiated  by  the 
Major  League  Baseball  Players  Asso- 


Microsoft's 
Bill  Gates 
What's 
$10  million 
to  him? 
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elation.  But  Brien  Taylor,  the  New 
York  Yankees'  newly  signed  pitcher, 
will  be  getting  at  least  $200,000  in 
card  royalties  this  year.  That's  because 
the  19-year-old  left-hander  with  a 
94mph  fastball  signed  a  minor  league 
contract.  Hence  his  agent,  Scott  Bo- 
ras, was  free  to  auction  rights  to  Tay- 
lor's minor  league  baseball  card  to  the 
highest  bidder.  (Score  Board's  Classic 
division  and  industry  stalwart  Topps 
Co.  agreed  to  deals.)  This  tidy  sum  is 
on  top  of  the  record  $1.55  million 
signing  bonus  the  Yankees  paid  Tay- 
lor last  summer. 

-Randall  Lane 


Soft  leaving 

MICROSOFT'S  departing  president, 
Michael  R.  Hallman,  46,  will  leave  the 
Redmond,  Wash,  software  giant 
clutching  a  $10  million  good-bye  gift 
from  Chairman  Bill  Gates  and  Micro- 
soft's shareholders.  Last  October, 
Hallman,  who  came  to  Microsoft 
only  in   1990  from  that  other  big 


Seattle  outfit,  Boeing,  exercise 
187,500  stock  options  at  an  averag 
price  of  $37. 1 7.  At  the  time  Microsol 
was  trading  at  about  90. 

Hallman  would,  of  course,  likel 
have  done  better  if  he  had  stayed.  Ii 
addition  to  Hallman's  losing  hi 
$600,000-a-year  salar\%  Microsol 
canceled  over  85%  of  his  remainini 
options,  which  have  a  current  value  o 
almost  $38  million. 

-Ste\t  Kiche? 

The  Tengiz  squeeze 

The  Tengiz  field  in  the  Republic  o 
Kazakhstan  is  probably  the  bigges 
jewel  among  the  neglected  oil  riche; 
of  the  former  Soviet  Union.  It  ma> 
hold  as  much  as  25  billion  barrels  o: 
oil — as  big  as  Alaska's  North  Slope. 

Which  Western  company  uill  wir 
rights  to  this  oil?  A  year  ago  the  oii 
bureaucrats  in  Moscow  awarded  Ten- 
giz to  Chevron.  That  upset  nationalis- 
tic Kazakh  officials,  who  had  already 
signed  their  owti  letter  of  intent  with 


Oil  drillers 
in  Kazakhstan 
Will  Chevron 
lose  out  to  BP? 
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New  York  Yankees'  Brien  Taylor 
Rich  before  a  pitch. 
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British  Petroleum.  Moscow  respond- 
ed by  threatening  to  cut  bp  out  of  any 
deal  in  the  Russian  Republic,  home  of 
90%  of  the  region's  oil.  bp  retreated. 

In  the  aftermath  of  the  bust-up  of 
the  old  Soviet  Union,  Chevron  has 
recendy  been  trying  to  strike  a  new 
Tengiz  deal  with  the  Kazakhs.  As  for 
British  Petroleum,  it  is  negotiating  for 
a  smaller  field  nearby.  BP  exploration 
chief  John  Browne  has  been  visiting 
Kazakhstan  for  two  years.  The  Ka- 
zakhs have  no  doubt  noticed  that 
Browne's  counterpart  at  Chevron  has 
never  been  to  the  republic;  neither  has 
the  company's  head  of  international 
exploration. 

Could  BP  end  up  with  Tengiz  after 
all?  Pubhcly,  bp  denies  any  interest  in 
Tengiz,  calling  it  technically  too  diffi- 
cult. But  watch  such  objections  melt 
away  if  the  Kazakhs  decide  they'd 
rather  play  with  bp  than  Chevron. 

-ToNi  Mack 


Ghouls'  pools 


ol 


Hows  THIS  for  a  creative  way  to  sepa- 
rate fools  from  their  money.''  A  new 
mutual  fund  fi-om  World  Invest  Corp. 
in  effect  invites  old  folks  to  bet  that 
they  can  outiive  other  old  folks.  The 
1992-A  Seniors'  U.S.  Treasury  Bond 
Fund — currentiy  in  registration  with 
the  SEC — will  be  open  only  to  men 
over  the  age  of  60  and  women  over 
the  age  of  65.  The  fund  will  buy  30- 
year  U.S.  Treasury  bonds.  The  bonds 
will  be  divided  into  12  pools.  The 
funds'  investors  will  also  be  split  into 
12  groups,  depending  upon  age  and 
actuarial  life  expectancy.  When  a 
fundholder  dies,  his  or  her  account 
within  the  pool  will  no  longer  receive 
interest;  instead,  the  interest  will  be 
credited  to  the  accounts  of  the  surviv- 
ing members  of  the  pool.  Thus, 
whichever  pool  member  lives  longest 
will  earn  the  best  return.  Those  who 
die  relatively  early  will  forfeit  huge 
amounts  of  interest. 

The  heirs  of  those  fiindholders  who 
fall  by  the  wayside  will  receive  the 
principal — but  not  until  the  fund  is 
liquidated.  This  will  happen  either  30 
years  from  now  or  upon  the  death  of 
the  last  pool  member,  whichever 
comes  sooner.  For  their  efforts,  the 
managers  of  this  ghoulish  scheme  will 
take  an  8.75%  load  fee  right  off  the 
top.  What  a  rip -off.  -S.K.  IH 
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Do  your  assets  belong  at  J. R  Morgan? 

For  more  than  150  years,  we  have 
protected  and  helped  to  grow  the  wealth  . 
and  holdings  of  privately  held  companies 
and  individuals  who  demand  the  level  of 
trust  found  at  J.  R  Morgan. 

The  security  of  our  clients'  assets  is 
supported  by  the  integrity  of  our  people, 
the  quality  of  our  advice,  and  the  capital 
strength  of  our  firm. 

For  information  on  private  banking 

for  assets  of  $5  million  or  more,  contact . 

Richard  B.  Jones,  Vice  President, 

J.P  Morgan  California,  at  (213)  489-9354. 

Private  Banking  in  California 


JPMorgan 


Private  fmnking  locations  in  New  York,  Wilmington,  Del., 
Palni  Beach,  Los  Angeles,  San  h'lancisco.  Brussels,  hrankfurt, 
I^HKJon,  Madrid,  Milan,  Nassau,  Paris.  (Geneva,  Zurich, 
I  long  Kong,  Singapore,  and  lOkyo 
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ute:  cover  the:  wate:rfront.  all  223,000  mile:s  of  it. 

World  trade  in  goods  and  services  now  surpasses  $4  trillion  annually,  and  the  importers  and  exporters  for 'hi^, 
whom  the  AIG  Companies  provide  insurance  coverages  touch  virtually  every  coastline  in  the  world.  Our  j 
global  network  consists  of  people  with  deep  understanding  of  the  laws,  regulations,  customs  and  business  H 


'\ 


practices  of  the  countries  in  which  they  work.  As  well  as  local  insurance  markets  and  needs.  That's  why 
nultinational  businesses  can  rely  on  our  people  and  our  services.  In  the  seven  decades  since  our  founding, 
we've  huilt  a  global  network  in  130  countries  andjurisdictions  that  could  not  be  duplicated  today.  At  any  cost. 


AIG 


MTORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group,  Inc..  DepL  A,  70  Pine  Street,  New  York,  NY  10270. 


The  power 
to  overcome. 


Give  the  power  to  over- 
come. Support  Easter  Seals. 
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READERS  SAY 


1-800-888-9896 

Call 

FORBES  SUBSCRIBER 
SERVICE 

To  Change  Your  Address  Or 

Order  A  New  Subscription 

(Allow  4-6  weeks  for  Address  Change. 

Please  quote  subscriber  number  on  address  label 

of  magazine.) 

or ... 

mail  this  coupon 
with  current  address  label. 


Name . 


New  Address . 
Cit>' 


State . 


Zip . 


NEW  SUBSCRIPTION 

n  1  Year  (27  issues)  $52 
D  3  Years  (81  issues)  $104 
In  Canada,  1  year  $90  Can. 
International,  add  $67  to  U.S.  annual  rate. 

Forbes 

P.O.Box  10048 
Des  Moines,  lA  50340-0048 


Laissez-faire 

Sir:  Re  senior  editor  Jerry  Flint's  arti- 
cle "The  case  for  protection"  (Feb. 
17).  The  last  time  the  big  three  pres- 
sured the  government  for  protection 
they  got  quota  caps  on  Japanese  im- 
ports and  a  tenfold  increase  in  truck 
import  duties,  which  led  to  higher 
prices  and  hefty  profits  for  American 
and  Japanese  carmakers  alike.  Con- 
sumers paid  dearly  as  a  result.  Future 
government  policy  would  do  well  to 
focus  on  changing  big  three,  and  not 
consumer,  behavior. 
-loRi  Suzuki 
North  Caldwell,  N.J. 

Sir:  The  industry  will  survive  in  some 
form.  It  is  not  hard  to  fathom  a  future 
in  which  Ford  and  Chrysler  are  owned 
by  Nissan  and  Mitsubishi,  who  will 
improve  their  performance.  The  U.S. 
auto  industry  may  not  be  expendable; 
the  big  three  are. 
-Craig  A.  Jacobson 
New  Tork,  N.Y. 

Sir:  In  the  long  term,  the  only  way 
Detroit  can  survive  is  to  become  com- 
petitive. Protection  fails  to  provide 
incentive  to  improve. 
-Tom  F.  Smith 
Tokyo,  Japan 

Sir:  Workers  in  the  American  auto 
industry,  from  those  in  the  board- 
room to  those  on  the  assembly  line, 
are  among  the  highest  paid  in  the 
nation.  If  one  wants  the  government 
to  protect  Detroit  from  the  Japanese, 
who  will  protect  the  consumer  ft"om 


the  greed  of  Detroit?  The  issue  is  oneal!*'''' 
of  providing  value  to  the  consumer.    B(j^ 
-Sheldon  G.  Cantor 
Plainsboro,  N.J. 

The  Canadian  way 

Sir:  No  inhabitant  of  Canada  need,] 
fear  that  great  American  bugaboo — 
medical  pauperization  ("Health  care  J 
cost  crisis  crossroad,"  Fact  and  Com-^ 
ment,  Feb.  3). 
-J.R.  Charlton 
Scarborough,  Ontario 

Money  is  the  issue 

Sir:  The  silicone  implant  controversy 
is  about  money,  not  women's  health  i 
("A  woman's  right  to  choose,"  Feb. 
17).  Lawyers  see  big  settlements,  cos- 
metic surgeons  see  loss  of  revenue  and 
Dow  Corning  sees  profit  loss  fi-om  the 
actions  of  the  lawyers  and  doctors. 
-Kerry  Prendergast 
New  Tork,  N.T. 

Shopping  for  health  care 

Sir:  Re  "Health  junkies"  (Feb.  3). 
"Effective  competition"  can  be  real- 
ized by  patients,  employers  and  insur- 
ance providers  being  better  able  to 
intelligendy  choose  the  most  effective 
physician  and  health  care  ser\ices.  Us- 
ing a  team  approach  to  develop  com- 
prehensive profiles  on  health  care  pro- 
viders and  ser\ices  would  reward  the 
most  effective  doctors,  as  well  as  those 
footing  the  bill  for  medical  ser\ices. 
-Miguel  A.  Franco,  M.D. 
Houston,  Tex. 


A  GM  robot  welder 
Protectionism  is  not 
a  solution  to  the 
big  three's  proMenu 
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No-win  situatioii 

Sir:  While  I  agree  that  the  expansion 
of  the  tort  industry  ("The  tort  tax," 
Feb.  17)  has  reduced  the  quality  and 
availability  of  many  goods  and  ser- 
vices, I  do  not  support  the  English 
Rule,  whereby  losers  pay  the  wdnners' 
costs.  Such  a  rule  would  in  effect  scare 
away  those  plaintiffs  who  do  pose  a 
legitimate  suit  but  because  of  their 
limited  financial  situation  would  not 
continue  with  legal  action  for  fear  of 
perhaps  reimbursing  a  $200-an-hour 
defense  law  firm  if  they  lose. 
-Anthony  N.  Mamas 
Philadelphia,  Pa. 

Marketing  strategy 

Sir:  The  management  of  leading  de- 
partment stores  know  well  that  price 
is  but  one  determinant  of  purchasing 
behavior  ("Business  as  usual,"  Feb. 
3).  Other  components  of  the  market- 
ing mix  such  as  quality,  selection, 
service  and  ambiance  count  for  a  good 
deal  more  than  is  suggested  in  the 
article. 

^Francesca  Turchiano 
President 
InFact 
New  York,  N.T. 

Right  from  wrong 

'sir:  Re  "Policy  puzzle"  (Feb.  3).  In 
the  reported  case,  a  bank  was  sued  for 
some  sharp  business  practices,  and  the 
court  required  it  to  return  its  ill- 
gotten  gains.  I  doubt  whether  anyone 
who  has  genuine  claims  and  needs 
money  from  the  insurance  pool 
would  think  that  this  is  a  legitimate 
"withdrawal." 
-E.  Richard  Crebs 
President 

Commercial  Insurance  Alternatives 
St.  Helena,  Calif. 

Bitter  aftertaste 

Sir:  Re  "Great  President"  (Fact  and 

Comment,  Dec.  9,  1991).  The  real 

legacy  of  the  Reagan  Administration 

is  now  upon  us  in  the  form  of  a 

recession  and  long-term  economic 

readjustment. 

-Rick  Reidy 

President 

Total  Gold  Music,  Inc. 

Hollywood,  Calif. 
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The  Worid  Woke  Up  lb  Athens  With 
The  Discovery  Of  Ether  Here  In  1842. 

Crawford  Long's  history-making  discovery  is  just  one  example  of  the  inventive  environ- 
ment you'll  find  in  Athens,  Georgia.  Today,  scientists  here  at  the  University  of  Georgia  are 
developing  new  nature-friendly  pesticides,  and  miracle  vaccines  for  poultry  and  fish. 

Meanwhile,  the  prodigious  University  of  Georgia 
campus  continues  to  grow  an  educated,  high-tech 
work  force.  While  Athens  Tech  offers  training  in  worid- 
class  manufacturing  techniques. 

Here  you'll  find  global  companies  such  as  DuPont, 
Nakanishi,  Rhone  Merieux  and  United  Technologies.  Plus  scenic  lakes,  rivers  and 
natural  beauty  to  help  invigorate  your  own  innovative  outlook. 

lb  find  out  all  the  bottom-line  reasons  to  locate  in  #^C/%D^I  A 

Georgia,  please  write  us.  Or  call  404-656-9306.  UE VIiMIA 

Athens.  Another  way  to  strike  it  rich  in  Georgia.  The  State  Of  BUSIMSS  Tbdsy 

GeorsiaDepartmenloflndustry.Trade&Tourism.Depl.  FBS.P.O.  Box  1776.  Atlanta.  GA  30301.  . 
Photo  Courtesy,  Georgia  Department  of  Archives  and  History. 


The  Granite  Capital  Group  is  pleased  to  announce  that 

Granite  Mortgage  Associates,  Inc. 

and  Granite  Advisory  Corp.  have  closed 

investment  advisory  agreements  with 

The  Goldman  Sachs  Group  L.P. 

in  mortgage-backed  securities  and  equities. 

$25,000,000 

principal  amount 


THE  GRANITE  CAPITAL  GROUP 

666  Fifth  Avenue 
New  York,  NY  10103 


MONOPOlT*  9vn«  eqw<pment  utee  ix(h 


gtftaniit^  irom  Parker  Btislfitn  c  1935  1965 


1987 


'Jut*,  oc^^g^^ 


1992. 


You  always  come  back  to  the  basics;  Ji^^n 
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DRINK  RESPONSIBIA'.  IT'S  ONE  OF  THE  BASICS.  Jim  Beam"  Kentucky  Straight  Bourbon  Whiskey.  40%  AIc.Afel.  (80  Pn»0.  ©1992  Jam«  B.  Bean.  Disdlbng  Ca. 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


CHEAPER  MONEY 

Bonds  HADA  BIG  YEAR  in  1991.  Despite  the  recent  runup  The  Fed  is  informally  targeting  gold  as  a  guide  for 

in  interest  rates,  bondholders  and  mortgage -refinancing  monetary  policy  because  it  is  a  sensitive  inflation  barome- 

homeowners  will  have  a  nifty  '92.  Thirty-year  Treasury  ter.  As  long  as  the  yellow  metal  stays  within  the  $350  to 

yields,  now  7.9%,  should  fall  to  6.5%.  Mortgage  rates  will  $365  range,  the  cost  of  money  will  shrink.  Our  central 

also  be  coming  down  again.  bank  will  not  repeat  the  inflationary  follies  of  the  1970s. 


WOE  IS  THEM 

■  The  stock  market  has  crashed,  losing  50%  of  its  value.     ■  Imports  are  soaring. 

■  Real  estate  is  crumbling.  ■  Scandals  are  battering  the  government. 

■  Banks  are  failing.  The  U.S..>  No,  Japan. 

JAP  BASHING/YANK  BASHING 

POLITICOS  AND  EXECUTIVES  on  both  sides  of  the  Pacific  American  misunderstandings  about  Japan  are  also  rife, 
should  declare  a  moratorium  on  mutual  name-calling.  Dai  Nippon  is  no  longer  the  Prussianesque  centrally- 
Otherwise,  pohtical  and  economic  policy  will  be  driven  by  managed  economic  machine  of  legends  past.  Japanese 
destructive  myth.  imports  are  soaring,  not  just  for  raw  materials  but  for 
Misconceptions  abound.  Contrary  to  criticism,  Ameri-  manufactured  and  consumer  goods  as  well.  Their  imports 
can  work  habits  are  superb.  Where  there  is  a  problem  with  per  capita  are  almost  as  high  as  the  U.S.' 


pur  labor,  bad  management  is  usually  the  villain.  American 
manufacturing  workers  in  Japanese- 
managed  facilities  here  are  often 
more  productive  than  their  Ameri- 
can-managed counterparts. 

Despite  recession-caused  tempo- 
rary travails,  American  manufactur- 
ing itself  is  in  remarkably  sound 
shape.  Growth  of  output  and  pro- 
ductivity in  the  last  ten  years  has 
been  better  than  that  of  any  other 
industrial  country,  except  Japan,  and 
there  the  gap  is  a  fraction  of  what  it 
was  in  the  1970s.  That's  a  comeback,  not  a  comedown. 

American  technology  and  inventiveness  still  lead  the 


MAB6MJeS 


Japan's  closed  economic  system  is  slowly  crumbling. 
Next  month  a  critical  prop  for  its 
convoluted  retail  system  will  go  by 
the  boards.  No  longer  will  manu- 
facturers be  able  to  dictate  prices. 
Without  these  fixed,  high  prices, 
thousands  of  retailers  are  expected 
to  close.  With  distribution  simpler 
and  pricing  a  competitive  factor, 
American  products  will  have  a  bet- 
ter chance  to  break  in.  Millions  of 
Japanese  now  visit  other  countries 
and  can  compare  prices  overseas 

with  prices  at  home,  adding  pressure  for  more  openness. 
Trade  barriers  are  increasingly  being  attacked  success- 

ftilly.  No  country  is  as  open  as  ours,  but  it  won't  be  too 


world,  whether  it's  in  fiber  optics,  advanced  micropro- 
cessing devices  or  digital  TV  screens.  We  continue  to  hold  long  before  Japan  is  no  more  difficult  than  Europe, 
almost  two-thirds  of  the  world's  soft^vare  market.  Tokyo's  rigid  grip  on  parts  of  the  economy  is  being  un- 
Investment  in  the  U.S.  economy  in  the  last  decade  has  dermined.  Waves  of  scandal  are  discrediting  government 
been  above  historic  norms.  If  we  get  a  meaningfiil  capital  "guidance"  of  the  capital  markets  and  the  banking  system, 
gains  tax  cut,  we  will  have  another  round  of  high-tech  Japan  and  the  U.S.  are  too  crucial  to  one  another  to  let 
startups  and  advances.  this  flap  degenerate  into  a  serious  breach. 

COUNTERFEIT  CONSUMER  PROTECTION 

The  U.S.  Senate  has  passed  a  bill  slapping  price  controls  olistic  price  gouging.  Actually,  the  proposed  law  is  an 

on  cable  television.  The  House  may  soon  follow  suit.  The  undeserved  gift  to  the  major  networks  and  their  affiliates, 

legislation  is  supposed  to  protect  customers  from  monop-  The   President   should  veto   it.    If  Congress   is   really 
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interested  in  helping  the  consumer,  it  should  encourage 
competition  rather  than  hinder  it. 

Since  cable  was  deregulated  in  the  mid-1980s,  its 
share  of  the  TV  market  has  skyrocketed.  Its  revenues 
now  surpass  those  of  the  networks.  By 
regulating  rates,  the  bill  will  slow  ca- 
ble growth  by  making  expansion  and 
new  programming  less  easy  to  finance. 
The  legislation  also  forces  cablers  to 
pay  the  networks  up  to  $3  billion  a 
year  for  beaming  network  shows  to 
cable  customers.  Why  should  cable 
carriers  have  to  pay  for  programs  that 
the  rest  of  us  receive  for  free?  After  all, 
the  networks  received  their  airwave 
rights  for  nothing  while  cable  opera- 
tors had  to  pay  for  laying  their  wires. 

Giving  local  governments  the  right  to  set  rates  will  also 
increase  corruption. 

To  encourage  competition.  Congress  should  let  phone 
and  cable  companies  enter  each  other's  markets.  A  grow- 
ing number  of  cable  outfitters  are  gaining  capacity  to 


compete  for  local  telephone  service.  The  Baby  Bells,  ir 
turn,  want  to  transmit  programs  over  their  lines;  the) 
should  also  be  permitted  to  develop  their  own  projects 
(These  activities,  of  course,  could  not  be  subsidized  with 
regular  telephone  revenues.) 
I  Congress  might  ban  local  govern 
f  ments  from  awarding  monopolistic 
franchises.  Let  anyone  who  wants  tc 
provide  cable  service  in  an  area  do  so. 
Cable  and  phone  companies  should  also 
be  given  the  green  light  to  provide 
electronic  versions  of  classified  ads .  Why 
shield  newspapers  from  competition.' 

Washington  must  realize  that  regula- 
tion cannot  keep  up  with  the  fast  pace 
of  technology,  which  is  obliterating 
traditional  communications  boundary 
lines.  There  will  be  new  providers  of  information,  includ- 
ing satellite  broadcasts  and  microwave  TV.  Fiber-optic 
wires  and  digital  TV  screens  will  merge  the  telephone, 
television  and  computer.  Unfettered  technology  and  com- 
petition are  the  most  effective  trustbusters  around. 


WE  WISH  SHE  WOULDN'T  GO 


For  the  first  time  in  nearly  40  years,  Senior  Editor 
Ruth  M.  Gruenberg  won't  be  listed  on  Forbes  maga- 
zine's masthead.  She  had  wanted  to  step  down  and  retire 
a  year  ago  but  reluctandy  agreed  to  stay  on  until  now. 

Ruth  played  a  critical  part  in  the 
evolution  of  this  publication.  Years  ago 
she  established  our  editorial  checking 
procedures,  which  are  the  most  com- 
prehensive in  the  industry.  (Learning 
to  fact- check  a  Forbes  story  was  an 
educational  experience  for  me  that 
made  college  seem  easy.)  Many  of  the 
people  she  personally  hired  as  research- 
ers now  hold  senior  editorial  posts.  She 
played  a  critical  part,  too,  in  setting  up 
our  Statistical  Department.  She  also 
served  for  a  long  time  as  the  "Copy 
Editor"  for  Fact  &  Comment. 

But  Ruth  was  more  than  that,  being 


a  wonderfully  wise  and  sensitive  sounding  board  as  well 
as  a  font  of  down-to-earth  advice.  She  had  a  great  knack 
for  asking  my  father  or  me  in  a  delicate  way,  "Is  this 
what  you  really  want  to  say.'  This  is  how  it  will  appear  to 
others."  Even  though  that  might  be 
how  we  thought  it  would  appear,  she 
made  it  clear  that  that  might  not  be 
how  we  would  want  it  to  appear. 

As  impressive  as  her  career  at  Forbes 
has  been,  what  has  truly  made  Ruth 
unique  is  her  humanity.  Her  warmth, 
empathy  and  understanding  are  deep, 
genuine  and  unmatched.  Scores  of  us 
here  would  go  to  her  for  help;  we  in- 
stinctively trusted  her.  Without  Ruth, 
Forbes  wouldn't  be  what  it  is  today. 
Her  concern  for  others  will  continue  to 
be  an  inspiration  to  all  of  us  who  worked 
with  her.  Godspeed,  Ruth! 


bargain  which  immensely  enriched  Ross 
(nearly  $200  million),  Warner  shareholders 
and  Time's  own  top  honchos,  while  abruptiy 
rejecting  a  competing,  substantially  better 
bid.  Today  Time  stock  sells  at  around  50%  of 
its  pre-merger  high;  its  magazines  continue  to 
flounder  and  shrink;  the  much  ballyhooed 
synergy  between  print  and  TV  is  as  illusive  as 
ever;  and  the  occupants  of  its  executive  suites 
get  richer  and  richer  and  richer. 
Excerpt:  After  denying  it  three  times,   Ross 
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LUCE  LEGACY  LOSES  TO  GLITTER  AND  GREED 

To  the  End  of  Time — Richard  M.  Clurman  (Simon  &  finally  admitted  that  for  years,  including  the  period  durinjj 
Schuster,  $23).  Eye-popping,  jaw-dropping,  page-turn-  the  '70s  when  the  [Westchester  Theatre]  bribery  and  fraud 
ing  tale  of  how  dealster  Steve  Ross  (who  just  annointed  occurred,  he  kept  a  secret  briefcase  in  his  office  closet  stuffed 
his  successor)  conquered  venerable  Time  Inc.  Time  ex-  with  tens  of  thousands  of  dollars  in  cash.  Had  the  Time 
ecutives  and  directors  became  willing  collaborators  to  a      executives  and  outside  directors  asked  and  found  out  these  or 


IkSaAictta 
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RichsrdM. 
Clumian 


other  easily  obtainable  facts  and  insijjhts  about 
Ross  and  the  histoiy  of  his  nianajjcment,  maybe  it 
wouldn't  have  mattered  to  them.  Nor  mijjht  it 
have  made  any  difference  to  know  that  Ross's 
recollection  of  his  WWIIsenncc,  hiscolle/iedejjrcc, 
pro-football  experiences  and  other  milestones  in 
his  autobiojjraphy  were  the  products  of  his  own 
imajjination.  /But}  ask  Ross  what  the  most 
important  thinjj  is  to  know  about  him  and  he 
responds  proudly,  '\\lore  important  than  any- 
thinjf  else  is  that  my  word  is  my  bond,  "  H 
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No  bank  is  more  protective  of  its  clients' 
money  than  Republic  National  Bankof  New  York. 
No  bank  client  feels  more  safe. 

And  it's  more  than  just  a  feeling.  Our  depositors 
know  that  Republic's  No.  1  priority  is  preserving 
their  funds.  And  always  will  be.  It's  one  reason 
we're  called  (by  Oppenheimer  &  Co.  Inc.)  "one  of 
the  most  secure  banks,  if  not  the  most  secure 
bank  in  the  U.S." 

Republic  also  ranks  No.  1  among  large  U.S. 
banks  in  the  ratio  of  capital  to  risk-weighted  assets 
—a  key  measure  of  strength  and  stability. 

Great  financial  strength,  liquidity,  and  first- 


class  asset  quality  are  rare  qualities  in  today's 
banking.  Put  them  to  work  for  you.  Write  for  our 
latest  Quarterly  Report  to:  Information  Center, 
Republic  National  Bank  of  New  York,  Fifth 
Avenue  at  40th  Street,  New  York,  NY  10018. 
Or  call  (212)  221-6056.  Outside  New  York  City 
(800)522-5214. 

REPUBLIC 

NAnONAL  BANK 

OF  NEW  YORK 


A  SAFRA  BANK 


BEVERLY  HILLS  •  CAYMAN  ISLANDS  •  LOS  ANGELES  •  MEXICO  CITY  •  MIAMI  •  MONTREAL  ■  NASSAU  •  NEW  YORK 

BUENOS  AIRES  •  CARACAS  ■  MONTEVIDEO  •  PUNTA  DEL  ESTE  •  RIO  DE  JANEIRO  •  SANTIAGO  ■  BEIRUT  •  GENEVA  •  GIBRALTAR 

GUERNSEY  •  LONDON  •  LUGANO  •  LUXEMBOURG  •  MILAN  •  MONTE  CARLO  ■  PARIS  •  ZURICH  •  HONG  KONG  •  SINGAPORE  •  TAIPEI  •  TOKYO 


Cadillac  Safety  Exceeds  The  Standari 


Safety  Takes  Stripe,  Cadillac  Style. 


The  1992  Eldorado  and  Seville 
meet  or  exceed  the  demand- 
ing safety  requirements  not  only 
of  the  United  States,  but  Europe 
andlapanaswell. 

It  is  the  result  of 
Cadillac's  systems     ^  WyVe^  ^ 
approach  to  safety  in  which  all 
systems  are  designed  to  work 
together  to  help  protect  you 
and  your  family  And  it  is  the 
product  of  knowledge 
acquired  by  the 
largest  automo- 
tive testing  facil- 
ity of  its  kind. 


Buckle  Up  America! 

©1991  GMCorp, 

All  Riehts  Reserved 

ELDORADO^, 

-.    ^        SEVILLE, 


Rugged  side 

Fuel  tanks  on 

guard  door 

front-drive 

beams  help  the 

Cadillacs  are 

Seville  and 

placed  forward 

Eldorado  meet 

of  the  rear 

federal  side 

wheels  andsus 

impact  testing 

pension  for 

standards  not 

protection  in  a 

required  until 

collision. 

1997. 
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Driver's-side  air  .  i*' 
bags  are  tested    : 
with  lifelike 
dummies  sized 
to  the  5th.  50th. 
and  95  th  per- 
centiles of  the 
population, 
exceeding  feder- 
al requirements* 


ti 


Please  call  1-800-333-4CAD  for 

product  literature  and  the  location 
of  your  nearest  Cadillac  dealer. 


Standard  o>\  .■•' 
front-dnvf 
C(J<ii//aiS  Aif<'4id 
dfiljned  10  t>c  uicd 
with  safftu  belt 
suslcm 


The  Ubrld. 
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Extensive  test- 
ing resulted  in 
new  front  seats 
for  the  Seville 
and  Eldorado 
which  help  keep 
ijou  securely 
buckled  during 
rapid 
deceleration. 


Interior  surfaces 
on  the  Seville 
and  Eldorado 
are  contoured  to 
meet  European 
safety 
standards. 


Speed-Sensitive 

Every  Cadillac 

Anti-lock  brak- 

Suspension, 

possesses  V8 

ing,  standard 

standard  on 

power  to  help 

on  all  Cadillacs. 

most  Cadillacs, 

you  pass  and 

helps  prevent 

stiffens  at  high 

merge  in  critical 

wheel  lock-up  to 

speeds  for  a  taut 

situations  with 

help  you  main- 

ride and  spir- 

reassuring 

tain  steering 

ited  handling. 

confidence. 

control  on  slip- 
pery surfaces. 

■  Safety  cage  protects 

■  Gold-plated  air-bag  sensor 

the  passenger 

contacts  provide  supe- 

compartment. 

rior  conductivity. 

■  Energy-absorbing  crush 

■  Instrument  panel  cross  car 

zones. 

beam. 
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Other  Comments 


What  Gives? 

The. FINANCIAL  system  is  in  far  worse 
shape  in  Japan  than  in  the  U.S.  Last 
year  Japan's  Fair  Trade  Commission 
reported  that  the  country's  major 
stockbrokers  routinely  and  systemati- 
cally rigged  the  stock  market  for  at 
least  four  years.  Leading  brokerage 
houses  created  bogus  trades  to  gen- 
erate big  gains  for  selected  clients. 
They  also  compensated  big  clients  for 
losses  incurred  in  their  stock  trading 
activities.  Why.^  In  return  for  special 
attention  and  consideration,  big  ac- 
counts awarded  brokers  huge  fees  for 
their  underwriting  business. 
-Edward  Yardeni,  chief  economist, 
C.J.  Lawrence 

Rocket  Man 

I  AM  very  proud  to  be  an  engineer.  But 
that  pride  is  not  without  ample  frus- 
tration. Engineers  have  abjectly  failed 
to  convince  large  numbers  of  young 
people  that  there  might  be  something 
exciting  about  building  great  dams, 
designing  a  phone  you  can  carry  in 
your  pocket  or  developing  a  backpack 
used  by  an  astronaut  flying  25,000 
miles  an  hour  through  space. 

The  word  "technology"  conjures 
up  images  of  Chernobyl,  Bhopal  and 
the  Challenger.  Too  often  technology 
is  perceived  as  the  problem  rather 
than  the  solution;  as  something  to  be 
avoided  rather  than  embraced.  This  is 


about  as  logical  as  my  daughter's  ob- 
serving, while  our  family  was  driving 
through  an  unfamiliar  city,  "Trying 
to  read  a  map  while  driving  causes  all 
the  traffic  lights  to  turn  green." 
-Norm  Augustine,  chairman  and 

CEO,  Martin  Marietta  Corp., 

Newsweek 

Less  Gould  Be  More 

There's  reason  to  suspect  [Japanese 
Prime  Minister]  Miyazawa  and 
[speaker  of  the  lower  house  of  the 
Diet]  Sakurauchi  have  it  exactly 
backward.  From  a  Japanese  view- 
point, their  criticism  ought  to  be  that 
Americans  would  have  a  better  soci- 
ety if  they  worked  less;  in  particular,  if 
women  stayed  at  home  and  tutored 
the  children,  education  might  im- 
prove and  crime  decline. 

In  output  and  productivity,  the  Jap- 
anese have  rapidly  been  closing  the 
gap  with  America.  This  is  not  because 
they  work  harder,  but  because  they 
save  and  invest  more.  Americans 
could  produce  more  with  less  work, 
and  maybe  even  afford  to  have  women 
stay  home,  if  their  tax  code  did  more 
to  promote  savings  and  investment. 

It  would  be  nice  if  American  pres- 
sure could  help  free  the  Japanese  peo- 
ple from  the  mercantilist  yoke.  But 
when  America  strikes  back  with  micro  - 
chip  cartels,  trade  barriers  or  Japan- 
bashing,  it  hits  itself  in  the  toe.  How 


about  retaliation  with  a  little  Yankee 
ingenuity,  like  a  Super  30 1  green  card? 
If  Japanese  politicians  want  to  brand 
[our]  society  decadent,  let's  see  in 
which  direction  scientists  and  engi- 
neers would  like  to  immigrate. 
-Robert  L.  Bartley, 
Wall  Street  Journal 


A  suggestion  to  the  Repub- 
licans: Don't  be  beastly  to 
the  Democratic  candidates; 
these  guys  are  your  allies, 
not  your  enemies. 
-James  Reston, 

former  executive  editor. 

New  York  Times 

Opposites  Repel  i 

They  were  corporate  America's  odd 
couple.  There  was  the  steely,  guarded 
N.J.  Nicholas  Jr.,  the  epitome  of  the 
button-down  culture  of  Time  Inc., 
and  there  was  the  suave,  garrulous 
Steven  J.  Ross,  the  embodiment  of 
the  freewheeling  st\'le  of  Warner 
Communications  Inc. 

In  theor)%  the  arrangement  might 
have  been  complementar)'.  But  Nich- 
olas apparendy  did  litde  to  ease  the 
mutual  suspicions  between  the  Time 
and  Warner  sides.  Tension  between 
the  executives  seems  to  have  come 
from  Nicholas's  tenacious  defense  of 
his  old  Time  turf;  his  comparative 
slowness  in  moving  toward  decisions; 
differences  over  the  increasingly  bit- 
ter issue  of  executive  compensation; 
arguments  over  the  stock  rights  of- 
fering last  year  and,  ultimately,  a 
sense  that  Mr.  Nicholas  was  acting  as 
if  the  company  was  already  his. 

That  was  a  tatal  miscalculation. 
-Roger  Cohen,  New  York  Times 

Et  Vous? 

Phori  E  arc  divided  into  three  groups; 
those    who    make    things    happen, 
those  who  watch  things  happen  and 
those  who  wonder  what  happened. 
-Gordon  Goss  and  \'ai  krik 
Thornton,  Orcrhcard  at  the 
Square  Dance  ^ 
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ANNOUNaNGA 
TIRE  HUT  MAT  lAST 

ASUNIGASYOU 

OWNYOURCAR. 


*Our  new  all-season  radial 
is  backed  by  an  80,000  mile 
treadwear  limited  warranty. 
See  dealer  for  details 


Extra  rubber, 
extra  steel, 
gives  you 
extra  protection 
against  road 
hazards. 


Revolutionary 
new  design 
ensures  even 
wear  for  even 
higher  mileage 


Rest  easy.  With  the 
smooth,  quiet,  comfortable 
ride  we're  famous  for. 


Once  again  Michelin  raises 
the  bar  of  excellence.  With  the 
highest  mileage  passenger 
tire  we've  ever  made. 


The  XH4 

maintains 

Michelin's 
renowned 
all-season 
performance 

from  the  first 

mile  to  the  last. 


More  miles. 
More  value. 
More  Michelin. 


MICHEUN 

BECAUSE  so  MUCH  IS  RIDING 
ON  YOUR  TIRES.' 


CONGRArUUmOIISy 
irSAMKHEUN. 

BACKED  BY  AN  80,000  MILE  WARRANTY.* 


IN  A  Category  Obi 
And  Lighter, Compaq^ 
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A  microprocessor 
inside  the  battery  itself 
monitors  current  usage 
levels  and  continually 
calculates  the  available 
power  remaining. 

It  can  even  instruct 
the  notebook  to  save  all 
open  files  to  the  hard 
drive  should  the  battery 
power  run  too  low. 

And  the  energy- 
saving  features  in 


Internal  Modem  is 
compatible  with  th/fied 
broad  base  of  todai 
communications 
protocols. 


ififl 


Just  slip  the  COMPAQ  HE 
into  the  COMPAQ  Desktop  Ex^Jt.  n 
sion  Base  and  you're  instantffi  '^ 
nected.  Expansion  slots,  exter^ 
ports,  and  mass  storage  bayS; 
you  immediate  access  to  mi 
networks,  hard  drives,  tape 
CD-ROM  and  more.  And  all 
built-in  security  feai 
1   ''  ^  V  ^  \  \-\  _         ^    sureasa, 
\,  i  \  »   MU  -  ^  borfof 

■-         ~^^    notet 


Accurate  to  within 
minutes,  the  COMPAQ 
Power  Smart  Pack 
battery  gauge  clearly 
displays  remaining 
battery  life  at  ^e 
touch  of  a  button. 


our  newest  notebooks  go  far  beyond 
the  presence  of  an  Intel  386SL  chip. 
To  make  the  most  of  the  smarter 
battery,  the  new  COMPAQ  LTE  Lite 
also  comes  with  user-adjustable 
power-drain  settings,  and  three  dif- 


Make  it  smaller  Make  it  lighter.  Make 
it  lighter.  Make  it  smaller. 

These  must  be  the  mandates  em- 
blazoned upon  every  R&D  document 
handed  to  the  engineers  of  today's 
crop  of  notebook  computers. 

Admirable  goals  to  be  sure.  Goals 
that  the  engineers  at  Compaq,  how- 
ever, believe  fall 
well  short  of  making 
the  most  of  portable 
computing. 

Which  explains 
why  the  latest  386SL 
notebook  technology 
from  the  labs  in 
Houston  —  the  new 
COMPAQ  LTE  Lite/25 
and  LTE  Lite/20  PCs  —  are  not  only 
the  lightest  (a  scant  6  lbs.)  and  the 
smallest  (only  8.5"xirx  1.75" 
notebook  PCs  that  we've 
ever  built.  They're 
also  the  smartest. 

The  COMPAQ  Hibernation 
feature  saves  all  open  files 
to  the  hard  drive  and 
turns  the  unit  off  either 
upon  request  or  as  an 
automatic  feature.  Power 
up  the  COMPAQ  LTE 
Lite  later  and  you're 
back  exactly  where 
you  left  off 

THE  BRAINS 
BEHIND  THE  OPERATION. 

When  it  came  time  to  design  a 
new  notebook,  we  started  (logically 
enough)  with  the  battery. 

The  new  COMPAQ  Power  Smart 
Pack  battery  in  our  new  notebooks 
delivers  up  to  4.5  hours  of  computing, 
a  full  hour  longer  than  most. 

•COMPAQ  HE  Ute/25  only.  ©  1992  Compaq  Computer  Corporation  All  rights  reserved  COMFAQ.  UE  Registered  U.S.  Fateni  and  Thidemar*  Office.  Maxligtit  and  Power  Smart  ait  Owtemrtb  of  Oamfoq  Ompuur  Oo^o/toon  fhttmii 
trade  names  shown  are  those  of  the  respective  companies.  The  Intel  Inside  Logo  is  a  trademark  of  Intel  Corporation. 
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ferent  sleep  modes  —  System  Idle, 
System  Standby,  and  Hibernation. 

A  MOST  MODERN  MODEM. 

Our  optional  9600-bps  modem  for 
the  COMPAQ  LTE  Lite  PCs  would  make 
even  Alexander  Graham  B.  proud. 

The  COMPAQ  Enhanced  9600-bps 


In  modem  talk,  that  means  tr: 

V32  9600-bps  data  transmission  .3  m 

V42bis  compression  for  up  to  38j  k- 

kbps  throughput,  as  well  as  full  s|  IQu 

port  for  Hayes  AutoSync. 

This  little  marvel  negotiates  t 

fastest  transmission  througl"|l« 

put  that  the  other  end  •' 

the  line  can  muster, 

whether  it's  sendi, 

or  receiving. 

It  even  drops! 
a  low  power-dra 
standby  state  ant 
monitors  incomi 
signals  if  you're 
waiting  for  a  call  I 
come  in. 
Or  for  that  mat  41 
another  modem  to  catch 
NOT  ONLY  SMART  BUT  BRIGH 
The  new,  efficient  COMPAQ 
Maxlight  VGA  display  makes  for  £  |^ 
much  brighter  screen  than  our  p: 
vious  notebooks,  and  does  it  witl 
out  sacrificing  battery  life. 
Sharper  graphics  and  text  in  u 
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;ed  WITH  Smaller 

LD  LIKE  T3  Suggest 
twE:  Smarter. 
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64  shades  of  gray  complement  an 

hanced  video  subsystem  that's  so 
i  It  it  virtually  eliminates  "subma- 
s  ling,"  better  known  as  "where  did 

ht  #%$**#  cursor  go?" 
A  NOTEBOOK  THATS 
^ELESS  IN  THE  WRONG  HANDS. 
J"  At  Compaq,  we  realize  that  data 
V  curity  is  every  bit  as  important  as 
Jj  rdware  security 
a  At  the  hardware  level,       3 
'I  iveLock  locks  the  hard 
'^  ive,  preventing  access 
t|  data  even  if  the  drive 

removed. 

One-touch  QuickLock 
s  id  QuickBlank  functions 


To  back  them  with  a  one-year 
worldwide  warranty  and  our  toll- 
free  Compaq  Customer  Support 
Center  hotline  would 
be  more  like  it. 

So  don't  choose 
between  a  small 
notebook  and  a  smart 
notebook.  Choose  both. 


Choose  the  new  COMPAQ  LTE  Lite. 

For  information  about  our  new 
notebooks  or  an  Authorized  COMPAQ 
Reseller  near  you,  call  Compaq  in 
the  U.S.  at  1-800-231-0900,  Ext.  100,  or 
in  Canada  at  1-800-263-5868,  Ext.  100. 

comPAa 
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Isolated  inverted  "T"  cursor  controls 
ire  in  a  familiar  position  so  you  don 't 
wave  to  teach  your  fingers  new  tricks. 

Iiilowyou  to  quickly  (sur- 
rise)  disable  the  keyboard 
i  r  blank  the  screen. 
And  of  course,  our  new 
Dtebooks  come  with  a 
eylock  slot  for  an  optional 
able  lock. 
With  all  of  the  above, 
us  a  120-MB  hard  drive: 
M  expansion  to  10  MB, 
ache  memory  simulta- 
eous  display,  and  an 
uxiliary  battery,  to  say    / 
lese  are  the  best       / 
otebooks  we've 
ver  made  would  be 
omething  of  an          ;  . 
Iinderstatement.         
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Actual  weight:  6  lbs.  Actual  dimensions:  8.5"xU"xl.  75"  Actually  this  is  the  best  notebook  we  've  ever  built 
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.    We  have  for  127 
years.  '-^-^^ 

'  1^  With  assets  that  have 
lached  $55  billion.  And 

ith  the  real  Travelers  dif- 
.erence . . .  35,000  employees      ^ 
dedicated  to  customer 
satisfaction. 

}  This  is  how  we  make  a  real  differ-    f 
^nceforyou.  1 

i  By  identifvang  ways  of  preventing 
._^  Dsses  and  controlling  insurance  costs. 

By  ensuring  the  health  of  your  work  force 
with  one  of  America's  largest  managed  care 
networks.  "|' 

By  providing  you  with  a  full  portfolio  of 
pension  investment  options  and  flexible 
record-keeping  services. 

By  making  sure  that  those  who  carry  The 
Travelers  for  their  business  insurance  needs 
do  so  with  confidence. 

That's  The  Travelers  Way.  { 

The  Travelers  Companies,  Hartford,  Connecticut  0AI83 

Thelravelersj 

You're  better  off  under  the  Unabrella, . 


OPEN  IN  CASE  YOU  \YANT  THE 
DIFFERENCE  507c  OF  THE 
.  FORTUNE  500  HAVE  CHOSEN. 


©  I"**!  I  He  rHvcU'r>.C>vp«>Mti.>n 


Gommentairy 

I  on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


INDUSTRIAL  POLICY— 

"Industrial  policy"  is  the  well-bred  term  for  govern- 
ment intervention  in  managing  and  protecting  (and, 
ultimately,  controlling)  business  and  industry. 

But  isn't  this  really  the  essence  of  socialism — that 
government  planners  and  decisions  are  required  because 
business  cannot,  and  should  not,  be  allowed  to  be  gov- 
erned by  the  free  market?  It  is  indeed,  even  if  some  of  its 
sponsors  are  businessmen  who  should  know  better. 

The  automobile  manufacturers  who  recendy  went  to 
Japan  with  President  Bush  sadly,  and  incredibly,  were 
part  of  this  nascent  movement.  They  seemed  to  be  saying 
that  too  many  Americans  are  buying  Japanese  automo- 
biles, so  our  government  must  do  something  about  it. 
Surely  it  is  a  legitimate  function  of  our  government's 
foreign  policy  to  persuade  other  governments  to  keep 
their  markets  as  open  as  ours;  but  those  who  demand  that 
we  penalize  Japan  because  its  manufacturers  are  selling  to 
willing  American  buyers  are  promoting  "industrial  poli- 
*cy,"  or  socialism  with  a  business  face — part  of  the  same 
socialism  which  has  failed  wherever  tried.  There  is  no 
other  way  to  describe  business  demands  for  legislation 
that  makes  it  more  difficult  or  expensive  for  our  consum- 
ers to  buy  the  cars  they  want,  regardless  of  where  the  cars 
are  made.  Demands  for  government  action  of  this  type 
become  even  more  self-destructive  in  light  of  how  many 
"Japanese"  cars,  and  their  parts,  are  made  in  the  U.S.  by 
American  labor  and  management. 

We  have  had  far  too  many  protectionist-isolationist 
policies  as  it  is:  tariffs  or  restrictions  on  textiles,  peanuts 
and  sugar,  and  absurd  requirements  that  formerly  forced 
our  mihtary  in  Europe  to  buy  U.S.  coal  and  ship  it  there, 
even  though  European  heating  plants  could  not  use  our 
anthracite  coal  without  expensive  modifications.  There 
are  many  other  examples,  yet  even  more  of  these  policies  is 
what  proponents  of  "industrial  policy"  are  demanding. 

The  European  Factor 

All  this  is  particularly  important  because  a  major  strug- 
gle is  under  way  that  could  determine  whether  the  Euro- 
pean Economic  Community  (EEC)  will  be  a  fi-ee  market 
or  whether  it  will  succumb  to  French  (and,  to  some 
extent,  Italian)  demands  for  protectionist  subsidies  and 
anti-competitive  regulations  designed  to  "help"  their 
industries  overcome  the  rigors  of  the  free  market. 


THE  '*NEW  SOCIALISM" 

Theoretically,  the  EEC  could  block  national  protec- 
tionism in  all  its  forms.  But  the  concern  is  that  1992  will 
see  the  increasingly  powerfiil  European  Commission  dis- 
regarding the  pleas  of  England,  Holland  and  others  for 
free-market  policies.  Indeed,  this  was  one  of  Margaret 
Thatcher's  main  worries  about  the  Common  Market. 
The  big  unknown  is  the  position  of  Germany,  which  is 
normally  a  fi-ee-market  country.  Some  of  its  biggest 
industries,  such  as  electronics,  aerospace  and,  of  course, 
auto  manufacturing,  are  beginning  to  demand  more 
government  (read  protectionist)  "help." 

This  demonstrates  the  vital  stake  we  have  in  which 
side  wins  this  Common  Market  struggle,  for  upon  that 
outcome  turns  our  own  ability  to  trade  ft^eely  with 
Europe.  Because  of  this,  it  is  fatuous  for  the  President's 
critics  to  demand  that  he  turn  his  attention  away  fi"om 
foreign  policy  to  concentrate  on  domestic  issues.  This 
demand  only  displays  lamentable  ignorance  of  how 
interlocked  the  world's  economies  really  are.  Virtually 
everything  that  happens  anywhere  in  the  world  affects 
our  own  economy,  including  our  employment,  our 
revenues  and,  indeed,  the  welfare  of  all  our  people. 

Domestic  Concerns 

As  we  move  further  toward  our  critical  presidential 
election,  it  is  necessary  to  point  out  how  disturbing  are  the 
Democrats'  plans  for  our  economy.  Belatedly  recognizing 
that  the  five  candidates  who  divided  the  New  Hampshire 
vote  are  looking  more  and  more  like  early  arrivals  in  the 
spring  training  camp  of  last  year's  last  place  team,  Demo- 
cratic congressional  leaders  have  urged  that  Governor 
Cuomo,  Congressman  Gephardt  and  even  Senators  Gore 
and  Bentsen  (presumably  the  A  team)  enter  the  race.  The 
really  disquieting  thing  about  this  is  that,  as  with  the  feeble 
five,  none  of  these  men  has  any  real  expertise  in,  or  even 
understanding  of,  basic  international  issues,  and  most  have 
already  yielded  to  the  siren  call  for  more  industrial  pohcy. 

In  short,  if  the  New  Hampshire  five  are  to  be  joined  by 
three  or  four  more  of  the  same  isolationist-protectionist 
stamp — and  with  far  too  many  Republicans  supporting  a 
television  commentator  who  has  also  quaffed  the  intoxi- 
cating waters  of  populism  and  isolationism — the  pros- 
pects for  America's  fulfilling  its  role  in  a  globally  inter- 
locked economy  are,  at  the  moment,  not  bright.         ^ 
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hen  you're  traveling  abroad, 
;  nice  to  hear  a  familiar  voice 


The  language  may  be  difficult. 

The  food  may  be  diflferent. 

The  customs  may  be  unfamiliar. 

But  making  a  phone  call  back  to  the 
States  can  be  easv. 

Just  dial  the  special  AT&T  USADirect^ 
access  number  for  the  country  you're  in. 

^'ithin  seconds,  you're  in  touch  with 
an  AT&T  Operator  in  the  U.S.  who  can 
help  you  complete  your  call. 


Use  your  AT&T  Calling  Card  or  call 
collect.  And  not  only  can  you  minimize 
hotel  surcharges,  but  you  can  also  save 
with  our  international  rates. 

Only  AT&T  USADirect  SenHce  puts 
you  in  easy  reach  of  an  ATcT  Operator 
from  over  75  countries  around  the  wodd. 

And  it's  just  another  way  that  AT&T  is 
there  to  help  you  from  practically  any- 
where in  the  world. 


So  call  1  800  8744000  Ext.  4l5 

for  a  free  information  card  listing  AT6-T 
USADirect  access  numbers. 

And  see  how  making  a  phone  call  from 
distant  lands  can  becx)me  familiar  lerriiorv 


AT&T  USADirect' Sen  -ice 

\cxir  express  a)niiectic)n  \o  Al^Tserxice. 


©  1990  AT&T 


AT&T 

The  right  choice. 
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EDITED  BY  HOWARD  BANKS 


Does  Big  Steel  really  need  protection? 


On  Mar.  31  the  voluntary  restraint  agree- 
ments (a.k.a.  quotas)  limiting  steel  imports  from 
Japan,  the  European  Community  and  15  oth- 
er countries  to  a  maximum  20%  share  of  the  U.S. 
market  are  scheduled  to  expire.  Industry  lob- 
bying is  already  beginning  for  vras  to  be  extend- 
ed (see  story,  p.  40).  The  betting  is  that  steel- 
makers will  deluge  the  International  Trade 
Commission  with  dumping  complaints, 
which  will  eventually  lead  to  new  restraints. 

U.S.  trade  negotiators  hope,  however,  that 
a  new  multilateral  steel  agreement  will  be  suffi- 
cient to  persuade  Congress  that  quotas  are  no 
longer  required.  It  seems  a  pretty  vain  hope. 
Many  steel  companies  and  the  labor  unions 
are  unlikely  to  be  satisfied  by  the  multilateral 
agreement — due  to  be  completed,  no  coinci- 
dence, by  the  end  of  March — since  it  will  not 
prescribe  such  things  as  import  limits  or  mar- 
ket shares.  It  will  merely  contain  prohibitions  on 
market-distorting  government  subsidies. 
However,  the  latest  draft  of  the  agreement 
leaves  the  door  open  a  crack  for  some  continu- 
ing voluntary  restraints,  but  probably  not  open 
enough  to  suit  U.S.  protectionists. 

Politics  aside,  the  reality  today  is  that  the 
more  modern  parts  of  America's  steel  industry 

A  matter  of  timing 

This  chart  shows  just  how  much  discretion 
people  (especially  the  better-off)  have  over  the 
timing  of  realizing  their  capital  gains.  The 
long  running  average  for  realizations  has  been 
around  2%  or  so  of  gnp.  But  when  taxes  on 
capital  gains  were  reduced — in  1964,  1978  and 
1982 — realizations  doubled,  to  around  4%  of 
GNP.  Note,  too,  that  the  spurt  to  over  8%  of  GNP 
in  1986  was  in  anticipation  of  the  well-adver- 
tised increase  in  1987  in  capital  gains  taxes  from 
20%  to  28%  (and  no  preference  over  ordinary 
taxes),  as  part  of  tax  reform. 


I 


Realizations  ? 

Ratio  of  gains  to  GNP  (percent) 
1%. 


8.2% 


1 


■62   ■66   70   74   78   '82   '86   '90 

Source:  Congressional  Budget  Office 


A:  The  cut  in  top 
tax  rates  to  70% 
led  to  higher  re- 
alizations. B:  Capi- 
tal gains  rate  cut 
from  35%  to  28%. 
C:  Capital  gains 
rate  cut  to  20%. 
D:  Capital  gains 
rate  lifted  to  28% 
and  preference 
over  ordinary 
income  ended. 


don't  need  import  limits.  The  combined  effect 
of  pressure  on  foreign  governments  not  to  sub- 
sidize their  domestic  producers,  the  lower 
dollar  and  productivity  improvements  by  most 
of  the' U.S.  steel  industry  has  changed  the 
competitive  balance. 

Steel  imports  peaked  at  over  a  26%- share  of 
the  U.S.  market  in  the  mid-1980s,  when  dump- 
ing was  still  rife.  U.S.  steel  exports  were  running 
at  under  1  million  tons  a  year  (specialty  steels 
unobtainable  anywhere  else).  But  in  1991  im- 
ports gained  only  an  18%  market  share,  below  the 
20%  limit  set  by  the  vras.  Meanwhile,  exports 
of  U.S.  steel  had  shot  up  to  over  6  million  tons. 
Protection's  cost  to  users  through  higher 
prices,  $800  million  in  1988,  has  clearly  declined. 

Some  old-line  steelmakers,  like  Bethlehem, 
which  is  calling  for  vras  to  be  extended,  are 
saddled  with  expensive  labor  agreements, 
huge  pension  and  plant  shutdown  costs  and  very 
cosdy  early  retirement  deals.  But  under  the 
skirts  of  import  limits,  minimills  have  developed 
that  are  encroaching  on  more  and  more  of  the 
integrated  steelmakers'  turf.  Nucor  Corp.,  for 
example,  now  has  a  plant  that  can  make  sheet 
steel  for  the  auto  and  appliance  industries. 

-Janet  Novack 


What's  been  totally  missed  in  the  current 
debate  over  cutting  capital  gains  taxes  is  just 
how  sharply  realizations — and  hence  tax  reve- 
nues— have  dropped  since  then. 

Richard  Armey  (R-Tex.),  the  ranking  Re- 
publican on  the  Joint  Economic  Committee, 
has  pointed  out  that  the  Congressional  Bud- 
get OflEice  estimated  that  in  1990,  the  latest  year 
for  which  tax  figures  are  available,  capital  gains 
realizations  would  total  $254  billion,  or  over 
4.5%  of  GNP.  The  cbo's  estimate  was  way  off. 
Just  $120  billion  in  gains  were  realized.  The 
"missing"  $134  billion  meant  that  the  Trea- 
sury was  short  nearly  $38  billion  in  tax  revenues 
it  had  been  expecting.  The  CBO  has  yet  to 
acknowledge  its  error. 

The  chart  also  makes  clear  just  how  cost- 
effective  cutting  capital  gains  taxes  is.  Assume 
that  history  is  repeated  and  that  a  lower  rate  on 
capital  gains  increases  realizations  by  at  least  2% 
of  GNP,  equal  to  around  $117  billion  this  year. 
The  CBO  and  the  Democrats  say  that  a  1 5%  rate 
would  "cost"  nearly  $18  billion  a  year  in  taxes 
forgone.  But  based  on  past  performance,  such  a 
cut  would  generate  at  least  that  much  in  extra 
revenue.  They  also  grossly  underestimate  the 
extra  tax  that  would  result  from  the  increased 
economic  activity  that  a  cut  would  cause.      Hi 
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THE  FORBES  INDEX 


BY  TIMOTHY  DODMAN 


The  Forbes  Index  (i967=ioo) 

210 

Current  188.2* 

200  Previous  187.8t 

Percent  change         0.2% 

190 


Recessions  are  like  forest  fires — destructive,  but  capable  o 
sowing  the  seeds  for  future  growth.  The  current  recessioi 
helped  bring  down  the  trade  deficit  to  its  lowest  level  sinc< 
1983.  While  exports  set  a  record  in  1991 ,  imports  declinet 
for  the  first  year  since  1982.  Likewise,  consumer  anc 
corporate  balance  sheets  are  being  rehabilitated. 

The  economy  is  beginning  to  show  signs  of  a  recovery 
January  housing  starts  were  38%  above  their  depressec 
January  1991  level.  And  auto  sales  may  have  turned  th( 
corner  (see  table  below). 


*PrelJminary  tRevised 

78  '80  '82  '84  '86  '88  '90  '92 


Other  key  rates 

Source 

Status    ; 

Prime  rate                        WtKKm 

Chase  Manhattan  Bank 

6.5% 

Auto  sales  year  to  date  vs  1991' 

Ward's  Automotive 

2.7% 

Index  of  leading  indicators  Dec  vs  Nov 

Dept  of  Commerce 

-0.3%    1 
-$66  bil 
-0.3% 

Trade  balance  12  months  ended  Dec  1991 
All-commodity  producer  price  index  Jan  vs  Dec' 
GDP  4th  quarter  vs  3rd — annualized  growth 
M2  (3-month  change)— annualized  growth^ 

Dept  of  Commerce 
Dept  of  Latwr 

Dept  of  Commerce 

0.3% 

Federal  Reserve 

4.0% 

'  U.S.-based  manufacturers,  excludes  imports,  as  of  2/10/92.  ^  Wholesale  goods.  ■*  Includes  Ml             I 

(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds.                       1 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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Industrial  production  index  (1987=100) 
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seasonally  adjusted  (Federal  Resen/e) 
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Doritput 

your  dreams 

onhdd 


IfyouVebeen  JheAcCOndLeOSe Program,    rates.  However, 
wishing  for  a  Honda  Accord,  now  is    this  offer  won't  last  forever,  so  don't 
the  time  to  start  driving  one.  Special     put  your  dream  off  for  another  day. 
two,  three,  four  and  five  year  leases     Just  see  your  nearest  Honda  dealer, 
are  now  available  at  very  attractive     and  ask  for  the  details. 


(QlHONT  D  A 


Available  onl>  through  panicipatin^  Honda  dealers  (o  qualified  lessees  approved  by  American  Honda  Finance  Corporarion.  Subject  to  availability.  Lease  program  ends  when  determined  by  American 
Hondi  Motor  Co.,  Inc.  C IWZ  .\merican  Honda  Motor  Co.,  Inc. 
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Once  part  of  the  pride  of  U.S.  industry,  a  shrunken  Bethlehem  Steel 
today  lurches  from  restructuring  to  restructuring. 


Faded  gloiy 


By  Jerry  Flint 

Bethlehem  Steel  Corp.  has  been 
restructuring  for  the  last  17  years, 
long  before  anyone  used  the  term. 
Most  of  you  are  too  young  to  remem- 
ber just  how  big  Bethlehem  used  to 
be.  In  World  War  II,  300,000  worked 
for  the  company.  Back  then  ships 
were  the  big  business.  Bethlehem 
built  1,121  in  the  big  war,  one  a  day: 
the  troopships  that  took  the  Army  to 
Europe,  the  lsts  that  put  them  on  the 
Normandy  beaches,  the  carriers  that 
beat  back  Japan. 

The  shipbuilding  is  gone. 

There  were  150,000  workers  in 
1960,  when  Bethlehem  was  one  of 
the  world's  great  contractors.  It  built 
the  George  Washington  Bridge  in 
New  York  and  the  Merchandise  Mart 
in  Chicago,  the  Golden  Gate  in  San 
Francisco  and  the  Supreme  Court 
building  in  Washington.  They've  re- 
structured out  of  that,  too. 

Restructuring  in  steel  began  in 
1975,  but  by  last  year  Bethlehem  had 
figured  the  restructuring  was  about 
done.  Employment  was  down  to 
26,500,  and  Bethlehem  had  dropped 
from  38th  place  in  size  among  Ameri- 
can corporations  in  1975  to  191st. 
Then  came  the  recession. 

So  Walter  Williams,  chairman  and 
chief  executive,  is  restructuring 
again — more  plant  closings,  more 
numbers  on  the  pension  list,  more 
empty  offices  in  the  headquarters 
complex  in  Bethlehem,  Pa.,  across  the 
New  Jersey  line.  Bethlehem  is  a  land- 
lord now:  Dun  &  Bradstreet  has  twice 
Bethlehem's  work  force  in  the  com- 
plex, and  Union  Pacific  rents  out 
three  floors  for  its  headquarters. 

The  steelmaker  had  24  million  tons 
of  capacity  15  years  ago  and  has  16 
million  tons  today,  more  capacity 
than  any  other  steelmaker  in  America. 
But  that  will  be  down  to  1 1  million  to 
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ABOVE: 

Bethlehem's  fleet 
1,121  built  in  the  war, 
one  a  day. 

LEFT: 

Chief  Executive 

Walter  Williams 

RIGHT: 

The  rolling  mill  at 
Bethlehem,  Pa. 
Needed:  heavy 
investment  and  a 
new  labor-saving 
contract. 
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12  million  tons  by  the  end  of  next 
year.  Yet  1991  shipments  were  only  8 
million  tons. 

Bethlehem's  is  the  story  of  all  busi- 
ness, American  business  in  particular. 
Companies  are  created  by  entrepre- 
neurs; they  become  big  and  bureau - 
cratized  and  go  into  decline  when 
they  fail  to  adapt  to  the  dynamics  of 
change.  Or  they  fiail  about  as  U.S. 
Steel  and  Armco  did,  diversif\'ing  into 
businesses  they  know  nothing  about. 
Maybe  it  was  management's  fault: 
didn't  see  the  world  changing,  didn't 
keep  up  with  technolog\'  or  their  cus- 
tomers, didn't  fight  the  unions  hard 
enough,  didn't  dump  losing  opera- 


tions fast  enough  or  diversify'  into 
other  thoroughly  modern  materials. 

"Why  didn't  we  do  more  earlier?" 
says  Williams.  "If  someone  had 
walked  in  back  then  and  said, 
'Something's  happening;  we  must  cut 
our  force  by  35%,'  we  couldn't  have 
done  it.  The  culture  wasn't  there." 

Bethlehem  people  believed  in  the 
old  truths — in  fact,  they  still  do.  They 
know  that  Mickey  Mouse — Disney — 
replaced  U.S.  Steel  on  the  Dow  Jones 
30  industrials,  but  it's  hard  to  accept. 

"There  are  rvvo  ways  to  prcxiuce 
wealth,"  says  Williams.  "Produce 
something  w  ith  ymir  hands,  or  take  it 
out  (4"thc  ground."  But  this  is  a  world 
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where  knowledge  counts  for  more 
than  hard  materials  and  solid  assets. 
How  can  computer  software  or  filmed 
entertainment  or  marketing  tech- 
niques make  a  country  great?  He  is 
convinced  that  Americans  are  at  fault 
because  they  aren't  doing  more  to 
preserve  their  old  industrial  base,  and 
that  it  is  imperative  that  steel  import 
restraints,  which  are  expiring  at  the 
end  of  the  month,  not  be  allowed  to 
lapse,  since  that  would  probably  de- 
stroy another  chunk  of  the  industry. 
"I  can't  sit  here  and  believe  our  coun- 
try and  government  will  allow  it  to 
happen,"  Williams  says  (and  five  will 
get  you  ten  he's  right,  because  it's  an 


election  year;  bet  on  a  stretch-out  for 
the  quotas). 

Bethlehem  is  working  down  to  four 
operations:  Burns  Harbor,  Ind.,  35 
miles  from  Chicago,  built  in  1962, 
but  that's  new  for  an  integrated  steel 
mill;  Sparrows  Point,  Md.,  which  was 
bought  by  Bethlehem  in  1916 — but 
has  had  billions  of  dollars  in  rebuild- 
ing; the  structural  steel  mill  at  Bethle- 
hem; and  the  rail  mill  at  Steelton,  Pa. 

Burns  Harbor  and  Sparrows  Point 
make  light,  high-quality  steel,  flat 
stuff,  sheet  and  plate,  the  type  used  in 
cars  and  machinery.  Productivity  is 
high:  2.8  man-hours  per  shipped  ton 
at  Burns  Harbor.  Best  in  the  world, 


says  Roger  Penny,  senior  vice  presi- 
dent, who  heads  steel  operations. 
Sparrows  Point  is  around  4.5  hours. 
"Heading  toward  4.  That's  driven  by 
a  slighdy  different  product  line.  Give 
me  a  greenfield  plant  and  we'd  run 
close  to  2.5  to  3  man-hours.  Eventu- 
ally we'll  get  there.  After  the  next 
phase  of  investment,"  says  Penny. 
Those  two  mill  complexes  account  for 
80%  of  Bethlehem's  business. 

The  two  smaller  operations  badly 
need  about  $250  million  in  new 
equipment  and  a  new,  competitive 
union  contract.  Neither  will  come 
easy.  British  Steel  backed  out  of  a  joint 
venture  plan  for  these  two  plants  last 
year.  Penny  says  Bethlehem  considers 
these  two  integral  to  its  plans,  but 
they  could  possibly  go  if  there  is 
another  restructuring. 

Prices  are  terrible.  Steel  prices  are 
below  1981 's — steel  is  cheaper  than 
Kleenex,  cheaper  than  potatoes. 
("With  better  quality  than  potatoes," 
says  Gary  Millenbruch,  the  chief  fi- 
nancial officer.) 

But  hopes  spring  eternal.  Given  any 
kind  of  break — recession  ends,  prices 
firm — that  all  turns  around,  says  Wil- 
liams, who's  63  and  back  on  ciga- 
rettes. "We  can  see  8%  return  on  sales 
before  taxes  [and  it  will  be  a  long  time 
before  Bethlehem  pays  taxes].  On  $5 
billion  that  would  be  $400  million 
[$5  a  share]  in  an  average  year,  some 
higher,  some  lower.  This  is  the  kind  of 
target,  if  we  had  a  target,  that  we 
would  have."  Every  1%  increase  in 
prices  also  adds  $40  million  to  operat- 
ing profits — 50  cents  a  share. 

So  cash  flow  could  be  fairly 
healthy — $300  million  depreciation 
and  the  $400  million  in  operating 
profits,  and  there's  $700  million,  says 
Millenbruch.  This  pays  for  $400  mil- 
lion capital  spending  and  $100  mil- 
lion a  year  to  knock  down  debt,  with 
some  discretionary  income  left  over. 

This  had  been  a  rich  company,  with 
things  to  sell,  like  coal  mines  and  coke 
ovens  and  shipyards  and  freight  car 
plants.  There  are  plenty  of  those  at 
Bethlehem,  which  was  created  in 
1904  by  Charles  Schwab,  one  of  Car- 
negie's top  hands  and  U.S.  Steel's  first 
president.  "If  we  are  going  bust,  we 
will  go  bust  big,"  Schwab  said,  when 
he  gambled  Bethlehem  and  won  on  a 
new  type  of  I-beam.  But  that  was  in 
the  company's  entrepreneurial  stage. 
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Bethlehem  Steel 

Could  Schwab's  late -2 0th- century 
successors  have  been  more  entrepre- 
neurial, more  venturesome?  Proba- 
blv.  But  then  Schwab  didn't  have 
today's  United  Steelworkers  of  Amer- 
ica to  deal  with.  How  much  are  the 
unions  at  fault?  Labor  costs  are  now 
about  S31  an  hour,  but  flexibilitx' — 
the  old  work  rules  and  overman- 
ning— is  the  major  issue.  William  Ser- 
rin,  former  labor  writer  for  the  Nnv 
York  Times  znd  author  oi  Homestead, 
a  forthcoming  book  about  the  rise 
and  fall  of  steel,  says  with  considerable 
justice:  ''The  union  is  like  the  compa- 
ny, as  uncreative,  as  unimaginative,  as 
blind  as  the  companies  that  they  have 
modeled  themselves  after." 

Williams  does  litde  to  dispel  this 
view  with  his  litany  of  complaints.  He 
figures  100  million  tons  of  overcapac- 
ity' still  exists  worldwide,  the  capacit)' 
of  the  entire  U.S.  industn.  Environ- 
mental rules  cost  the  hard- strapped 
Bethlehem  S50  million  to  S75  mil- 
lion a  year.  The  nonunion  minimills, 
using  scrap  as  raw  material  instead  of 
ore,  have  lower  capital  costs  and  much 
more  freedom  in  manning  levels,  have 
20%  of  the  steel  business,  and  like 
Schwab  in  the  old  days,  with  less  at 
risk,  are  more  willing  to  gamble  on 
new  technology. 

Only  five  years  ago  Bethlehem  was 
one  of  the  hot  plays  on  the  Big  Board, 
bottoming  at  4  in  December  1986. 
Four  months  later  Bethlehem  was  at 
12,  eight  months  later  it  passed  18, 
and  six  months  after  that,  23.  The 
common  peaked  at  28  in  1989  and 
recendy  traded  around  15.  A  strong 
economy  could  give  it  another  boost. 

Right  now  there's  not  much  sign  of 
that.  The  fourth-quarter  steel  operat- 
ing loss  was  S619  million;  the  year's 
loss  with  restructuring  charges  was 
$767  miUion,  or  SI 0.41  a  share, 
which  killed  the  dividend.  The  cash 
and  credit  line — mostly  credit — is  at 
$552  million,  half  what  it  was  x\\o 
years  ago.  Cross  your  fingers,  hope  for 
an  upturn. 

Well,  there's  one  consolation,  no 
matter  how  threadbare:  Bethlehem, 
in  its  agony,  just  might  overtake  US.x 
and  become  the  nation's  largest  steel- 
maker. Decades  ago  this  would  ha\'e 
meant  celebration.  Today  Bethlehem 
officials  just  shrug.  When  you  are 
fighting  for  sur\ival,  you  don't  put 
much  store  in  such  trophies.  ^ 


Bill  Simon  and  Gerry  Parsky  were  great  personal 
friends,  but  their  business  partnership  was  a  disaster. 

When  Mends 
faUout 


By  John  H.  Taylor 

Former  Treasury'  Secretan,-  William 
Simon  and  Los  Angeles  la\\yer  Gerald 
Parsky  were  close  friends  as  well  as 
highly  successfijl  business  partners. 
Just  last  September  Simon  spent  ten 
days  at  Parsk\''s  2 3 -acre  California 
estate.  Formed  in  1986,  their  wsgp 
group,  which  took  its  name  from  its 
two  lead  partners,  had  attracted  inves- 
tors ranging  from  Saudi  royalt)'  to 
European  billionaires  and  had  invest- 
ed in  such  things  as  banks,  real  estate 
and  manufacturing  companies. 

Yet  ten  days  after  leaving  Parsk\''s 
home,  Simon  sent  out  a  one-sentence 
fax  to  Parsk\'  and  other  partners,  say- 
ing he  was  \\'ithdrawing  as  a  partner 
from  WSGP.  The  abrupt  resignation 
came  just  as  wsgp  was  about  to  close  a 
S300  million  fund.  When  wsGP  offi- 
cials first  saw  the  fax,  they  thought 
that  it  was  a  joke.  It  wasn't.  By  the  end 
of  the  day  the  S3 00  million  fiind  had 
collapsed. 

Three  more  Simon  allies  with  in- 


vestments in  WSGP  deals — including 
Preston  Martin,  former  Federal  Re- 
serxe  Board  \ice  chairman — also  left 
the  partnership.  And  just  last  month 
Tokio  Marine  &  Fire  Insurance  Co., 
the  giant  propeny  and  casualt)'  insur- 
er, said  it  was  withdrawing  fi-om  wsGP 
Partners  and  demanded  half  of  its 
51 00  million  investment  back.  Parsky 
is  scrambling  for  new  partners. 

Asked  about  his  resignation  fi-om 
the  firm,  Simon  is  blunt:  "I  totally  lost 
trust  and  confidence  in  Gerald  L. 
Parsk\'  and  no  longer  wished  to  be 
associated  with  him  either  profession- 
ally or  personally.  This  was  not  done 
in  haste." 

It  was  an  unseemly  ending  to  a 
close  association.  When  Simon  was 
secretan'  of  the  Treasury'  in  the  mid- 
1970s,  he  recommended  that  Parsky, 
then  a  promising  but  inexperienced 
attorney,  be  made  the  youngest  assis- 
tant secretan-  in  the  department's  his- 
tor\'.  Later  Parsk\'  became  Simon's 


LEFT: 

Former  partner 
William  E.  Simon 
RIGHT: 

Gerald  L.  Parsky 
Says  Simon,  "I 
concluded  that 
I  had  totally  lost 
trust  and 
confidence  in 
Gerald  L  Parsky. 
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point  man  in  charge  of  international 
trade  and  investments,  making  exten- 
sive contacts  with  financiers  in  the 
Middle  East,  Asia  and  Europe. 

After  leaving  government  service, 
Simon  and  Parsky  went  their  separate 
ways.  Simon  and  Ray  Chambers 
formed  Wesray  Capital  Corp.  and 
j  quickly  earned  a  reputation  as  one  of 
[the  country's  sawiest  investor  teams 
by  making  an  estimated  $400  million 
through  a  series  of  leveraged  buyouts. 

Parsky  joined  Los  Angeles- based 
Gibson,  Dunn  &  Crutcher,  where  he 
used  his  contacts  from  the  Treasury 
I  days  to  convince  foreign  investors  to 
make  acquisitions  in  the  U.S.  and  to 
work  with  U.S.  corporations  going 
abroad.  During  his  13  years  with  the 
firm,  Parsky  was  credited  with  bring- 
ing in  an  amazing  $80  million  in 
billings. 

In  1986,  after  Simon  had  a  falling- 
out  with  Ray  Chambers,  he  and 
Parsky  formed  a  partnership  with  Los 
Angeles  businessmen  Larry  Thrall, 
Roy  Doumani  and  others,  and  began 
investing  in  real  estate,  banks  and 
savings  and  loans. 

In  1990  Parsky  left  Gibson,  Dunn 
to  run  the  day-to-day  operations  of 
WSGP  Partners,  the  partnership  with 
Tokio  Marine.  Later  that  year  Simon 
sent  his  son  William  (Billy)  Jr.,  now 
AO,  to  work  in  wsGP's  offices.  The 
senior  Simon  spent  no  more  than  a 
few  days  a  month  in  the  Los  Angeles 
office,  preferring  to  work  on  the  East 
Coast  and  travel  extensively.  Parsky's 
friends  say  Billy  kept  a  "Dad  pad"  for 
reports  to  his  father.  It  was  no  secret 


that  Parsky  and  the  younger  Simon 
did  not  get  along. 

Parsky's  allies  portray  the  elder  Si- 
mon as  a  capricious  man  wracked  by 
personal  problems,  including  his  es- 
trangement from  his  longtime  wife. 
They  point  out  that  this  is  the  second 
Simon  partnership  that  ended  under 
difficult  circumstances — the  other 
with  Chambers.  Parsky  says  Simon 
resigned  because  Parsky  would  not 
make  Billy  a  fiiU  partner.  "Mr.  Simon 
wanted  the  firm  to  be  a  family- con- 
trolled operation,  and  I  couldn't 
agree,"  Parsky  says. 

But  there  was  another  aspect  to  the 
argument.  Late  in  1990  several  wsgp 
principals  received  a  memo  detailing  a 
long  list  of  complaints  by  lawyers 
representing  Saudi  Prince  Nawaf  Bin 
Abdulaziz  Al  Saud,  the  58-year-old 
half  brother  of  King  Fahd.  Nawaf  had 
been  a  client  of  Parsky's  at  Gibson, 
Dunn  since  1977  and  had  been  an 
investor  in  a  host  of  deals  put  together 
by  Parsky  and  other  wsgp  principals. 
Simon  had  served  as  his  U.S.  invest- 
ment adviser  since  1984. 

According  to  a  document  prepared 
in  connection  with  the  complaint, 
Nawaf  accused  Parsky,  Simon,  Gib- 
son, Dunn  and  the  others  of  "self- 
dealing,  undisclosed  conflicts  of  in- 
terest, misappropriation,  material 
nondisclosures  and  fraud."  The  most 
serious  of  Nawafs  charges  was  that 
Parsky  had  put  the  prince  into  a  series 
of  bad  real  estate  deals  without  dis- 
closing that  Parsky  himself  or  other 
Gibson,  Dunn  attorneys  or  cfients 
owned  pieces  of  some  of  the  projects. 


In  one  case,  the  prince  bought  some 
properties  that  Parsky  had  an  owner- 
ship stake  in,  at  a  significant  profit  to 
the  sellers.  Parsky  says  that  he  made 
ftill  disclosure  to  the  prince  and  took 
no  profits  from  that  particular  sale, 
though  he  refuses  to  produce  the 
related  documents,  citing  client 
confidentiality'. 

A  settlement  in  principle — said  to 
be  at  least  $20  million — was  reached 
last  July.  In  the  settlement,  Simon, 
Parsky  and  the  others  agreed  to  buy 
back  properties  from  the  prince,  repay 
certain  loans  the  prince  had  made  to 
them  and  give  him  increased  stock — 
or  the  equivalent  in  cash — of  a  Hawaii 
savings  and  loan  that  wsgp  principals 
invested  in. 

Parsky  characterizes  the  settle- 
ment, which  has  yet  to  close,  as  a 
sincere  effort  to  accommodate  a  dis- 
grunded  investor.  Parsky  says  he  has 
"no  doubt"  that  he  would  have  won 
the  case  if  the  prince  had  chosen  to  file 
litigation. 

Did  the  prince's  allegations  lead  to 
Simon's  disillusionment  with  Parsky.^ 
Simon's  allies  equate  the  setdement 
with  an  adrhission  of  guilt,  which  they 
say  destroyed  their  confidence  in 
Parsky's  integrity.  As  FoRBES  goes  to 
press,  three  of  Parsky's  former  part- 
ners have  refijsed  to  contribute  to  the 
proposed  settlement  with  Nawaf 

In  a  prepared  statement.  Thrall, 
Martin  and  Doumani  declared:  "We 
share  Bill  Simon's  view  that  we  never 
had  any  responsibility  or  liability  to 
the  prince." 

Simon  Jr.  says  that  Parsky  will  pay 
the  lion's  share  of  the  settiement.  But 
Parsky  denies  this.  Parsky's  friends  say 
that  the  real  problem  between  Parsky 
and  Simon  was  the  younger  Simon's 
ambition  and  his  father's  support  of 
that  ambition  at  a  time  when  the 
father  was  having  personal  difficulties. 

Take  your  choice. 

Parsky  is  currendy  scouting  for  new 
investors,  using  his  gold-plated  card 
file.  He  has  recruited  a  new  team  of 
investment  advisers,  including  Forbes 
Four  Hundred  member  John  Ander- 
son and  Simon  Ramo,  former  TRW 
Inc.  vice  chairman,  to  give  the  firm 
credibility. 

Of  former  friend  Bill  Simon,  Parsky 
says:  "Sometimes  I  wrack  my  brain  to 
understand  how  all  this  happened.  It 
just  doesn't  seem  possible."  ^M 
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By  applying  New  England  frugality  to  the  entertainment 
business,  Sumner  Redstone  has  made  a  smashing 
success  of  his  leveraged  buyout  of  Viacom. 

"I  can't  even 
remember  the 
old  star's  name" 


By  Matthew  Schifrin 

"Listen  to  this,"  commands  mtv 
Networks'  46-year-old  boss,  Thomas 
Freston,  searching  a  pile  of  fan  mail 
from  the  rock  music  video  channel's 
viewers.  Freston  reads: 

"I  am  studying  in  Bombay.  A  month 
ago  I  bought  MTV.  And  now  I  am 
addicted  to  MTV,  so  much  so  that 
I  am  neglecting  my  studies.  I  would 
love  to  listen  to  more  heavy  metal. 
My  favorite  band  is  AC/DC. 

(signed)  Clayton  Rana" 

"Cool,"  says  Freston. 

Parents  and  development  econo- 
mists may  not  find  that  letter  particu- 
larly cool,  but  for  Freston  and  MTV's 
owner,  Viacom  International  Inc.,  it 


is  music  to  the  ears. 

Just  five  years  ago  MTV  was  consid- 
ered a  fading  asset.  It  belonged  to 
Viacom  when  Boston  multibillionaire 
Sumner  Redstone  acquired  Viacom 
for  his  National  Amusements,  Inc.  in 
a  highly  leveraged  transaction  in  June 
1987.  Redstone's  privately  owned 
movie  theater  chain  paid  $3.2  billion, 
all  but  $500  million  of  it  borrowed,  to 
buy  83%  ofViacom's  pubhc  shares  in  a 
hostile  takeover. 

Viacom  had  attractive  assets:  cable 
systems  with  I  million  subscribers, 
mosdy  in  California  and  the  Pacific 
Northwest;  TV  and  radio  stations;  and 
a  lucrative  television  syndication  divi- 
sion. MTV  was  targeted  for  quick  sale 
by  the  company's  bankers. 


But  Redstone,  now  68,  saw  value  ir 
diversity.  He  hired  former  Home  Bo> 
Office  Chief  Executive  Frank  Bionc 
and  told  him  to  develop  Viacom'^ 
franchises,  MTV  included. 

A  smart  call  by  Redstone,  beautiftil-l 
ly  executed  by  Biondi.  While  mostl 
Viacom  divisions  are  doing  well,  MTV] 
Networks  has  emerged  as  the  crownl 
jewel.  MTV  Networks  accounts  fori 
$411  million  ofViacom's  revenues,! 
$162  million  of  its  cash  flow,  and  isl 
growing  more  than  20%  a  year.  Over| 
65%  of  revenues  comes  from  advertis- 
ers like  Procter  &  Gamble,  Nike  andj 
Pepsi,  the  rest  from  subscriber  fees. 

MTV  Networks  includes  three  cable  I 
TV  channels:  around-the-clock  music] 
video  channels  MTV,  aimed  at  12-to- 
34-year-olds,  and  VH-1,  for  25 -to- 
49-year-olds;  and  Nickelodeon,  now  I 
the  world's  largest  provider  of  chil- 
dren's programming. 

As  the  letter  fi-om  Bombay  indicat- 
ed, MTV  has  become  a  global  phenom- 
enon. The  channel  is  broadcast  into 
55  million  U.S.  homes  and  32  million 
homes  in  Europe.  In  Latin  America 
24  million  homes  receive  it.  In  Asia 
MTV  recentiy  began  broadcasting  \ia 
satellite  to  1  million  homes.  Interna- 
tional grow^Ji  could  push  MTV's 
worldwide  revenues  to  $1  billion  by 
the  end  of  the  decade. 

In  short,  Redstone  got  his  money's 
worth  in  buying  Viacom.  That's  in 
part  because  he  runs  it  like  a  tightfist- 
ed  New  England  businessman,  not 
like  a  spendthrift  Holh'wood  mogul. 
Viacom's  headquarters  are  not  at  a 
posh  address,  but  in  leased  space  a  few 
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'I  LEFT: 

I  Viacom's  Frank 
Biondi  and 
Sumner  Redstone 
Most  thought 
MTV  was  a  fad,  but 
they  held  on. 
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Ren  &  Stimpy 
and  Liquid  TV 
Rather  than 
pay  premiums 
for  known  talent, 
Viacom  is 
creating  its  own. 
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Thomas  Freston,  chief  executive  of  MTV  Networks 

Like  many  of  MTV's  in-house  talent,  his  iiaciiground  is  unusual. 


doors  away  from  the  seedy  porn  the- 
aters of  Times  Square. 

For  Hollywood  studios  and  televi- 
,  sion  networks,  costs  have  spiraled  be- 
«cause  the  producers  are  at  the  mercy 
of  talent  agencies,  liigh-priced  writers 
and  expensive  production  companies. 
Not  so  with  Viacom.  Virtually  all 
programming  is  produced  by  its  own 
employees  with  low-cost,  home- 
grown talent. 

For  example,  Steve  Isaacs,  22,  vid- 
eo jock  and  host  of  an  mtv  teen- 
oriented  magazine-style  show  called 
Like  We  Care,  was  a  Jungle  Cruise 
skipper  at  Disneyland  before  joining 
MTV.  Fab  5  Freddy,  another  host,  was 
a  graffiti  artist  in  Brooklyn. 

Freston  himself  spent  eight  years  in 
Afghanistan  and  India,  exporting  de- 
signer clothes  to  stores  like  Bloom- 
ingdalc's,  before  joining  mtv  in  1980. 

So,  too,  in  Viacom's  first-run  syndi- 
cation business.  The  company's  suc- 
cessfijl  Phil  Donahue-style  talk  show 
is  hosted  by  Montel  Williams — a  ma- 
cho, bald-headed  former  motivation- 
al speaker  for  the  U.S.  Na\y,  un- 
known before  Viacom  signed  him  up. 

Redstone  is  determined  to  avoid 
the   financial   bad   habits  of  Holly- 


wood. Viacom's  Biondi  recalls  a  1989 
meeting  with  the  star  of  one  of  Via- 
com's syndicated  shows,  The  Adven- 
tures ofSuperboy.  "Things  were  going 
well,"  says  Biondi,  "so  the  star's 
agent  asked  for  a  lot  more  money.  So 
we  said,  'Sayonara,'  got  a  new  Super- 
boy,  and  now  I  can't  even  remember 
the  old  star's  name." 

Viacom's  marketing  is  relentlessly 
targeted,  unlike  that  of  the  big  TV 
networks,  "nbc,  cbs  and  abc  are 
mass-consumption  vehicles;  a  show 
for  one  can  run  on  any  of  the  others," 
says  Freston.  "We  have  a  certain  style, 
aestheticism  and  point  of  view." 

Meaning  that  Freston  stresses 
building  the  networks  as  brands  rath- 
er than  boosting  an  individual  talent 
or  program.  Since  mtv's  viewers 
dominate  the  record- buying  audi- 
ence, MTV  has  been  able  to  negotiate 
exclusivity  contracts — at  minimal 
cost — that  give  it  first  crack  at  playing 
most  major  record  companies'  videos. 

With  two  music  channels,  Freston 
can  air  only  a  fraction  of  those  videos. 
But  new  digital  technology  will  soon 
allow  MTV  to  split  each  channel  into 
three  channels.  This  will  enable  mtv 
to  target  its  music  programming  to 


specialized  audiences  such  as  heavy 
metal  and  rap.  This  could  ftirther 
entrench  mtv's  power  in  the  $7.5 
billion  record  industry. 

Viacom's  Nickelodeon  channel, 
too,  plans  to  go  international  and 
could  eventually  be  split  into  three 
channels.  This  will  expand  Viacom's 
ability  to  distribute  films  and  TV  pro- 
grams from  its  library,  including  new 
cartoons  and  kids'  shows. 

Nor  are  Redstone  and  Biondi  ne- 
glecting the  lucrative  licensing  mar- 
ket. A  slew  of  activity  toys  made  by 
Mattel  for  Nickelodeon  will  hit  the 
shelves  this  September.  Also  coming 
are  a  Nickelodeon  magazine  for  chil- 
dren and  a  record  label  devoted  to 
children's  music.  Both  Nickelodeon 
and  MTV  plan  to  produce  feature- 
length  motion  pictures. 

Last  year  Viacom  grossed  over  $1.7 
billion.  In  a  year  when  many  media 
and  entertainment  companies  suf- 
fered, Viacom's  operating  profits 
jumped  40%,  to  $312  million.  For 
1992  analysts  estimate  $480  million. 

Soon  after  doing  the  lbo,  Redstone 
sold  two  cable  systems  and  stock  in 
Orion  Pictures.  Using  the  proceeds, 
plus  cash  flow  and  ftinds  from  addi- 
tional equity  offerings,  he  has  reduced 
its  debt  from  $2.8  billion  to  $2.3 
billion — often  buying  in  its  junk 
bonds.  Viacom's  cash  flow  could  soon 
cover  interest  payments  2.5  times. 

In  the  last  several  weeks  Viacom 
International's  stock  has  been  strong, 
rising  from  $30  to  $34.  There  is 
speculation  that  Viacom  may  take 
MTV  Networks  public.  Recendy  a 
smaller  cable  network,  Robert  John- 
son's Black  Entertainment  Televi- 
sion, went  public  at  15  times  operat- 
ing cash  flow  and  soon  rose  to  20 
times  cash  flow.  At  1 5  times  projected 
cash  flow,  MTV  Networks  alone  would 
be  worth  $3  billion,  making  Viacom 
at  current  prices  quite  a  bargain. 

Morgan  Stanley's  Alan  Kassan  fig- 
ures Viacom's  other  assets — the  cable 
franchises.  Showtime,  the  syndication 
operation  and  the  broadcast  sta- 
tions— could  be  worth  an  additional 
$5  billion  in  market  value.  Yet  at  a 
recent  $34  a  share,  the  whole  compa- 
ny, debt  included,  has  a  total  capital- 
ization of  around  $6  billion. 

Here's  one  leveraged  buyout  that 
has  been  a  smashing  success  for  just 
about  everyone  concerned.  Wk 
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Having  trouble  making  sense  of  the  media's 
presidential  campaign  punditry?  Try  consulting  the 
people  who  have  their  own  money  on  the  line. 

Bush  by 
several  lengths 


By  Charles  E.  Babin 

Worried  about  the  potential  impact 
of  this  fall's  presidential  election  on 
your  investments?  Almost  daily,  con- 
stituents are  bombarded  with  yet  an- 
other campaign  survey;  for  every  poll 
there  are  often  multiple  interpreta- 
tions. And  even  when  the  electorate 
speaks  at  the  ballot  box  (the  only  poll 
that  counts),  there's  always  a  linger- 
ing question. 

Consider  the  New  Hampshire  pri- 
mary. On  the  Republican  side,  it  was 
George  Bush  over  Pat  Buchanan  by  a 
margin  of  16  percentage  points — yet 
in  much  of  the  media  this  was  consid- 
ered a  major  defeat  for  Bush.  Is  Paul 
Tsongas  just  a  "regional  candidate," 
even  through  he  beat  his  nearest  rival, 
Bill  Clinton,  handily.^ 

In  the  media,  conftision  reigns  as 
the  various  pundits  interpret  the  re- 
sults according  to  their  preferences. 

Fortunately,  there's  an  alternative 
way  to  assess  the  election  prospects  of 
the  various  candidates.  In  Great  Brit- 
ain, where  gambling  is  legal,  Lad- 
brokes,  England's  largest  gambling 
operation,  makes  book  on  a  wide 
array  of  upcoming  events,  including 
U.S.  presidential  elections. 

Are  gamblers  smarter  than  media 
sages  when  it  comes  to  figuring  elec- 
tions.^  Say  this  for  the  gamblers:  They 
have  real  money — their  own — on  the 
line.  They  are  not  just  trying  to  look 
smart.  They  are  trying  to  be  right. 

As  I  see  it,  the  betting  market  is 
efficient.  Arbitrage  ensures  that  the 
odds  reflect  all  known  information. 
(Ladbrokes  will  not  accept  transatlan- 
tic telephone  bets.  But  Americans  on 
the  scene  or  with  friends  in  the  U.K. 
can  bet  at  any  of  Ladbrokes'  2,000 
gaming  shops,  just  like  any  Brit.  And 


Ladbrokes  will  quote  odds  over  the 
phone:  011-44-81-868-8899.) 

Karen  Starkey  of  Ladbrokes'  public 
relations  department  says  her  firm  has 
been  quoting  odds  on  the  U.S.  presi- 
dential elections  since  1964,  and  has 
never  been  wrong  in  identifying 
which  party  would  prove  victorious, 
from  the  very  first  odds  quoted  on  a 
particular  campaign. 

How  are  Her  Majesty's  bookies 
sizing  up  Campaign  '92?  The  table 
below  lists  Ladbrokes'  odds  as  of  Feb. 


The  presidential 
betting  odds 


Wager:  Which  political  party  will  win 
U.S.  presidency? 

the 

Odds* 

Republicans 

4-to-9 

Democrats 

13-to-8 

Who  will  be  the  next  U.S. 

President? 

Bush 

4-to-9 

Buchanan 

33-to-l 

Clinton 

5-to-2 

Tsongas 

6-to-l 

Kerrey 

50-to-l 

Harkin 

50-to-l 

Brown 

100-to-l 

*As  of  Feb.  25,  1992. 

According  to  the  betting  odds  in  London, 
President  Bush  is  the  odds-on  favorite  to 
win  the  November  presidential  election. 
For  every  dollar  bet  on  Mr.  Bush,  punters 
stand  to  win  only  about  44  cents. 


25,  after  the  New  Hampshire  primary' 
and  Maine  caucus.  As  with  financial 
markets,  the  safer  the  bet,  the  lower 
the  potential  return.  As  of  now,  Lad- 
brokes is  saying  that  George  Bush 
looks  almost  like  a  shoo-in.  And  the 
odds  favoring  his  re-election  were 
improving  during  the  latter  part  of 
February. 

In  looking  at  the  table,  remember 
that  successful  bettors  get  back  their 
original  wager  plus  the  payoff^,  called 
the  "winnings."  So  at  4-to-9  odds,  a 
$9  gamble  that  the  Republican  party 
will  capture  the  White  House  in  No- 
vember stands  to  gross  SI 3 — that's 
$4  in  winnings  plus  the  $9  wager — for 
a  44. 4 -cents  return  on  everv  dollar 
bet.  An  $8  bet  on  the  Democrats  (at 
13-to-8  odds)  would  return  the  SB 
plus  a  $13  payoff",  or  a  162%  return  on 
your  money  if  the  Democrats  won — 
over  V-h  times  the  return  from  betting 
on  the  Republicans. 

While  the  Democrats  may  be  fond 
of  telling  the  media  that  George  Bush 
is  mishandling  the  economy,  the 
punters  are  saying  that  the  Republi- 
cans are  nearly  four  times  as  likely  to 
win  as  the  Democrats. 

The  odds  on  individual  contestants 
are  also  revealing.  Want  a  long  shot? 
There's  Pat  Buchanan.  Since  the  Ne^^' 
Hampshire  primar\',  he  has  been  as- 
serting that  his  37%  vote  count  exi- 
denced  the  viability'  of  his  candidao'  as 
he  flashed  the  Manchester  Union\ 
"Read  Our  Lips"  headline.  But  Lon- 
don's punters  aren't  all  that  im- 
pressed. Ladbrokes  is  currendy  will- 
ing to  pay  $33  for  ever\'  SI  placed  on 
Buchanan's  nose. 

Among  Democratic  contenders, 
Paul  Tsongas  isn't  the  ft"ont-n.mner 
among  the  betting  crowd.  A  SI  bet 
on  Tsongas  to  win  the  Presidency 
would  win  $6.  That's  a  lot  less  risky 
than  a  bet  on  Bob  Kerrey  or  Tom 
Harkin  (both  at  50-to-l )  or  on  long- 
shot  Jcrr\'  Brown  (at  100-to-l).  But  a 
Clinton  wager  would  return  $2.50  for 
ever}'  $1  risked— a  solid  indication 
that  the  Arkansas  governor  has  so  far 
surx'ived  the  Flowers/\'ictnam -draft 
attacks  and  is  tar  ahead  of  Tsongas. 

To  each  his  own.  You  may  have 
your  favorite  poll  or  your  ta\orite 
pundit.  Me,  I'll  take  Ladbrokes.  The 
outcome  of  a  presidential  election  is 
too  important  to  my  investments  to 
leave  to  amateurs.  ^ 
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If  you're  looldng  for  the 

most  cost-efficient  jet, 

look  a  little  higher. 
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Thai's  where  you'll  find  the  Learjet  31A.  High  above  the  weather  and  congestion  of  slower  aircraft,  the 
Learjet  31A  slices  through  the  smooth  air  of  the  troposphere  with  an  efficiency  never  before  realized  in  a 
corporate  jet.  An  aircraft  which,  at  any  altitude,  dispels  the  notion  that  you  must  choose  between  performance 
and  economy  And  proves  you  can  enjoy  the  lowest  operating  cost  per  mile  without  lowering  your  standards. 

Look  to  the  Learjet  31A.  The  shortfield  leader.  A  cost-efficient  wonder. 
A  high  altitude  performer  that  is  above  the  fray  and  beyond  compare. 

To  receive  a  profile  of  this  exceptional  business  jet,  call  Mr.  Ted  Farid, 
Vice  President  Domestic  Marketing  at  (316)  946-2450.  Nothing  else  comes  close. 
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K  you  find  it  difficult 
to  talk  about,  write: 


How  to  talk  about  AIDS 

PO.  Box  303 

Hartford,  CT  06141 


..^ 


,.-" 


.^' 


/Etna 


A  poHcy  to  do  more. 


>  199t  Aetna  Life  and  Casualty  Company 


STATISTICAL  SPOTLIGHT 


Looking  for  bargains  in  a  high  stock  market  and  a  low- 
interest  bond  market?  Take  a  look  at  busted  convertibles. 

Convertible  junk 


By  Warren  Midgett 

When  investors  get  really  disgusted 
with  the  performance  of  a  convertible 
bond,  they  become  irrational,  dump- 
ing it  for  less  than  its  value  as  straight 
debt.  That  phenomenon  creates  op- 
portunities for  investors  willing  to 
invest  in  junk  bonds.  In  effect,  the 
buyer  is  getting  a  long-shot  call  on  a 
common  stock  for  less  than  nothing. 

Marko  Budg>'k  follows  high-yield 
securities  for  Houlihan  Lokey  How- 
ard &  Zukin,  a  Los  Angeles  financial 
advisory  firm  with  a  sideline  in  bank- 
ruptcy consulting.  He  has  a  keen  eye 
for  junk  bond  values. 

These  days  Budgyk  likes  a  number 
of  way-out-of-the-money  converts. 
Convertible  bonds,  hybrids  of  fixed 
income  and  common  stock,  usually 
start  out  life  with  a  strong  equity 
flavor.  The  Anacomp  9s  of  1996,  for 
instance,  were  issued  at  par  in  1981. 
Each  $1,000  bond  can  be  converted 
into  63.3  shares  of  Anacomp  com- 
mon. At  the  time  the  bonds  were 
floated,  that  many  shares  of  the  com- 
mon were  worth  about  $850.  A  buyer 
might  have  looked  on  the  bond  as  an 
indirect  way  to  buy  Anacomp  com- 
mon, paying  $150  extra  but  in  return 
getting  $90  a  year  in  interest.  The 


common  paid  no  dividend. 

But  rather  than  rise,  Anacomp's 
stock  (which  still  pays  no  dividend) 
has  fallen,  to  478  a  share.  The  conver- 
sion value  ot  the  bond  is  thus  down  to 
$309.  This  is  what  the  trade  calls  a 
busted  convertible. 

Holders  of  busted  converts  some- 
times sell  them  too  cheaply.  "There 
are  some  companies— Anacomp  is 
one — where  the  convertible  issues 
yield  more  than  the  nonconvertible 
debt  of  similar  credit  quality  and  ma- 
turity," says  Budgyk.  "That  says  a  lot 
about  how  misunderstood  this  mar- 
ket is."  At  a  recent  price  of  $84  ($840 
per  $1,000  efface  value),  the  Ana- 
comp 9s  yield  14.5%  to  maturity. 
That's  an  excellent  yield  for  a  compa- 
ny of  this  credit  quality. 

Budgyk  also  cites  the  convertible 
Burnup  &  Sims  12s  of  2000,  yielding 
21.5%  to  maturity.  Budgyk  says  the 
bond,  stripped  of  the  conversion 
right,  should  yield  only  15%.  Buyers, 
in  effect,  are  getting  a  cheap  bond  and 
a  free  call  on  the  common. 

Beware:  Many  convertibles  are 
junk  bonds,  standing  well  behind  se- 
nior bondholders  in  a  bankruptcy.  In 
that  case,  Budgyk  compares  the  con- 


vertibles with  nonconvertible  subor- 
dinated debt,  if  there  is  any,  or  with 
what  nonconvertible  junior  debt 
ought  to  yield.  Both  the  Burnup  & 
Sims  and  Anacomp  convertibles  are 
subordinated  to  senior  debt. 

The  Wang  Laboratories'  7.75s  ofl 
2008  have  a  yield  to  maturit}'  of 
13.6%  and  are  convertible  into  19.2 
shares  of  Wang  common.  The  stock 
recentiy  traded  at  6V4.  A  conversion  is 
highly  unlikely,  but  Budg>'k  says  the 
company's  credit  quality'  is  too  high 
for  a  13.6%  bond.  The  bond,  recentiy 
quoted  at  $62,  is  worth  more  like 
S75.  Budg\4  arrives  at  such  values  in 
part  by  looking  at  the  volatility  of  a 
company's  common  stock.  The  great- 
er the  volatilit)',  the  riskier  the  compa- 
ny's underlying  business  operations 
and  the  greater  the  chance  the  bonds 
will  go  into  default. 

The  table  shows  ten  convertibles 
that  are  attractive  in  Budg\'k's  scoring 
system.  In  the  measure  of  credit  risk,  1 
is  considered  the  lowest  qualit)'  and 
100  is  the  highest. 

Budg^'k  has  already  bought  many 
of  these  bonds  for  his  firm's  money 
management  clients.  In  most  cases  he 
has  also  arbitraged  away  some  of  the 
risk  by  taking  short  positions  in  the 
common.  That  is,  he  will  buv,  say, 
$100,000  of  the  bond,  tiien  short'a 
smaller  amount  (maybe  S30,000)  of 
the  underlying  stock.  If  the  company 
does  well,  the  bond  position  should 
gain  in  dollar  value  more  than  the 
short  position  loses.  If  the  company 
deteriorates,  he  figures  on  making 
more  from  the  shorted  common  than 
he  loses  on  the  bond.  ^M 


Oversold? 


Issuer/issue 

Recent 

Yield  to 

Credit 

Required 

Estimated  value 

price 

maturity 

score' 

bond  yield^ 

bond3 

convertible* 

Anacomp/   9%  of  1996 

$84 

14.5% 

21 

12.2% 

$90 

$93 

Burnup  &  Sims/    12%  of  2000 

63 

21.5 

10 

15.0 

85 

88 

Cetuss/   5.25%  of  2002 

74 

9.2 

56 

9.20 

74 

80 

DSC  Communications/   /.75%  of  2014 

57 

16.3 

26 

12.5 

64 

70 

IVIaxtor/   5.75%  of  2012 
Moran  Energy*/   8.75%  of  2008 

45 

14.0 

27 

13.0 

49 

55 

56 

14.2 

20 

12.6 

74 

77 

OHM/   8%  of  2006 

70 

12,5 

20 

12.5 

70 

76 

Seagate  Technology/   6.75%  of  2012 

70 

10.5 

48 

10.7 

68 

75 

Wang  Laboratories/   7,75%  of  2008 

62 

13.6 

48 

11.8 

71 

75 

Zenith/   6.25%  of  2011 

56 

12.3 

31 

11.6 

57 

70 

'Measures  the  percentile  of  credit  risk  of  the  issuer  relative  to  the  universe  of  debt-issuing  companies. 

'An  assessment  of  the  fair  yield  of  the  issuer  based  on 

its  credit  score.  The  lower  the  credit  score  or  ranking,  the  greater  the  credit  risk  and  the  higher  the  required  yield.    'Value  of 

issue  before  consideration  of 

convertibility  feature.    ^Value  of  issue  taking 

into  account  the  estimated  bond  value  plus 

the  added  va 

ue  attributable  to  Its  conversion  feature. 

^Convertible 

into  Chiron  common.    ^Convertible  into  Kaneb  Services  common. 

Source:  Houlihan  Lokey  Howard  &  Zukm  Invesiir^ent  Managemer\t. 

All  of  these 
bonds  have  convex 
sion  features 
that  add  to  their 
fixed-income 
values.  Most  are 
trading,  says 
Marko  Budgyk,  at 
less  than  what 
they  are  worth  as 
straight  debt. 
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"T 

1  Want  It  To  Taste  Like  Home 
And  Sound  Like  Heaven." 

"My  first  restaurant  is  famous  for  Bar-B-Q. 
My  second  one  will  have  the  finest  Blues. 
And  I'll  track  expenses  for  both  places  with 
the  Corporate  Card. " 

As  your  company  grows,  the  benefits 
multiply.  We'll  itemize  and  categorize 
your  employees'  expenses,  and  when  you 
travel  you'll  save  at  least  10%  at 
participating  hotels.   Call  1-800-SUCCESS. 

Keep  on  doing  what  you  do  best  and  let 
the  Corporate  Card  do  the  rest. 

To  Your  Success 


January  1989: 

\^  decided  the  only  way 

to  reinvent  our  cars 

was  to  reinvent  our  company 


LfB 


ulcar 
Cab 


And  that's  what  we  did.  Three  years  ago,  we  turned 
the  company  upside  down.  Inside  out.  We  changed  the 
company  to  change  the  way  we  make  cars. 

It's  a  whole  new  way  of  making 
our  cars:  platform  teams. 

It's  a  fundamental  change  in  our  way  of  woridng.  In 
our  corporate  culture. 

The  Company  has  been  organized  into  four  platform 
teams-large  car,  small  car,  truck,  and  minivan.  Each  team 
is  pnxiuct  engineers  and  manufacturing  engineers,  plan- 
ners and  buyers,  marketers,  designers  and  finance  analysts 
in  lockstep,  talking  together  and  working  together. 

Sharing  responsibility 

It's  not  the  old  way:  an  engineer  finishing  his  piece  of 
the  car  and  tossing  the  plan  over  the  fence  to  the  next  guy 
up  the  line. 

It's  the  new  way:  everybody  woridng  together  to 
resolve  all  the  technical  problems  beforehand.  To  make 
sure  the  designer's  concept  can  be  engineered  and  the 
engineer's  plan  can  be  built  so  that  problems  are  solved  up 
front  and  costly  tradeoffs  downstream  are  eliminated. 

Everybody  focused  on  one  goal:  making  a  great  car. 

And  what  drives  the  system  is  the  voice  of  the 
customer.  The  customer  who  is  most  likely  to  buy  the  par- 
ticular produa. 

The  result  is  better  quality  lower  cost  and  a  reduction 
in  the  time  it  takes  to  get  a  product  to  market. 

The  result  is  a  whole  new  way  of  making  cars. 

It's  a  new  home  for  a  new  way 

of  making  cars:  The  Chrysler 

Technology  Center. 

It's  the  new  guts,  the  new  heart,  the  new  muscle  of 
our  company 

The  Center  in  Auburn  Hills,  Michigan  opened  offi- 
cially October  15, 1991.  And  our  platform  teams  have 
started  moving  in. 

Not  only  will  they  be  conveniently  located  to  each 
other,  but  to  all  the  tools  they  will  need  to  do  their  jobs. 

Electromagnetic  and  environmental  labs,  a  wind  tun- 
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nel  and  a  test  track.  A  pibt  faaory  to  test  computerized  Tti 

manufacturing  equipment,  shops  to  hand-build  prototype  .  ^ 
vehicles,  and  design  studios.  Even  an  education  center.  All  '  jedit 
the  tools  needed  to  make  cars  that  are  safer,  environmen- 
tally responsible  and  more  efficient.  In  all,  7,000  people  will,Jiai| 
go  to  woik  at  the  Center. 

Some  people  ask,  "Why  put  a  billion  dollars  in  new  j 
real  estate  now?"  The  answer  is  simple.  The  Chrysler  Tech- , 
nology  Center  is  a  long-term  investment  in  a  whole  new  wa> 
of  woridng.  And  it  will  be  worth  every  penny  of  it. 

To  us.  And  to  you,  our  customer. 


It's  a  company 
with  a  new  reconi  of  getting 
from  show  car  to  showroom. 

The  original  V-10  Dodge  Viper  made  its  debut  in  Janu- 
ary 1989  at  the  North  American  International  Auto  Show  in 
Detroit.  The  reaction  from  the  public  was  instant  and 
overwhelming. 

And  so  was  Chrysler's  response.  A  study  task  force 
grew  quickly  into  Team  Viper-charged  wi&i  bringing  the 
car  to  maitet  within  three  years.  A  worid-class  record  for 
this  country 

And  so  was  bom  more  than  a  new  sports  car:  a  more 
responsive  product  devebpment  process  that  dramaticalK' 
cuts  lead  time  and  investment. 

And  so  was  bom  the  pnxotype  for  organizing  a  whole 
company 

We  predict  our  new  cars  will  drive 
a  new  trend:  cab  forward. 

In  the  fall  of  1992  Chrv-sler  will  launch  a  new  series  of 
midsize  cars.  Cab  forvv'arti  cars:  a  concept  that  is  based  on 
restructuring  the  car,  not  restNling  the  car. 

The  base  of  the  v^indshield  is  pashed  for\\-aiti  over  the 
front  wheels.  The  rear  wheels  are  pushed  rean\ard.  The 
width  of  the  car  increased. 

From  these  simple  changes  are  derixtd  a  whole  series 
of  important  benefits. 

The  first  is  more  room  up  front  arxl  rear  for  the  dri\er 
and  passenger  Another  is  the  abilit\-  to  engineer  a  signifi- 
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fantly  longer  wheel  base  in  a  midsize  car.  Ride  and  handling 
re  thereby  improMed. 

The  longer  wheel  base  in  turn  allows  for  larger  doors 
|ront  and  rear  for  easier  entry  and  exit.  Without  sacrificing 
trunk  space. 

Exceptional  aerodynamics,  reduced  wind  noise  and 
mproved  fuel  economy  are  also  derived  from  the  cab  for- 
ivaixl  restructuring. 

But  true  uniqueness  is  derived  from  the  quality  of  the 
total  car:  the  quality  of  the  driving  experience. 

Cab  forward  will  become  a  new  trend.  Just  because  it 
imakes  so  much  sense. 
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It's  a  company 
with  achievements  to  build  on. 
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It's  a  company  with  dominance  in  important  aspects 
of  the  business. 

The  most  significant  is  the  Chrysler  minivan.  We 
gambled  on  a  new  idea  only  we  believed  in.  And  America 
loved  it.  And  three  million  minivans  later  we're  still  improv- 
ing them.  Making  them  safer,  more  functional  and 
friendlier  for  the  American  family 

Everybody  knows  we  bought  Jeep*  the  gold  standard 
for  four-wheel  drive,  not  just  in  this  country  but  around  the 
i  world.  Our  new  Jeep*  Grand  Cherokee  will  create  new  stan- 
dards for  all  sport  utility  vehicles. 

We  reintroduced  an  old  idea,  the  convertible,  to  a  new 
generation.  We  turned  fun  into  a  big  business.  And  every- 
body jumped  on  the  bandwagon. 

The  American  public  thinks  of  us  as  warranty  leaders 
with  good  reason.  We  believe  we  started  a  trend  in  war- 
ranty improvement  across  the  board  to  the  benefit  of  all 
consumers. 

•      All  our  plants  are  new  or  refurbished.  But  no  automo- 
tive plant  in  America  will  be  more  socially  responsible  or 
technically  proven  than  our  newest,  Jefferson  North,  in  the 
heart  of  Detroit. 

Building  something  new  is  good.  Having  something  to 
build  it  on  is  better 

Our  dedication  to  safety 
started  an  industry  trend. 

Most  people  know  that  Chrysler  is  the  only  car  com- 
pany that  puts  driver-side  air  bags  on  every  passenger  car  it 
builds  in  the  U.S.* 

They  may  not  know  we  are  the  first  with  a  minivan 
driver-side  air  bag!  That  the  minivan  has  an  available  built-in 
child  restraint  seat  and  rear-seat  shoulder  harnesses.  Even 
anti-lock  brakes  and  all-wheel  drive  are  available. 

As  a  matter  of  fact,  anti-lock  brakes  are  available  on 
80%  of  the  vehicles  we  build.  More  models  than  Toyota, 
Honda  and  Nissan  combined. 

And  everybody  should  know  we  have  invited  the 


irxiustry  to  join  us  in  making  safety  a  top  priority 
For  the  benefit  of  all  consumers. 

And  by  the  way,  while  we  were  busy 

changing  the  company,  we  took 

three  billion  dollars  out  of  costs. 

As  someone  said,  we  wrote  the  book  on  survival  in 
the  80's.  In  a  recession  you  get  lean.  Fast.  We've  also  dem- 
onstrated when  the  cycle  turns  up,  you  make  money  Lots 
of  it. 

The  Company  has  literally  been  transformed  for  a  dif- 
ferent marketplace.  The  90's:  a  tougher,  faster,  more 
competitive  time  and  place. 

How  did  we  get  out  the  three  billion  dollars? 

By  taking  a  long,  hard  look  at  every  procedure  in  our 
company  and  mapping  out  every  step  in  those  procedures. 
It  has  to  add  value,  improve  quality,  and  serve  the  customer 
better— or  we  get  rid  of  it.  We  found  we  could  eliminate  at 
least  50%  of  the  steps.  In  some  cases,  90%. 

That's  called  lean  production.  It's  the  best  way  to  get 
everybody  focused  on  one  of  the  goals:  cutting  costs. 

We  asked  for  suggestions  and  we  got  them.  Streamlin- 
ing spare  parts  handling  alone  saved  100  million.  We  cut 
100  million  from  our  medical  expenses. 

We  instituted  a  new  way  to  deal  with  our  sujpliers  as 
equal  parmers  in  the  design  process.  The  result:  improved 
quality  lower  costs.  The  result:  135  million  in  savings. 

The  trick  is  to  cut  the  fat  without  cutting  the  bone. 
And  we've  done  it  all  without  jeopardizing  our  16.6-billion- 
dollar  five-year  new  product  plan. 

No  company  has  more  experience  at  operating  with 
our  backs  to  the  wall.  But  we  do  what  we  have  to  do  to 
compete.  That  has  been  our  history 

And  that  will  be  the  key  to  our  future. 

It  is  a  more  competitive  company 
for  a  more  conq)etitiye  time. 

Chrysler  Corporation  in  the  course  of  the  next  five 
years  will  provide  competitive  new  cars,  trucks  and  mini- 
vans.  A  new  Dodge  Viper,  followed  by  a  new  Jeep*  Grand 
Cherokee.  And  in  the  fall,  the  new  cab  forward  sedans 
from  Dodge,  Eagle  and  Chrysler 

In  this  business  you  lead,  follow  or  get  out  of  the  way 
We  intend  to  lead  by  providing  the  ultimate  advantage:  get- 
ting better  quality  products  at  lower  cost  to  the  marketplace 
faster 

For  the  benefit  of  a  more  competitive  Chrysler 

For  the  benefit  of  a  more  competitive  America. 

For  the  ultimate  benefit  of  a  more  satisfied  customer 


ADVANTAGE:CHRYSLER^ 


CHRYSLER  •  PLYMOUTH  ■  DODGE  •  DODGE  TRUCKS  ■  JEEP. 


EAGLE 


*E)ackxles  V^pcr  and  vchidcs  buik  for  Chrysler:  Imports,  Laser,  l^lon,  Premier,  Monaco,  Summit.  fFully  effective  only  when  used  with  seat  t)eh.  Jeep  is  a  registered  trademarlc  of  Chrysler  Corporation. 


Tim  Home  worries  about  putting  people  to  sleep  when 
he  tells  them  what  his  Watts  Industries  does,  but  a  look 
at  the  company's  profitability  should  jolt  anyone  awake. 


Valve  jobs 


By  Norm  Alster 

As  CHAIRMAN,  chief  executive  and 
controlling  shareholder  of  Watts  In- 
dustries, Inc.,  Timothy  P.  Home  has 
spent  SI 60  million  to  buy  19  product 
lines  and  companies  since  1984.  He 
does  a  lot  of  flying.  Predictably,  his 
airline  seatmate  gets  around  to  asking 
him  what  he  does.  When  Home  says 
he's  in  the  valve  business,  the  first 
response  is,  "Oh,  you  make  heart 
valves.^"  No,  says  Home,  and  his  seat- 
mate  then  asks  if  he  does  valve  jobs  on 


auto  engines.  Eventually,  Home  ex- 
plains that  he  makes  valves  that  regu- 
late the  flow  of  water,  steam,  oil  and 
gas,  among  other  liquid  materials. 
With  that  his  seatmate  usually  loses 
interest  and  falls  silent. 

A  boring  business,  flow  valves — 
unless  you're  interested  in  high  prof- 
itability. In  that  case  118-year-old 
Watts  Industries,  of  North  Andover, 
Mass.,  is  one  of  the  more  exciting 
companies     around.      Since     1977 
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Watts  Industries  third-generation  chairman,  Timothy  P.  Home 
"There  aren't  a  whole  lot  of  layers  of  decision  makers  here. 


Watts'  afiiertax  earnings  have  com- 1 
pounded  at  21%  a  year  and  should! 
come  in  at  $35  million  (about  S2.60  a ' 
share)  for  the  fiscal  year  ending  June 
30.  Revenues:  about  $415  million. 
Taken  public  in  1986  at  $16  a  share. 
Watts'  stock  currendy  trades  at  50. 

Founded  in  1874  to  make  valves  to 
control  steam  pressure  in  the  textile 
plants  of  neighboring  Lowell  and 
Lawrence,  Mass.,  Watts  nearly  fell 
victim  to  the  great  southward  migra- 
tion of  New  England's  textile  indus- 
try. Tim  Home's  grandfather  bought 
the  firm  in  1918  and  gradually  built  a 
new  base  of  customers  for  valves  that 
control  the  flow  of  water  into  resi- 
dences and  businesses.  Watts  valves, 
for  example,  reduce  water  pressure  on 
pipes  delivering  water  into  the  home 
and  relieve  sudden  pressure  and  tem- 
perature buildups  in  hot  water 
heaters. 

When  Tim  Home  took  the  reins 
from  his  father  in  1978,  he  was  40  and 
Watts'  sales  were  $40  million.  Deter- 
mined to  free  Watts  from  its  depen- 
dence on  commercial  and  residential 
construction  cycles,  the  young  man 
decided  to  acquire  makers  of  different 
kinds  of  valves.  "I  started  feeling  the 
waters  in  the  early  Eighties,"  he  says, 
"by  making  calls,  getting  in  to  meet 
these  entrepreneurial  t\pes  that  were 
way  past  retirement  and  had  no  family 
heirs,  family  companies  that  had 
fights,  widows."  To  assist  him  in 
scouting  and  making  deals.  Home 
hired  Charles  W.  Grigg,  who  had 
made  acquisitions  for  British  Tire  & 
Rubber  (btr.  Inc.).  Grigg  is  presendy 
Watts'  president  and  chief  operating 
officer. 

To  each  acquisition  Home 
brought  a  clear  financial  mind  and  a 
strong  balance  sheet.  But,  more  im- 
portant, he  brought  a  deep  under- 
standing of  the  valve  business  that 
came  from  ha\'ing  worked  for  his 
father  in  Watts'  foundries  and  metal 
machining  plants,  as  well  as  in  sales 
and  customer  senice.  Says  Odell  Fri- 
er, who  sold  his  KP  Industries  to 
Home  in  1988:  "He  [Home]  can 
walk  through  a  machine  shop  and 
know  the  cost  of  ever\'  piece  of  equip- 
ment in  his  plant." 

Home  enjoys  another  advantage: 
iron -fisted  control.  Watts'  rvvo- class 
stock  structure  gives  Home  control  of 
85%  of  Watts'  voting  stock.  "There 
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A  promise  tnat  teing  away  trom  work  won't  reel  like  being  out  or  work. 


!'l 


A  promise  to  remember  tnat  get  well  cards  and  daisies  don't  pay  tbe  medical  bills. 


A  promise  tbat  skipped  luncn  and  midnignt  oil  will  be  investments  tbat  pay  orr. 


Nothing  binds  us  one  to  tne  other  like  a  promise  kept.  Nothing  divides  us  like  a  promise  hroken.  At  MassMutual 
we  believe  in  keeping  our  promises.  That  way  all  the  ramilies  and  businesses  that  rely  on  us  can  keep  theirs. 


CI990  Massachuams  Mutual  Lite  insurance  Co   Spnnglieid  MA  Olltl 


MassMutuoT 

yfle  nelp  you  keep  your  promises. 
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BAHAMAS:  Sheraton  Grand  Hotel  oh  Paradise  Island  Nassau  •  DOMINICA\  h'EI'LBUC:  Sheraton  Santo  Domingo  Hotel  and  Casino  • 

FLORIDA:  Sheraton  Bal  Harbour  Resort  •  Sheraton  Sand  Key  Resort,  Clearwater  Beach  •  Sheraton  Design  Center  Hotel.  Fort  Lauderdale  • 

Sheraton  Yankee  Clipper  Beach  Resort,  Fort  Lauderdale  •  Sheraton  Yankee  Trader  Beach  Resort,  Fort  Lauderdale  •  Sheraton  Harbor  Place  Hotel,  Fort  Mi/ers  • 


¥)u  know  you've  arrived 

when  someone  spends  a 

billion  dollars  to  greet  you. 

At  ITT  Sheraton  we  can  welcome  you 
with  a  billion  dollars  worth  of  new  hotels, 
lobbies,  guestrooms,  restaurants,  and  a  whole 
new  standard  of  service.  With  all  the  changes 
we've  made,  we're  prepared  to  treat  you  better 
than  ever  before.  For  reservations,  call  your 
travel  professional  or  800-325-3535.  We  spent 
a  billion  to  make  you  feel  like  a  million. 
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ITT  Sheraton 


Sheraton  Royal  Biscayne  Beach  Resort  •  Sheraton  Key  Largo  Resort  •  Sheraton  Brickell  Point  Hotel,  Miami  •  Sheraton  River  House  Hotel,  Miami  • 
Sheraton  Orlando  North  Hotel  •  Sheraton  Plaza  Hotel  at  The  Florida  Mall,  Orlando  •  Sheraton  World  Resort,  Orlando  •  Walt  Disney  World  Dolphin,  Orlando  • 
Sheraton  Palm  Coast  Resort  •  Sheraton  Suites  Plantation  •  Sheraton  Tallahassee  Hotel  •  Sheraton  Grand  Hotel  Tampa  Westshore  •  Sheraton  Tampa  East  Hotel 
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LOOKING  TO  LOWER  YOUR  TAXES? 


/ 


Choose  Spartan 

For  Higher 
Tax-Free  Yields 

A  Portfolio  of  Quality  Municipal  Bonds 
With  National  Diversification 


spartan  Municipal 
Income  Portfolio 


■S 


Tax-Equivaieiri 
YIbW^ 

(31%  tax  rale) 


9.67'' 


Current  Yleld^ 

{30-day) 


6.67'' 


One-Year 
Total  Return* 

(12/31/90-12/31/91) 


12.68'- 


11.4r- 


Spartan  Municipal 
Income  Portfolio  uses  the 
Spartan  Approach®  to  maxi- 
mize tax-free  yields  by  mini- 
mizing fund  expenses.  And, 
you  pay  only  for  the  transac- 
tions you  make/ 

Plus,  in  seeking  yields  that 
are  free  from  federal  income 
taxes,^  the  fund  offers  you  the 
benefits  of  diversification  by 
investing  in  a  quality  portfolio 
of  municipal  bonds  from  all 
regions  of  the  country  Of  course,  yield,  share  price  and 
return  will  vary 

For  more  complete  information,  including  management 
fees  and  transaction  expenses,  call  for  a  free  prospectus. 
Read  it  carefully  before  you  invest  or  send  money  (Mini- 
mum investment  is  $10,000.) 

Call  24  Hours  For  a  Free  Fact  Kit 

1-800-544-8888 


Av9.  Annual  Return/ 
Ufe  of  Portfolio* 

(6/4/90-12/31/91) 


FMelily 


Investments' 

Common  sense.  Uncommon  results. 


2r 


'Transactions  will  reduce  your  return.  ^Annualized  historical  yield  for  the  period  ending  1/20/92.  Performance 
figures  are  historical  and  include  change  in  share  price,  reinvestment  of  dividends  and  capital  gains  and  the  effect 
of  the  $5.00  closeout  fee  on  an  average  size  account.  You  may  have  a  gain  or  loss  when  you  sell  your  shares.  If  the 
adviser  had  not  paid  a  portion  of  the  Portfolio's  expenses  the  yield  and  tax-equivalent  yield  would  have  been 
approximately  6.47%  and  9.38%,  respectively,  and  total  return  would  have  been  lower.  The  expense  limitation 
may  be  terminated  or  revised  at  any  time,  at  which  time  yield  will  go  down.  \\  portion  of  income  may  be  subject 
to  the  federal  alternative  minimum  tax.  The  Portfolio  charges  a  O.S%  redemption  fee  on  shares  held  less  than  180 
davs.FidelityDistributorsCorporation,RO.Box66060.S,Datlas,TX"'526(i-0(iO.V  CODE:  FORB/SMB/031692 


Watts  Industries 

aren't  a  whole  lot  of  layers  of  decision 
makers  here,"  he  says. 

Some  deals  fell  right  into  Home's ' 
lap.  He  picked  up  Spence  Engineer- 
ing in  1988,  after  learning  that  the  last  I 
living  daughter  of  the  steam  valve 
manufacturer's  founder  had  died  and 
the  company  would  be  sold  for  estate 
reasons.  For  others  he  waited  years. 
He  had  unsuccessftilly  courted  Tam- 
pa-based Leslie  Controls,  a  supplier  of 
valves  to  the  U.S.  Navy,  in  the  early 
1980s.  No  dice  then,  but  Home 
asked  for  a  chance  to  make  an  offer  if 
Leslie  ever  decided  to  sell.  In  1989 
Home  received  a  call  telling  him  that 
Leslie  was  for  sale.  Later  he  found  that 
he  was  one  of  just  two  parties  to 
receive  a  prospectus.  He  closed  the 
deal  within  several  months. 

In  scouting  targets,  Home  came 
across  many  thinly  capitalized  family 
firms  that  were  underachievers  for 
lack  of  capital  investment.  He  bought 
KF  Industries,  a  maker  of  valves  used 
in  oil  and  gas  pipelines,  because  he  felt 
he  could  improve  operations  with 
newer  factory  equipment.  After  mod- 
ernizing kf's  manufacturing  with  new 
machine  tools.  Watts  has  boosted  the 
division's  sales  from  $17  million  to 
$40  million  in  three  years. 

Home  doesn't  shirk  slashing  pay- 
rolls. Since  acquiring  Leslie  Controls 
in  1989,  he  has  cut  50  jobs  out  of 
roughly  350.  When  Watts  last  year 
acquired  Bailey  Controls,  a  dixision  of 
CMB  Industries,  a  small  California 
company  that  also  sold  valves  to  the 
Navy,  it  retained  just  one  of  50  em- 
ployees, folding  Bailey  into  Leslie's 
growing  Navy  contractor  business. 
(Leslie  valves  go  into  submarines  and 
figure  in  the  steam -powered  propul- 
sion systems  that  boost  planes  off 
aircraft  carriers.) 

The  essence  of  valvemaking  is  met- 
als casting  and  machining,  and  Watts 
does  its  own  casting,  in  its  own  found- 
ries. "Our  mind-set,"  confesses 
Home,  "is:  We  want  the  profit  the 
subcontractor  is  making." 

With  all  its  acquisitions.  Watts  sails 
close  to  the  edges  of  antitrust  law.  So 
far  only  one  deal — the  1989  Leslie 
buyout — was  temporarily  held  up  by 
the  Justice  Department.  But  Watts 
President  Grigg  concedes  that  future 
acquisitions  might  get  harder  looks 
from  the  trustbusters.  "We  have  to  be 
careful,"  says  Grigg,  who  adds  that 
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keeping  up  isn't  getting  any  easier. 

Or  is  it? 


If  you  think  business  Is  operating  on  a  fast  track  today, 
just  wait  until  tomorrow.  And  the  next  day. 

But  no  matter  how  absurd  the  pace  gets,  from  now  on 
keeping  up  will  be  a  lot  easier. 

Thanks  to  the  Minolta  EP  8601  high-voiume  copier. 

This  workhorse  turns  out  60  copies  per  minute.  Handily. 

Staples,  stamps  ("Urgent,"  "Confidential,"  etc.)  and  sorts 
at  the  touch  of  a  button. 

Produces  up  to  50.000  copies  between  toner  refills 
(double  that  of  any  copier  In  its  class). 

Even  accesses  up  to  50  different  messages  for 


solving  virtually  any  copying  problem,  via  an  easy-to-read 
LCD  screen.  So  If  you're  Interested  In  keeping  up,  we 
suggest  you  look  Into  this  or  any  of  our  high-productivity 
copiers  today.  After  all.  time's  a-wastin'. 
Call  1-800-9 -MINOLTA. 


COPIERS  AND  FAX  MACHINES 

ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


The  future  belongs  to  those  who  question  the  present,  to  those  wh  i^  t 
don't  hesitate  to  doubt,  and  to  those  who  have  their  own  ideas.  Am  i 
history  has  proven  repeatedly  that  one  man's  vision  can  change  th  k 
world.  An  engineer  at  Mazda,  Mr.  Yamamoto,  firmly  believed  i:l^ 
the  rotary  engine  even  though  the  rest  of  the  world  doubted.  Hoi 


1 


as  fascinated  by  an  engine  that  promised  to  be  smoother,  quieter 
lid  more  powerful  than  any  other.  Worldng  together,  he  and 
thers  at  Mazda  persevered  and  overcame  every  obstacle.  And  in 
le  end,  their  fierce  determination  and  intense  belief  carried  Mazda 


J 


its  historic  victory  in  the  1991  Le  Mans  24-hour  race. 


©  Mazda  Motor  Corporation 


Keep  the  IRS 
out  of  your  pocket. 

Pay  less  in  taxes,  and  keep  more  of  your  earnings  in  your  pocket, 
\vith  Twentieth  Century's  Tax-Exempt  Long  Term  bond  fund. 

For  more  complete  informa- 


Tax-Exempt  Long  Term 


tion  about  Twentieth  Century, 
^''^'^  t'cov      including  charges  and  expenses, 

Tax  Equivalent* t  X)Zr°  n  r         r  ^       n\ 

call  for  a  free  prospectus.  Please 

Average  Mnual  Total  Return  as  of  12/31/91  i  ,  i  .  r  ^^ 

read  the  prospectus  carefully 

1  year 12.00^        u  t        ■  ^ 

^  Af^oL      before  investing. 

Since  inception  (3/1/87) 7.4b  '^ 


1-800-345-2021 

P.O.  Box  419200.  Kansas  City,  MO  64141-6200 

Taxable  equivalent  yields  are  based  on  the  maximum  31%  income  tax  rate.  In  certain  cases,  some 
income  may  be  subject  to  state  and  local  taxes  and  the  federal  alternative  minimum  tax.  Data 
quoted  represents  past  performance.  Investment  return  and  principal  value  will  fluctuate,  and 
redemption  value  may  be  more  or  less  than  original  cost. 


No -Load  Family  of  Funds 


e  1992  Twentxdi  Caamy  Sernc<^  Inc. 


PHOTOGRAPH  BY  AL  SZABO 

e  1991  THE  FRESH  AIR  FUND 
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Field  of  dreams. 


Most  city  children  only  get  to  dream  about 
wide  open  grassy  fields  or  cool  country  streams. 

But  with  a  gift  of  S314  to  The  Fresh  Air  Fund, 

a  city  kid  can  actually  w^ake  up  as  a  country  boy 

for  two  glorious  weeks  this  summer. 

Please  give  to  The  Fresh  Air  Fund  at 

1040  Avenue  of  the  Americas, 

NewYork,  NY  10018. 

It  could  be  the  dream  of  his  lifetime. 


The  Fresh  Air  Fund 

Because  we  all  have  enougli  tu  share. 


A  copy  of  the  last  hnancial  reports  hied  with  the  Department  iit  State  mav  be  obtained  by 
wnting  to  New  York  State  Department  of  State,  Office  of  Chanties  Registration.  Albany 
NY  12231,  or  The  Fresh  Air  Fund,  1040  Avenue  of  the  Americas.  New  York,  NY  10O18 


Watts  Industries 

Watts  has  eschewed  acquisitions  in 
the  residential  plumbing  and  heating 
sectors,  which  it  already  dominates. 

Further  forestalling  antitrust  prob- 
lems, Home  will  step  up  the  bming 
pace  overseas;  he  hopes  to  increase 
Watts'  international  business  from 
14%  of  sales  today  to  25%  by  1995. 

Financing  the  company's  acquisi- 
tions poses  no  problems.  Buyout 
prices,  says  Home,  generally  come 
down  to  a  multiple  of  earnings — 
usually  around  10.  Yet  Watts'  stock 
sells  for  around  20  times  earnings. 
Most  sellers  want  cash.  Hence,  Watts 
raised  nearly  S36  million — much  of  it 
earmarked  for  acquisitions — in  a  sec- 
ondary^ stock  offering  last  year. 
"We're  raising  cash  at  18-to-20  times 
earnings,"  Home  glows,  "to  make 
acquisitions  at  10  times  earnings." 

Home,  now  53,  predicts  that 
Watts'  sales  \\ill  top  the  SI  billion 
mark  before  he  steps  aside,  probably 
at  the  end  of  the  decade.  Charles 
Grigg  is  in  line  to  take  control  of 
operations,  but  not  of  the  company: 
Home  direcdy  owns  1,425,000 
shares  and  beneficiallv  owns  a  total  of 
5,598,000  shares  of  Watts'  Class  B 
stock,  each  share  of  which  carries  ten 
votes  for  ever>'  one  vote  that  is  carried 
by  each  of  Watts'  more  than  7  million 
Class  A  shares.  The  market  value  of 
Tim  Home's  stock:  roughly  S75 
million. 

To  keep  control  in  the  family  for  as 
long  as  possible.  Home  and  his  father 
George  (now  78)  will  put  some  of 
their  Class  B  stock  into  a  charitable 
remainder  income  trust.  This  pro- 
vides a  tax  deduction  and  enables  the 
family  to  avoid  estate  taxes,  as  well  as 
the  capital  gains  taxes  a  stock  sale 
would  trigger.  The  stock  can  sit  there 
for  20  years  under  the  Homes'  con- 
trol; after  that  the  shares  can  be  shift- 
ed to  a  private  charitable  foundation 
for  another  five  years. 

Why  go  to  all  this  trouble  when 
Home,  with  85%  of  the  voting  stock, 
has  far  more  control  than  he  actually 
needs.^  In  his  hunt  for  acquisitions. 
Home  has  seen  many  a  family  compa- 
ny falter  as  control  slips  from  strong 
hands.  "Once  it  starts  to  go  down, 
that's  not  so  good,"  reflects  Home. 
"We  have  a  good  situation."  .Anyone 
smart  enough  to  have  bought  into 
Watts  \\  hen  it  went  public  can  say  the 
same.  ^ 
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Malooim  Forbes  Learned 
To  Ride  A  MoroRCYaE  At  50. 


\WiAr  Have  You  Learned  Lately? 

To  succeed  in  a  world  of  high-speed  change,  executives  need  to  keep  learning.  Business  people 
recognize  the  value  of  executive  education,  but  only  if  it  addresses  timely  issues  in  challenging  ways. 
Programs  must  be  focused,  concise,  relevant  and  deal  with  the  whole  individual  because  every  day 
away  from  the  office  is  precious. 

Wharton  has  been  paying  attention.  The  five-week  Advanced  Management  Program  (AMP)  prepares 
senior  executives  to  deal  with  strategic,  competitive  and  global  challenges.  Years  of  real  world  and 
business  school  insights  have  been  built  into  an  intense,  yet  manageable,  learning  experience.  Wharton 
also  offers  a  stimulating  two-week  Executive  Development  Program  (EDP)  to  help  functional  managers 
make  the  transition  to  general  management. 

Thousands  of  executives  from  organizations  around  the  world  have  already  participated  in 
Wharton's  programs  -  benefiting  from  the  expertise  of  an  internationally-renowned  faculty  and  the 
opportunity  to  exchange  ideas  with  business  peers. 

Malcolm  Forbes  knew  that  learning  never  stops. 

Call  one  of  our  directors  to  discuss  your  own  executive  education  needs,  or  ask  for  a  complete 
catalog  listing  of  over  twenty  courses  offered  fifty  times  per  year:  1-800-255-EXEC,  Ext.  953. 


Wharton  Advanced  Management  Program 

This  five-week  course,  for  senior  executives  in 

or  supporting  the  office  of  the  CEO,  will  enhance 

your  global  perspective  and  strategic  vision  and 

broaden  your  understanding  of  complex 

societal  trends. 

May  31 -July  3, 1992 

September  13  -  October  16, 1992 

March  21 -April  23,  1993 


Wharton  Executive  Development  Program: 

The  Transition  from  Functional  to  General  Management 

This  two-week  course  develops  the  personal,  professional  and  political  skills 

needed  to  lead  and  succeed  through  others  in  a  cross-functional  leadership  role, 

and  addresses  the  issues  of  managers  with  responsibility  for  the  results  in  today's 

team-oriented  organizations. 

June  14  -  26, 1992  •  November  8  -  20,  1992 


WMHrton 

The  Wharton  School 
of  the  University  of  Pennsylvania 


WHARTON  EXECUTIVE  EDUCATION 

THE  LEARNING  EXPERIENCE  OF  A  LIFETIME. 

255  South  38th  Street  •  Philadelphia,  PA  19104-6359 
1-800-255-EXEC  Ext.  953  •  (215)  898-1776  Ext.  953  •  FAX  (215)  386-4304 


UBStKUAIIUNS 


Figuring  how  to  pay  people  what  they  deserve  is  a  task 
beyond  the  capacity  of  anyone,  but  there  are  those  with 
the  hubris  to  cast  themselves  in  that  role. 

What  pHce 
"fairness"? 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


The  presence  of  megabucks  execu- 
tives from  tJie  American  automobile 
industry  was  only  one  of  the  embar- 
rassments of  President  Bush's  ill-fated 
visit  to  Japan.  However,  those  execu- 
tives and  their  multimillion-dollar  sal- 
aries set  off  a  media  flurry  about  big 
salaries  in  general. 

In  an  era  when  a  baseball  player 
hitting  .220  expects  to  earn  more 
money  than  the  President  of  the  U.S., 
and  when  a  basketball  star  earns  more 
than  all  the  teachers  who  have  taught 
him  from  kindergarten  through  col- 
lege, questions  about  big  incomes 
may  be  understandable. 

Does  anybody  deserve  such  huge 
incomes?  What  about  the  poor.^ 
Don't  they  deserve  more? 

Such  questions — and  many  others 
like  them — presuppose  a  standard 
which  does  not  exist  and  an  author- 
ity which  does  not  exist  to  apply  such 
a  standard.  We  could,  of  course, 
create  such  an  authority,  but  it 
would  be  a  totalitarian  monster 
whose  arbitrary  edicts  would  have  us 
all  at  its  mercy.  Nothing  could  stop  it 
from  snuffing  out  our  freedom,  not 
just  in  economic  matters  but  in  other 
matters,  for  its  control  of  our  liveli- 


hoods would  mean  its  control  of  us. 

Behind  many  "income  distribu- 
tion" questions  is  a  fundamental  con- 
fiision  that  goes  back  at  least  as  far  as 
the  Middle  Ages.  This  is  the  notion 
that  goods  and  services  have  some 
"real,"  "true,"  or  "just"  value,  which 
third  parties  can  determine.  The  doc- 
trine of  "comparable  worth"  is  the 
clearest  contemporary^  expression  of 
this  medieval  fallacy. 

Where  executives — or  congress- 
men— determine  their  own  salaries 
and  benefits,  there  is  of  course  a  ques- 
tion of  conflicts  of  interest,  but  that  is 
an  institutional  problem  to  be  con- 
fronted. What  really  sets  off  moral 
denunciation,  though,  are  long 
strings  of  zeroes  in  a  salary  or  income, 
regardless  of  what  institutional  pro- 
cess produced  that  end  result. 

Even  if  such  incomes  are  a  result  of 
the  freest  and  most  open  competitive 
bidding,  many  will  not  like  it.  It  seems 
to  them  unjust. 

The  very  fact  that  economic  trans- 
actions take  place  shows  that  there  is 
no  objective  "real"  value.  The  seller 
sells  because  he  values  what  he  gets 
more  than  he  values  what  he  gives  up. 
But  the  buyer  buys  for  exactiy  the 
same  reason.  If  there  were  some  ob- 
jective, fair  or  just  price,  economic 
exchange  itself  would  make  no  sense. 

As  for  giving  people  what  they  de- 
serve, that  would  be  a  task  beyond  the 
capacity  of  anyone  other  than  God  on 
Judgment  Day — or  those  ^v^th  the 
hubris  to  cast  themselves  in  that  role. 

Productivity  may  be  measured  in 
the  marketplace,  but  the  personal  ef- 
forts that  produced  that  productivit>' 
are  not  known  to  any  other  person. 
There  may  be  singers  who  worked 
harder  than  Pavarotti  to  develop  their 
talents,  but  who  just  didn't  end  up 


singing  as  well.  Perhaps  Einstein  just 
had  an  inborn  ability  to  do  abstract 
thinking  and  Babe  Ruth  an  inborn 
ability  to  hit  a  baseball. 

We  will  never  know — nor  does  it 
matter,  if  we  are  rewarding  results.  It 
is  only  when  we  imagine  that  we  can 
reward  "merit"  that  we  are  on  dan- 
gerously thin  ice. 

The  collapse  of  academic  standards 
in  our  public  schools  has  been  partiy 
due  to  the  notion  that  teachers  can 
grade  students  according  to  how  well 
they  did  relative  to  their  own  individ- 
ual ability — not  according  to  the  same 
norms  being  applied  to  everyone. 

The  sanctions  of  our  criminal  jus- 
tice system  have  also  been  under- 
mined by  the  illusion  that  we  can 
"individualize"  sentences  according 
to  the  criminal,  rather  than  sentence 
according  to  the  crime  itself. 

A  man's  reach  should  exceed  his 
grasp,  but  presumably  not  by  light 
years.  Yet,  when  it  comes  to  income 
differences  or  other  inequalities,  few 
reformers  seem  to  pause  to  ask  what 
the  limits  of  our  knowledge  are,  or 
how  that  might  limit  how  much 
equalization  we  can  accomplish. 

Income  statistics  as  of  a  given  mo- 
ment always  show  large  inequalities, 
but  studies  that  follow  the  same  indi- 
vidual over  time  show  most  people 
moving  up  and  down  from  one  in- 
come bracket  to  another.  One  study 
at  the  University  of  Michigan  showed 
that  6%  of  those  in  the  bottom  bracket 
one  year  were  in  the  top  bracket  the 
next  year.  Many  of  us  would  like  to 
know  how  they  did  that. 

Income  inequalities  are  not  even 
half  the  storv'  of  disparities  among 
human  beings.  The  difference  be- 
tween a  factory  worker  and  an  execu- 
tive is  nothing  compared  to  the  dif- 
ference between  being  bom  brain- 
damaged and  being  born  normal,  or 
the  difference  betvseen  being  born  to 
lo\ing  parents  rather  than  abusive 
parents. 

Even  assuming  that  economic 
equalization  policies  work  according 
to  plan — unlike  so  many  other  social 
policies — how  much  of  the  total  in- 
equality' or  inequit)'  will  be  eliminat- 
ed? Is  a  10%  reduction  in  inequalities 
worth  putting  a  whole  societ)' 
through  social  traumas?  .\re  not  these 
traumas,  intlictcd  on  inntxent  peo- 
ple, another  injustice  themselves?  ^ 
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Masco  spent  almost  $2  billion  to  get  into  the  furniture 
business.  Bad  timing?  Perhaps.  But  good  strategy. 

Resetting  the  table 


By  Rita  Koselka 

In  the  early  1980s  Richard  Manoo- 
gian  took  a  hard  look  at  Masco  Corp., 
the  company  his  father  started  in 
1929,  and  which  he  took  over  in 
1968.  He  didn't  like  what  he  saw. 

Masco  was  in  two  cyclical  business- 
es: building  supplies  and  automotive 
parts.  Not  great  prospects  for  growth 
in  either,  Manoogian  decided.  So  he 
began  to  reinvent  the  Taylor,  Mich.- 
based  company.  First  he  spun  off 
Masco's  auto  parts  divisions  in  1984 
as  Masco  Industries,  a  $1.5  billion 
(1991  sales)  public  company  in  which 
Masco  Corp.  retained  45%  equity. 

Then  Manoogian  put  Masco  into 
an  entirely  new  (for  it)  business:  furni- 
ture manufacturing.  Starting  in  1986 
with  the  acquisition  of  industry  lead- 
ers Henredon  and  Drexel  Heritage, 


Manoogian  has  spent  a  total  of 
around  $1.5  billion  acquiring  ten  fur- 
niture companies,  and  another  $250 
million  upgrading  their  manufactur- 
ing facilities  and  investing  in  new 
marketing  programs.  Masco  now  has 
8%  of  die  $14.5  biUion  U.S.  ftirniture 
market,  almost  as  big  a  share  as  the 
next  two  manufacturers  (Interco  and 
La-Z-Boy)  combined.  About  $1.4 
billion  of  Masco's  $3.1  bilUonin  1991 
revenues  came  from  furnishings. 

Why  furniture?  Several  reasons. 
Whereas  sales  of  Masco's  building 
supplies  are  affected  by  housing  starts, 
furniture  sales  are  more  dependent  on 
sales  of  existing  homes:  People  like  to 
redecorate  after  they  buy.  Moreover, 
the  portion  of  disposable  income 
spent  on  furniture  rises  as  a  person 


E  Masco's  Richard 

-  Manoogian 
He's  got  a 
comfortable 
seat  for  these 
tough  times. 


ages,  not  inconsequential  in  a  country 
with  an  aging  population. 

Most  important,  Manoogian  saw  in 
furniture  a  fragmented  industry  to 
which  he  could  bring  badly  needed 
capital  and  marketing  knowhow,  and 
enjoy  the  fi-uits  of  scale  economies. 

The  furniture  industry  is  character- 
ized by  a  large  number  of  small,  thinly 
capitalized  family  firms  that  often  suf- 
fer from  long  delivery  cycles.  When  it 
acquired  Lexington  Furniture  in 
1987,  Masco  found  a  six-month 
backlog  of  dining  room  and  bedroom 
furniture  on  order.  To  fill  the  orders 
m,ore  quickly,  Lexington  needed  four 
computerized  routing  machines — at 
$250,000  each.  Manoogian  prompt- 
ly spent  the  $1  million  and  Lexington 
delivered  the  furniture  in  about  half 
the  time. 

As  a  result  of  Manoogian's  aggres- 
sive acquisition  program,  Masco  now 
covers  all  the  furniture  price  points 
except  for  the  low  end,  which  it  has 
eschewed.  It  has  also  acquired  several 
leading  fabric  companies,  such  as 
Robert  Allen,  as  well  as  accessories 
makers.  This  gives  customers  a  broad 
and  well-coordinated  choice  of  home 
decorating  looks.  Open  almost  any 
fashion  or  design  magazine  and  you'll 
see  glossy  pictures  of  plaid  dressers 
and  big  leather  chairs — Ralph  Lau- 
ren's expensive  ($7,000  for  a  leather 
armchair)  interpretation  of  chic  coun- 
try homes  and  hunting  lodges.  Manu- 
facturer: Masco's  Frederick  Edward. 
For  a  less  well-heeled  buyer,  Masco's 
Lexington  Furniture  makes  a  similar 
Timberlake  chair — price,  $2,000. 

Manoogian,  55,  has  used  this  one- 
stop-shopping  approach  to  win  some 
attractive  contracts.  In  1991  Masco 
was  awarded  a  $75  million,  three-year 
contract  to  supply  tiirniture  to  the 
U.S.  State  Department  for  embassies 
and  ambassadors'  residences.  Masco 
also  won  a  contract  to  tiirnish  four  of 
the  six  hotels  that  are  part  of  Walt 
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Disney  Co.'s  Euro  Disney  park. 

Inevitably,  as  he  has  brought  econ- 
omies of  scale  to  bear  on  the  frag- 
mented furniture  industry,  Manoo- 
gian  has  stepped  on  some  toes.  "A  lot 
of  the  industry  is  sitting  back  and 
waiting  for  them  to  fall  on  their  asses 
because  they  don't  understand  this 
business,"  says  Ric  Jedrziewski,  a  Salt 
Lake  City  interior  designer. 

Many  smaller  furniture  retailers,  in 
particular,  wish  Manoogian  would  go 
away.  Furniture  retailing  is  as  frag- 
mented as  furniture  manufacturing. 
Relationships  between  retailers  and 
manufacturers  are  entrenched  in 
complex  tiers  related  to  price  and 
exclusivity  arrangements.  Masco  has 
tried  to  rationalize  these  arrange- 
ments, which  scares  already  belea- 
guered retailers.  But  there  isn't  much 
they  can  do  about  it.  Business  now  is 
slow.  And  since  1978  over  30%  of  the 
country's  furniture  retailers  have  fold- 
ed, says  Wallace  Epperson,  an  analyst 
at  Mann,  Armistead  &  Epperson. 

Masco's  merchandising  future  lies 
with  strong  regional  furniture  retail- 
ing chains  such  as  Atlanta's  Haverty 
Furniture  or  Warren,  Mich.'s  Art  Van 
stores.  Manoogian  says  these  chains 
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appreciate  the  advantages  of  his  one- 
stop-shopping  approach. 

Bottom-line  time:  How  are  Mas- 
co's furniture  operations  performing? 
At  first  glance  the  answer  is  not  terri- 
bly well.  With  overall  industry  sales 
contracting  since  1988,  Masco's  fur- 
niture group's  operating  earnings 
came  to  just  $80  million,  on  sales  of 
$1.4  billion  last  year — an  operating 
margin  of  only  6%,  nowhere  near 
Manoogian's  goal  of  15%.  "The 
recession,"  says  furniture  group  Pres- 
ident Ronald  Jones,  "has  put  us  be- 
hind our  plans  by  two  years." 

Nor  did  Masco's  building  supplies 
division  pick  up  the  slack.  With  1991 
housing  starts  the  lowest  since  1945, 
operating  earnings  from  building 
products  were  $273  million  last  year, 
on  $1.7  billion  in  sales,  an  operating 
margin  of  16%.  Over  the  last  decade 
Masco's  building  products'  operating 
margins  have  averaged  around  21%, 
over  twice  the  industry  average. 

For  the  company  as  a  whole,  Mas- 
co's reported  1991  earnings  were  an 
anemic  $45  million,  its  third  straight 
year  of  declining  earnings.  On  the 
other  hand,  Masco's  furniture  group 
has  been  gaining  market  share  from 


competitors  such  as  Interco,  which  is 
now  in  Chapter  1 1 . 

For  now  Masco  has  no  option  but 
to  sit  tight,  waiting  for  the  upturn. 
Citing  the  enormous  operating  lever- 
age in  Masco's  building  products  and 
furniture -making  businesses,  analyst 
Stephen  Dobi  of  Smith  Barney  ex- 
pects Masco's  earnings  to  hit  $3  a 
share  in  1994,  compared  with  a  re- 
ported 30  cents  in  1991  after  nonop- 
erating  charges  relating  to  Masco's 
equity  investment  in  its  affiliates,  in- 
cluding Masco  Industries,  the  auto- 
motive parts  maker.  (Manoogian 
hopes  to  reduce  Masco  Corp.'s  inter- 
est in  Masco  Industries  sometime  this 
year.)  The  stock  was  recendy  trading 
at  around  27,  valuing  the  company's 
equity  at  $4  billion. 

For  his  part,  Richard  Manoogian, 
whose  family  still  owns  around  2%  of 
Masco  Corp.,  says  he  has  few  doubts 
that  the  diversification  into  furniture 
will  eventually  bear  fruit.  "We  were  a 
litde  overconfident,"  he  acknowl- 
edges. "But  if  we  had  to  do  it  over 
again  we  would,  because  what  was 
important  was  getting  the  right  com- 
panies, and  we  did.  They  might  not 
have  been  available  later."  ^M 
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IN  THE  MONEY. 


A  reassuring  word  to  anybody 

who's  buying 
business  insurance  these  days. 


The  Home  Insurance  Company's  capital  was  recently  increased  by 

$125  million.  The  major  share  of  this  is  part  of  a  total  $740  million  commitment  from  the 

Trygg-Hansa  SPP  Group  one  of  Europe's  leading  insurers.  Good  news,  indeed. 

Because  this  is  precisely  what  risk  managers  look  for  in  an  insurance  company  nowadays. 

Unquestionable  financial  strength  and  stability  Ask  your  agent  or  broker. 

Honie  Insurance 

OLD  PROS  ON  A  NEW  TEAM 


Like  the  emerging  countries  of  Eastern  Europe, 
Pet  Inc.  is  finding  independence  a  powerful 
nnotivator  for  success. 

On  their 
own 


By  Seth  Lubove 

OvEK  TWO  YEARS  AGO  Miles  Marsh, 
now  44,  had  reason  to  believe  he'd 
made  a  big  mistake  leaving  a  fast-track 
job  as  head  of  Philip  Morris'  General 
Foods,  U.S.A.  unit  to  become  presi- 
dent and  chief  operating  officer  of 
S2.4  billion  WTiitman  Corp.  Marsh 
had  been  at  WTiitman  three  months 
when  its  chief  executive,  Karl  Bays, 
died.  The  directors  passed  over  Marsh 
to  choose  Amoco  Vice  Chairman 
James  Cozad  as  Bays'  successor. 

But  Marsh  got  his  top  spot  anyhow. 
Whitman,  a  perpetually  evolving  Chi- 
cago conglomerate  built  on  the  base 
of  the  Illinois  Central  Railroad,  reor- 
ganized again.  The  board  spun  off 
Whitman's  Pet  Inc.  packaged  foods 
unit  to  shareholders  last  April,  nam- 
ing Marsh  chairman. 

Whitman  now  owns  muffler  king 
Midas  International,  a  Pepsi  bottler 
and  Hussman  Corp.,  a  maker  of  re- 
frigeration systems.  Pet  owns  Whit- 
man's Chocolates,  Progresso  Foods 
and  Old  El  Paso  Mexican  foods. 

Marsh  and  Pet  have  hit  the  ground 
running.  For  the  six  months  ended 
Dec.  31,  Pet's  net  income  jumped 
34%,  to  $61  million,  on  sales  of  S975 
million.  For  the  fiscal  year  ending 
June  30,  analysts  figure  Pet  will  earn 
around  SI  10  million  (SI. 02  a  share), 
up  27%,  on  sales  of  S2  billion. 

An  obvious  reason  for  the  spinoff 
was  that  it  would  encourage  the  stock 
market  to  ascribe  a  higher  value  to  the 
food  business  than  it  was  willing  to 
grant  a  conglomerate.  That's  exactly 
what  happened.  At  a  recent  price  per 
share  of  S22,  Pet's  stock  is  valued  by 
Wall  Street  at  a  multiple  of  23  times 
trailing  earnings,  placing  it  in  the 
same  rank  as  packaged  food  outfits 
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Campbell  Soup  and  ConAgra.  Thus, 
the  owner  of  100  shares  of  WTiitman. 
worth  S2,625  in  April  1991,  now  has 
100  shares  of  Whitman  worth  SI, 52  5 
and  100  shares  of  Pet  worth  S2,225. 

Like  the  newly  unshackled  coun- 
tries of  Eastern  Europe,  Pet  has 
learned  independence  is  a  lot  better 
than  ser\'ing  distant  masters.  "One 
mNth  about  Whitman  was  that  there 
were  synergies  involved,  and  the  truth 
is  there  were  none,"  declares  Cozad. 

But  there  were  potential  ssnergies 
in  the  acquisitions  within  the  food 
industr\'.  From  1985  to  1990,  Whit- 
man had  Pet  buy  14  companies,  in- 
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cluding Van  de  Kamp's  frozen  sea- 
food, Orval  Kent,  Progresso  Foods, 
Las  Palmas  sauces  and  Primo  Foods  of 
Canada.  The  acquisitions  put  Pet  into 
the  big  league  of  packaged  food  com- 
panies. Sales  more  than  doubled, 
from  $882  million  in  1985  to  $1.9 
billion  in  1990. 

But  the  synergies  could  not  be  real- 
ized without  spending  big  money. 
With  little  money  for  national  adver- 
tising and  with  spotty  distribution. 
Pet's  brands  suffered.  Old  El  Paso's 
Mexican  foods  were  popular  in  the 
Southwest  and  on  the  West  Coast,  for 
example,  but  not  as  popular  on  the 


Pet  Inc. 
Chairman 
Miles  Marsh 
A  piquant  end 
to  his 
bumpy  ride 
to  the  top. 


East  Coast.  Conversely,  Progresso 
soups  were  big  sellers  on  both  coasts, 
but  little  known  in  between. 

Such  marketing  budget  as  there 
was  was  devoted  not  to  brand  adver- 
tising but  to  trade  discounts  and 
promotions.  Put  another  way.  Pet 
"pushed"  its  goods  on  consumers 
with  store  displays  and  coupons,  rath- 
er than  attempting  to  "pull"  with 
advertising.  In  1988  and  1989  Pet 
devoted  90%  of  its  marketing  budget 
to  promotions.  It  was  a  strategy  de- 
fined, as  it  were,  by  the  limited  money 
available.  But  it  did  not  have  the 
makings  of  a  major  food  company. 

Marsh,  a  native  South  African  with 
a  Ph.D.  in  finance  from  Northwest- 
ern, describes  the  situation  in  his  dry 
way:  "What  was  happening  was  new 
volume  was  being  bought  through 
acquisitions.  As  they  were  bought, 
there  was  a  requirement  to  cover  the 
debt.  What  we've  done  now  is  to  flip 
the  coin.  We  won't  acquire  signifi- 
cantiy  for  a  while.  Therefore,  we  can 
afford  to  put  more  of  our  money 
toward  developing  the  products." 

Under  Marsh,  Pet  is  beginning  to 
balance  out  the  mix.  Old  El  Paso, 
Progresso  and  Van  de  Kamp's  were 
advertised  on  national  television  for 
the  first  time  this  fall. 

As  frenzied  as  the  old  acquisition 
strategy  seemed,  it  was  fairly  well 
concentrated  in  specialty  niches  such 
as  ethnic  and  health  foods,  avoiding 
direct  competition  with  the  big  food 
companies.  And  it  was  innovative  in 
parlaying  its  strengths.  Pet  came  up 
with  the  idea  of  placing  Mexican 
foods  together  on  the  supermarket 
shelf — the  "wall  of  yellow,"  after  the 
color  of  the  packages — whereas  be- 
fore, refried  beans,  for  instance,  were 
located  in  the  bean  section,  jalapenos 
in  the  condiments  section  and  so  on. 
Witii  a  market  share  of  25%,  Old  El 
Paso  dominates  the  supermarket 
Mexican  food  brands.  It's  a  fast- 
growing,  highly  profitable  segment 
that  produces  margins  as  high  as  20%, 
versus  average  margins  of  around 
15.5%  for  all  of  Pet's  grocery  line. 

The  toughest  batde  in  the  slow- 
growing  $15  billion  frozen  food  busi- 
ness right  now  is  being  fought  among 
the  makers  of  entrees:  Heinz,  Kraft, 
ConAgra.  Here  again.  Pet  avoids  the 
fray  by  focusing  on  things  like  frozen 
pie  shells  and  waffles.  In  waffles,  a 


$450  million  market.  Pet's  Downy- 
flake  brand  holds  a  strong  number 
two  market  share  behind  Kellogg.  Pet 
is  the  market  leader  in  frozen  pie 
shells,  with  a  60%  market  share,  and  is 
trying  to  expand  its  presence  fiirther 
by  giving  away  recipes  that  show  how 
to  use  pie  shells  for  things  other  than 
dessert:  pot  pies,  for  exarnple. 

A  major  problem  area  for  Marsh  is 
Pet's  Whitman's  Chocolates  unit. 
The  quintessential  American  boxed 
chocolate.  Whitman's  was  almost  syn- 
onymous with  Valentine's  Day.  But 
time  and  competing  boxed  choco- 
lates seem  to  have  passed  by  this  150- 
year-old  drugstore  staple.  Marsh 
hopes  to  treat  this  ailment  with  sup- 
port for  the  stronger  chocolate  prod- 
ucts, including  more  advertising.  "I 
think  its  image  has  been  left  to  its  own 
devices  for  a  while,"  says  Marsh. 

Another  problem  is  Orval  Kent, 
purchased  in  1988  for  $153.5  million 
in  cash  and  notes,  plus  assumption  of 
debt.  Orval  Kent  sells  bulk  refrigerat- 
ed salads  to  retailers  and  restaurants. 
Pet  figured  that  Orval  Kent  would  be 
a  way  to  tap  into  the  growing  food 
service  business.  The  difficulty:  With 
littie  brand  loyalty,  restaurants  and 
retailers  usually  go  for  what's  cheap- 
est, often  from  regional  firms.  Ana- 
lysts say  that  Orval  Kent  could  go  on 
the  block  if  things  don't  shape  up. 

When  Pet  was  spun  off  last  April,  it 
borrowed  $670  million  to  repay  ad- 
vances and  distribute  a  special  divi- 
dend to  Whitman  Corp.,  its  former 
parent.  Thus,  Pet  began  life  as  an 
independent  company  with  $825  mil- 
lion in  debt,  over  60%  of  total  capital. 
Marsh  has  paid  $71.6  million  of  that 
debt;  the  rest  should  not  be  a  serious 
burden.  Analyst  Roger  Spencer  of 
PaineWebber  figures  that  Pet's  cash 
flow  is  sufficient  to  pay  down  debt  by 
$75  million  to  $80  million  in  each  of 
the  next  three  years — reducing  inter- 
est expense  $5  million  to  $6  million  a 
year — without  cutting  into  promo- 
tion and  advertising  money. 

Infused  with  an  entrepreneurial 
spirit.  Pet's  managers  say  they  feel  like 
they're  working  for  a  new  company. 
Says  William  Korab,  president  of  Pet's 
grocery  group  and  a  24 -year  veteran 
of  General  Foods:  "It's  our  company. 
It's  us.  If  something  goes  wrong, 
someone  else  didn't  do  it.  We  did  it  to 
ourselves."  WM 
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More  bad  news  for  department  stores:  Their  lucrative 
cosmetics  business  is  fleeing  to  discount  retailers. 

Save  $35 
on  Chanel 


Ilia  Lekach,  42,  chairman  of  $85 
million  (1992  estimated  sales)  Perfii- 
mania,  says  Christmas  was  a  block- 
buster, with  same -store  sales  gaining 
28%.  His  stores  continued  to  show 


By  Gretchen  Morgenson 

For  decades  department  stores  were 
just  about  the  only  place  where  pres- 
tige cosmetics  and  fragrances  could 
be  had.  Estee  Lauder,  Elizabeth  Ar- 
den,  Chanel  and  Christian  Dior  re- 
fused to  sell  their  eye  shadows,  skin  big  gains  through  January,  usually  a 
creams  and  scents  to  mass  marketers  dead  time  for  fragrance,  with  same- 
for  fear  of  ruining  their  brands'  high-  store  volume  up  20%. 
brow  appeal.  Instead  they  paid  high  Perfumania,  which  situates  stores 
fees  to  get  their  products  on  the  in  outiet  malls,  went  public  in  Decem- 
ground  floors  of  stores  like  Saks  Fifth  ber  at  8  ¥2;  the  stock  recentiy  traded 
Avenue  and  Neiman  Marcus.  at  18%. 

This  was  good  for  the  brands'  im-  Cosmetic  Center  sold  $88  million 


ended  last  September.  Stores,  set  up , 
in  strip  malls,  are  glitzy  and  well  laid 
out.  In  its  December  quarter  the  com- . 
pany's  sales  increased  17%,  while 
earnings  rose  11%.  Its  shares  have 
more  than  doubled  over  the  past  year, 
to  a  recent  12%. 

Why  aren't  the  producers  simply 
cutting  off  supplies  to  the  price  cut- 
ters, as  they  would  have  done  not  too 
long  ago.'  Because  they  can  no  longer 
afford  to  pass  up  that  growing  popula- 
tion of  consumers  who  want  the  ex- 
pensive brand  but  not  the  expensive 
retailer.  These  are  the  same  people 
who  drive  bmws  but  haggle  with  the 
car  dealer,  or  who  insist  on  Kitchen- 
Aid's  best  dishwasher  but  drive  out  of 
their  way  to  get  it  for  $150  less  at  an 
appliance  discount  house.  Clothing, 
camera  and  television  manufacturers 
have  been  catering  to  these  types  for 
years,  either  by  willingly  selling  to 
discounters  or  by  opening  their  own 
"oudet"  stores  (Forbes,  May  27, 
1991).  It  was  only  a  matter  of  time 
before  cosmetics  joined  the  game. 

There  was  always,  of  course,  an 
alternative  for  consumers  who  were 
thoroughly  price-conscious.  A  shop- 
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ages.  It  was  great  for  the  department     in  discounted  fragrances,  cosmetics,     per  unwilling  to  pay  $18  for  an  Yves 


stores,  which  often  took  in  25%  of 
their  gross  profits  from  cosmetics  and 
fragrances,  while  devoting  just  10%  of 
their  footage  to  the  trade. 

The  party  is  almost  over.  Discount- 
ers have  crashed  the  scene.  Two  of  the 
biggest  in  the  business:  the  Cosmetic 
Center,  Inc.,  a  Savage,  Md.- based 
outfit  with  37  stores,  and  four-year- 
old  Perfumania,  Inc.,  a  73 -boutique 
operation  out  of  Miami. 

At  Perfumania,  you  can  get  a  half- 
ounce  bottie  of  Chanel  No.  5  per- 
fume for  $90.  It's  $125  at  Macy's.  A 
Cosmetic  Center  salesgirl  will  sell  you 
a  $30  (list  price)  Elizabeth  Arden 
moisturizer  for  only  $20.  In  both 
places,  you  can  browse  happily,  with- 
out being  bothered  by  a  clerk,  or  ask 
for  help  if  you  need  it. 

The  discount  cosmetics  boutiques 
do  not,  as  the  department  stores  do, 
assault  their  customers  with  battal- 
ions of  perfume  spritzers.  At  a  Cos- 
metic Center  store  a  small  sales  staff 
mans  the  prestige  makeup  and  fra- 
grance counter;  the  rest  of  the  store  is 
self-service.  A  recent  visit  to  a  store 
outside  Washington,  D.C.  found 
shoppers  six  deep  at  the  cash  registers. 


shampoos  and  soaps  in  its  fiscal  year     Saint  Laurent  lipstick  at  Nordstrom    1 
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Ilia  Lekach  of  cosmetics  and  perfume  discount  chain  Perfumania 
His  success  spells  more  trouble  for  department  stores. 
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could  get  a  Coty  lipstick  at  a  drugstore 
for  $4.85.  But  stores  like  the  Cosmet- 
ic Center  offer  the  tempting  alterna- 
tive of  prestige  brands  at  somewhat 
jless  than  prestige  prices.  Its  6,500- 
I  square-foot  stores  stock  25,000 
items,  including  almost  all  of  the  very 
expensive  perftime,  cosmetics  and 
skin  treatment  brands. 

There  are  still  some  holdouts.  Offi- 
cially, Estee  Lauder  and  Chanel  say 
diey  don't  sell  to  discounters,  but 
their  products,  secured  through  shad- 
owy intermediaries,  are  there  on  the 
shelves  alongside  everyone  else's.  Al- 
though managements  of  these  stores 
strenuously  deny  it,  Saks,  Macy's  and 
Bloomingdale's  sell  goods  that  they 
buy  from  cosmetics  manufacturers  to 
wholesalers  out  the  back  door,  ac- 
cording to  industry  sources. 

Why  would  department  stores  do 
this?  A  department  store  buys  per- 
fume and  cosmetics  at  about  40  cents 
per  dollar  of  retail  list  price,  including 
the  effect  of  advertising  and  other 
allowances.  The  store  can  unload  the 
merchandise  on  the  gray  market  at  50 
cents  per  dollar  of  list  price.  This  is 
known  as  diversion. 

The  manufacturers  could  crack 
down  on  such  gray-market  sales  by 
tracking  codes  printed  on  boxtops. 
But  many  aren't  cracking  down.  The 
,discount  oudets  have  gotten  too 
large.  And  if  the  manufacturers  dis- 
covered that  the  department  stores 
are  indeed  supplying  the  gray  chan- 
nels, what  could  they  do  about  it?  If 
Calvin  Klein  drove  its  perfumes  off 
the  shelves  of  Perfumania,  it  might 
succeed  only  in  chasing  some  shop- 
pers away  toward  Lancome  and  Cha- 
nel. So  it  may  choose  to  look  the  other 
way,  while  telling  the  department 
stores  that  it  doesn't  condone  the 
discounting. 

Other  manufacturers  have  thrown 
in  the  towel  and  sell  direcdy  to  dis- 
counters. Perfumania's  Lekach  ex- 
plains: "Let's  say  you're  Caron  Fra- 
grances, a  fine  name  but  a  medium- 
size  company.  You  sell  in 
Bloomingdale's  but  it's  impossible 
for  you  to  make  money  there.  What 
do  you  do?  You  stay  in  a  few  depart- 
ment stores  for  your  image,  but  really 
sell  elsewhere."  Just  one  more  reason 
that  Macy's  and  Federated  shouldn't 
have  done  those  highly  leveraged 
buyouts.  ^M 


Did  you  miss  out  on  the  big  money  made  on  U.S. 
government  bonds  last  year?  You  may  have  a  second 
chance  in  foreign  government  bonds. 

How  to  play 


loireign 
yields 


By  Robert  Lenzner 

Fortunes  were  made  last  year  as  the 
yields  on  short-term  U.S.  Treasury 
bonds  plunged.  Speculators  bor- 
rowed huge  amounts  of  money  at 
5.75%  and  invested  the  proceeds  in 
short-term  Treasurys  paying  6.81%. 
As  interest  rates  tumbled,  prices  sky- 
rocketed and  killings  were  made. 
(Forbes,  Nov.  25, 1991.) 

These  days  a  lot  of  smart  money  is 
hoping  to  repeat  the  trick  in  foreign 
bonds.  In  the  last  six  months  U.S. 
investors  have  poured  billions  out  of 
U.S.  Treasurys  and  into  the  sovereign 
obligations  of  Spain,  France,  Italy, 
Denmark,  Germany,  Japan,  Australia, 
New  Zealand  and  Canada. 

These  investors  are  taking  advan- 
tage of  the  yields  available  in  Europe 
and  some  other  financial  capitals  that 
are  substantially  higher  than  the  cou- 
pons in  the  U.S.  Look  at  the  chart  on 
the  following  page.  A  five-year  French 
government  bond  currendy  yields 
8.83%.  A  five-year  U.S.  Treasury 
yields  6.63%.  So  simply  by  switching 
from  a  dollar  bond  to  a  French  franc 
bond,  an  investor  picks  up  220  basis 
points  of  additional  yield. 

But  that's  not  all.  The  French  yield 
curve  is  currendy  inverted;  that  is, 
medium-term  money  costs  more  than 
long-term  money.  A  ten-year  French 
government  bond  now  yields  8.5%, 
30-odd  basis  points  less  than  the  five- 
year  bond.  Inverted  yield  curves  are 
not  normal,  so  it  is  a  good  bet  this  gap 
will  vanish — meaning  there's  a  good 
chance  to  earn  capital  gains  on  the 


five-year  bonds.  If  the  yield  on  a 
French  five-year  bond  dropped  to  7% 
by  year-end,  the  price  of  the  bond 
would  probably  increase  by  around 
6.3%,  for  a  total  annualized  return  of 
about  16%.  For  speculators  buying 
on,  say,  10%  margins,  that  could  rep- 
resent a  near  doubling  of  their  equity. 

You  don't  get  this  kind  of  potential 
return  without  taking  risks.  The  risk 
here  is  not  just  that  interest  rates 
might  go  up  instead  of  down.  There  is 
the  added  risk  in  currency  fluctua- 
tions. Unhedged,  currency  volatility 
can  seriously  erode  returns  on  unle- 
veraged  investments  and  wipe  out 
investors  who  speculate  on  margin. 

"Whether  to  buy  foreign  bonds 
isn't  a  one-decision  investment,  it's  a 
three -decision  investment,"  cautions 
Stuart  C.  Hochberger,  senior  vice 
president  of  Fiduciary  Trust  Co.  In- 
ternational, which  manages  over  $10 
billion  in  foreign  fixed-income  assets. 

The  first  decision,  Hochberger  ex- 
plains, is  based  on  the  interest  rate. 
Judged  solely  on  these  spreads,  Euro- 
pean government  bonds  look  great  to 
U.S.  investors  today.  Italian  ten-year 
bonds  yield  10.95%,  compared  with 
7.38%  in  the  U.S.,  while  ten-year 
Spanish  governments  pay  11.03%, 
Swedish  governments  offer  9.59%, 
French  governments  8.5%  and  Dan- 
ish governments  8.57%.  Because 
most  European  yield  curves  are  cur- 
rendy flat  or  inverted,  the  differentials 
in  medium -term  bonds  are  even 
greater. 
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Obvious  rewards,  hidfden  risks 


^\e\6  for  most  active  government  benchmark  issues 
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g  On  yield  alone, 
I  European  govem- 
I  ment  bonds  look 
attractive. 
But,  cautions 
Fiduciary  Trust  Co. 
International's 
Stuart  C.  Hoch- 
berger:  "Whether 
to  buy  foreign 
bonds  isn't  a 
one-decision 
investment,  it's  a 
three-decision 
investment." 


The  second  decision  depends  on  an 
investor's  views  on  where  various 
countries'  interest  rates  are  headed.  If 
a  foreign  economy  is  headed  for  a 
slowdown,  lower  interest  rates  and 
rising  bond  prices  are  likely.  Some 
very  smart  people  think  this  condition 
is  favorable,  too,  right  now.  Morris 
W.  OfFit  is  the  founder  of  Offitbank,  a 
New  York- based  trust  bank  and  in- 
vestment management  firm.  Predicts 
he:  "Foreign  bond  yields  will  decline 
for  the  rest  of  the  year  because  Euro- 
pean central  banks  want  to  protect  the 
value  of  their  currencies  and  continue 
to  introduce  anti -inflationary  policies 
that  will  slow  down  their  economies." 
That,  he  explains,  is  why  they  tend  to 
have  inverted  yield  curves.  The  cen- 
tral banks  are  suffocating  their  econo- 
mies by  raising  short  rates. 

The  third  decision  is  the  currency 
question,  and  whether  an  investor 
should  hedge  against  adverse  curren- 
cy swings.  Fiduciary  is  bullish  on  the 
Japanese  yen  and  the  French  franc  this 
year,  so  Hochberger  has  been  buying 
French  and  Japanese  government 
bonds  without  hedging  against  the 
possibility  that  the  franc  or  yen  might 
fall  against  the  dollar. 

Among  Offltbank's  favorite  hold- 
ings are  Furofima  OVss,  due  in  1995. 
FLurofima  is  a  European  railroad  con- 
sortium; its  debt  is  guaranteed  by  the 
member  nations.  The  yield  is  high 
because  interest  and  principal  arc  paid 
in  Italian  lire.  Offit  thinks  the  lira  will 


hold  up  well  against  the  deutsche 
mark  and  isn't  hedging  the  currency 
against  the  deutsche  mark — nor,  for 
that  matter,  against  the  dollar.  In  a 
similar  move,  he  has  bought  Electri- 
cite  de  France  12V8s,  due  in  1995. 
They  are  guaranteed  by  the  French 
government;  interest  is  payable  in  lire. 

Another  of  Offitbank's  big  posi- 
tions: Kingdom  of  Denmark  9% 
bonds,  due  1995.  "These  bonds 
should  benefit  from  Danish  infla- 
tion's being  lower  than  German 
[1.7%  versus  4%]  and  a  stifled  econo- 
my," says  Leslie  Ashburner,  head  of 
global  fixed  income  at  Ofiitbank.  He 
considers  the  Danish  krone  one  of  the 
strongest  currencies  in  Europe  today. 

Complicated?  A  lot  more  so  than 
picking  a  good  stock  and  sitting  with 
it.  But  the  profits  have  been  enor- 
mous. Fiduciary  claims  its  global 
bond  fijnd,  a  mix  of  foreign  and  U.S. 
bonds,  has  produced  a  16.6%  rate  of 
return  over  the  last  ten  years,  which 
was  greater  than  the  return  available 
on  an  index  of  U.S.  bonds.  Offitbank 
claims  it  has  earned  over  1 8%  a  year  for 
the  past  five  years  in  just  foreign  fixed - 
income  securities.  Investors  who 
want  to  play  the  global  bond  market 
without  the  sweat  and  the  risk  can  tn' 
mutual  funds.  Rut  the  profits  may  be 
more  modest  (and  the  losses  less  pain- 
ful) because  most  mutual  funds  hedge 
against  currency  fluctuations. 

The  ranks  of  appropriate  funds  are 
growing   rapidly.    Alliance    C'apital's 


Short-Term  Multi-Market  Trust  is 
50%  invested  outside  the  North 
American  continent  and  yields  7.8%, 
almost  twice  the  yield  on  equivalent 
wholly  U.S.  money  market  funds;  it 
already  has  $6.3  billion  in  assets  and  is 
receiving  around  $7  million  in  new 
money  ever}'  day.  Alliance's  newer 
Multi-Market  Strateg}'  Trust  holds 
securities  with  maturities  up  to  five 
years  and  is  weighted:  Italy,  13%; 
Sweden,  8%;  Spain,  10%;  Australia, 
7%;  and  Canada,  24%.  This  fiind  cur- 
rendy  yields  about  9.7%,  well  above  a 
U.S.  Treasurx'  bond  of  similar  maturi- 
ty. In  both  funds.  Alliance  Capital 
hedges  the  European  currencies,  thus 
minimizing  any  currency  risk. 

Other  investment  companies  with 
fimds  specializing  in  foreign  govern- 
ment bonds  include  Scudder,  T. 
Rowe  Price,  Templeton,  Putnam  and 
Fidelit)'.  Like  Alliance,  Fidelin-  Global 
Bond  Fund  can  hedge  European  cur- 
rencies; it  also  invests  in  the  govern- 
ment securities  of  Mexico  and  other 
developing  countries  to  capture  yields 
far  higher  than  those  available  in  the 
industrialized  countries. 

Both  Offitbank  and  Fiduciar\- Trust 
are  looking  for  1 5%  plus  returns,  mea 
sured  in  dollars,  in  1992.  Rut  if  the 
L'.S.  economy  recovers  M\d  the  dt>llar 
appreciates  versus  foreign  currencies, 
the\  will  have  to  be  pientN"  nimble  to 
make  those  returns.  The  volatilit\-  of 
the  dollar  is  the  Achilles'  heel  of  the 
global  bond  market.  ^ 
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Sometiines  you  have  to  get  out  and  push  a  Range  Rover. 

1  here  are^we  admit,  things  in  this  unpleasant,  if  far  less  far-fetched, 

world  that  can  quite  capably  stop  a  driving  conditions. 

Range  Rover  in  its  tracks.  From  sleet  and  freezing  rain,  to  the 

occasional  blizzard  and  monsoon. 


Active  tar  pits.  Brick  walls.  And  yes, 
ten  feet  of  water 

Beyond  these,  however,  a  Range 
Rover's  spirited  3.9  liter  V-8  engine, 
fully  articulated  suspension  system,  and 
permanent  four-wheel  drive  are 
designed  to  steer  you  through  equally 


Grange  rover 


In  short,  anything  short  of  the 
impossible. 

So  why  not  call  1-800  FINE  4WD 
today  for  the  dealer  nearest  you? 

After  all,  for  just  under  839,000, 
you  too  could  be  driving  off  in  a 
Range  Rover 

And  considering  all  that  it  has  to 
offer,  would  you  really  want  to  be  up 
the  creek  in  anything  less? 


Jack  Goldstein  has  done  a  great  job  of  steering 
OMI  from  the  verge  of  bankruptcy.  Can  the  ocean 
shipper  now  weather  the  storms  ahead? 

Strong  hands 
at  the  hehn 


By  James  Cook 

When  Jack  Goldstein,  then  47,  took 
over  as  head  of  New  York's  omi  Corp. 
six  years  ago,  the  $680  million  (assets) 
shipping  company  was  about  to  re- 
port a  $27  million  loss.  And  maybe 
worse.  "We  had  a  company,"  recalls 
Goldstein,  "close  to  bankruptcy." 

OMI  was  originally  Ogden  Marine,  a 
subsidiary  of  Ralph  Ablon's  Ogden 
Corp.  conglomerate.  Ablon  decided 
to  spin  Ogden  Marine  off  to  his  share- 
holders in  1984,  and  loaded  it  to  the 
gunwales  with  debt.  This  while  the 
ocean  shipping  market  was  awash 
with  excess  capacity  and  most  of  OMi's 


fleet  was  coming  off  long-term  char- 
ter with  litde  chance  of  renewal. 

In  the  rough-and-tumble  shipping 
business,  Jack  Goldstein  seemed  an 
unlikely  choice  to  save  the  day.  An 
M.A.  in  economics  from  New  York 
University,  he'd  had  litde  direct  oper- 
ating experience.  But  he  had  spent  15 
years  as  chief  economist,  doing  opera- 
tional and  investment  planning,  with 
Overseas  Shipholding  Group,  one  of 
the  largest  and  best-run  companies  in 
the  business. 

Once  in  command,  Goldstein 
quickly  sold  $50  million  in  new  pre- 


OMI  skipper  Jack  Goldstein  and  a  joint-venture  products  tanker 
Spread  the  risk,  stretch  the  capital,  get  the  expertise. 


ferred  stock.  He  used  the  proceeds  to  j 
retire  some  of  OMi's  high-cost  debt 
and  to  begin  rebuilding  OMi's  badly 
tattered  fleet. 

One  of  his  first  deals  was  a  beauty. 
In  1986  he  acquired  a  three -year-old 
ultralarge  crude  carrier,  the  Settebello. 
She  had  been  contracted  for  but  never 
paid  for,  so  Goldstein  took  her  off  the 
builder's  hands  for  SI 5  million,  about 
equal  to  the  Settebello' s  scrap  value. 
His  timing  was  perfect.  The  shipping 
market  was  beginning  to  turn.  Within 
two  years  Goldstein  was  able  to  sell  a 
51%  interest  in  the  ship  to  Norway's 
Bergesen  group  for  $23  million.  To- 
day Goldstein  figures  the  Settebello  is 
worth  three  or  four  times  what  he 
paid  for  it.  "As  an  asset  manager,  you 
should  always  be  looking  at  selling 
when  the  market  is  high,"  says  Gold- 
stein. "You  sell  one,  two  or  three 
ships  and,  when  the  market's  weaker, 
you  repurchase  them." 

Two  years  ago,  for  instance,  OMI 
sold  the  first  of  three  ships  it  had  on 
order  from  Mitsubishi  Shipbuilding 
in  a  joint  venture  with  Norway's  An- 
ders Wilhelmsen  at  a  SI 5  million 
profit.  Last  year  Goldstein  sold  the 
first  of  three  double-hulled  product 
tankers  it  had  on  order  from  Cfiinese 
yards  for  $50  million,  a  S12 
I  million  profit. 
I  Goldstein  bought  as  well 
as  sold.  In  1990  OMi  ac- 
quired the  East  Asiatic 
Co.'s  50%  interest  in  anoth- 
er joint  venture  called  Ru- 
bicon Tankers,  for  S52  mil- 
lion; the  deal  affected  six 
tankers  and  added  S8  mil- 
lion in  revenues  to  last 
year's  operations. 

"These  joint  ventures 
give  us  a  worldwide  reach 
that  is  unusual,"  Goldstein 
says.  "We  spread  the  risk, 
we  stretch  our  capital,  and 
we  get  expertise  in  areas 
where  we  may  be  weak." 
Among  others,  OMI  now 
has  joint  ventures  with 
Hvide  Shipping  in  chemical 
carriers,  with  Italy's  Ecol- 
marc  in  pollutii>n  cleanup 
vessels  and  with  Hong 
Kong's  International  Mari- 
time C'arriers  in  drs'  bulk 
carriers. 

Goldstein  has  also  been 
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The  New  Citation  X  Is  liilike 

An^  Other  Business  Jet  biThe  Sl^. 

Or  OnThe  Drawing  Board. 


Operating  at  speeds  up  to  Mach .  9  (nearly 
600  mph),  the  Citation  X  is  the  fastest  business 
jet  in  the  world 

Amazingly,  the  Citation  X  also  delivers 
greater  range  at  higher  speeds.  New  York-to- 
London  in  under  seven  hours,  for  example 
No  other  business  jet  takes  you  farther  in  less 
time  and  on  less  fuel 

Why  is  the  Citation  X  so  far  ahead  of  other 
"new"  jets?  Because  it's  one  business  jet  for  the 
'90s  that  wasn't  designed  around  technology 
from  the  '60s.  The  new  Citation  X  truly  is  new. 

The  wing  is  a  totally  new  design,  based  on 
proven  supercritical  technology.  One  major 
reason  why  the  Citation  X  achieves  its  remark- 
able speed  is  the  wing  sweep  —  greater  than 
that  of  any  other  business  jet  And  high-speed 
wind-tunnel  tests  have  already  verified  that  the 
wing  will  perform  exactly  as  promised. 


The  GM/Allison  engines  are  also  com- 
pletely new.  Designed  for  the  demands  of 
airline  use,  they're  exceptionally  reliable.  And 
initial  test  runs  have  confirmed  that  they're 
nearly  20  percent  more  fuel  efficient  than 
older,  less  powerful  engines. 

There's  an  array  of  new  technology  on  the 
Citation  X  flight  deck,  including  a  dual  digital 
autopilot/flight  director/EICAS  system,  with 
five  8x7-inch  EFIS  displays. 

And  the  elegant  new  Citation  X  cabin  is 
almost  six  feet  longer  than  midsize  Citations. 
With  a  stand-up  aisle  that  extends  fi^om  the 
hardwood  galley  to  the  spacious  aft  lav 

The  fast,  efficient  Citation  X  gives  you 
the  ability  to  fly  long-range  missions  in  the 
kind  of  superb  comfort  of  a  $25  million 
business  jet  But  in  much  less  time  And  on 
much,  much  less  fuel 


Yet  incredibly  the  Citation  X  is  priced  at  just 
$12.5  million,  less  interior. 

Small  wonder  that  corporations  all  over  the 
world  have  already  placed  orders  for  this  extra- 
ordinary new  aircr  A.  And  with  the  airaaft 
already  being  assembled  for  its  first  flight  in 
1993,  the  Citation  X  is  exacdy  on  schedule  for 
first  deliveries  by  1995. 

For  a  technical  presentation  in  your  office, 
showing  how  the  Citation  X  would  perform 
in  handling  your  corporate  travel  plans,  call 
1-800-4-CESSNA.  Or  write  to  Roy  H.  Nonis, 
Senior  Vice  President  of  Marketing,  Cessna 
Airaaft  Co.,  P.O  Box  7706,  Wichita,  KS  67277 
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Jwo  reasons  to  ckoose  the  Quiet  Company. 


7.  Keeping  \  our  business  in  the  famiK: 
2.  The  superior  financial  strength  of 
Northwestern  ^lutual  Life. 

iV^rth\^'estem  Alutual  Lite  insurance  has  aK\'a\'s  re- 
cei\ed  the  hisrhest  possible  ratings  tor  financial  strensrth  b\'' 
Alood\''s.  Standard  &:  Poor's.  .\3L  Best  and  Dutf  &'  Phelps. 
It  has  also  been  consistentk'  ranked  "the  most  financialK' 
sound  life  insurance  comp>an\  '  in  an  annual  R^rtim/  stud\'. 

Perhaps  that's  \\'h\'  business  owners  feel  secure  when 
the\'  reK'  on  Xoithwestem  Alutual  Life  for  tfieir  estate 
and  business  planning  needs. 

The  more  reasons  \'ou  ha\'e  for  w-anting  the  most  se- 
cure life  insurance,  the  better  the  Quiet  Compam'  sounds. 

Northvyestem 
MutualLife 

The  Qmet  Cc^nf\inv'« 
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OMI 

moving  the  company  beyond  ocean 
shipping,  acquiring  an  88%  interest  in 
Petrolink,  a  firm  that  provides  lighter- 
ing services  to  large  tankers  in  the 
Gulf  of  Mexico.  He  has  acquired  a 
management  firm  that  manages  12 
vessels  for  the  U.S.  Navy,  and  a  14% 
interest  in  Chiles  Offshore  Corp.,  an 
oil  rig  drilling  company. 

Altogether,  OMi  now  operates  a 
fleet  of  42  ships,  27  of  them  crude  and 
product  carriers.  A  third  are  U.S.  flag 
carriers;  the  rest  sail  under  various 
foreign  flags.  When  the  market  is  ripe, 
Goldstein  plans  to  split  off  the  inter- 
national operations  into  a  separate 
publicly  owned,  OMi- controlled  Eu- 
ropean company.  The  separation 
makes  operating  as  well  as  financial 
sense:  Thanks  to  antiquated  laws  de- 
signed to  protect  U.S.  shippers,  OMi's 
U.S.  and  international  fleets  serve 
largely  distinct  markets  anyway.  As  it 
is,  foreigners  can  own  no  more  than 
25%  of  a  U.S.  shipping  firm's  equity, 
limiting  OMi's  financial  flexibility. 

Goldstein  seems  to  have  made  all 
the  right  moves.  Since  its  brush  with 
bankruptcy  in  1986,  OMi's  revenues 
have  cUmbed  nearly  65%,  to  $277 
million;  earnings  last  year  came  in  at  a 


healthy  $29  million  (76  cents  a  share). 
Meanwhile,  the  company's  common 
stock  has  gone  from  S^ie  in  1986  to  a 
high  of  1  IVs  in  1990,  versus  around  7 
currendy. 

As  that  stock  market  performance 
suggests,  there  is  currently  litde  opti- 


OMI's  "Columbia" 

The  fiscal  horizon  is  cioudy. 


mism  over  how  OMi  will  fare  in  the 
rough  seas  immediately  ahead.  Ma- 
bon  Securities'  analyst  James  Win- 
chester predicts  a  15%  decline  in  per- 
share  earnings  (excluding  proceeds 
from  any  ship  sales).  Furman  Selz's 
James  Dowling  has  predicted  a  de- 


cline of  at  least  7%. 

The  horizon  is  indeed  cloudy. 
Thanks  to  the  cutbacks  in  defense 
spending,  the  Navy  has  already  de- 
clined to  renew  two  of  the  five  char- 
ters it  had  outstanding.  And  commer- 
cial tanker  rates  have  weakened  as  the 
recession  has  put  a  damper  on  oil 
demand.  With  seven  OMi  vessels  com- 
ing off  charter  in  the  first-  half  of  this 
year,  Goldstein  may  be  hard  put  to 
match  the  24%  gain  in  new  charter 
rates  he  managed  in  the  first  nine 
months  of  last  year. 

Where  it  can,  OMi  has  tried  to  put  its 
fleet  under  one-,  two-  and  three-year 
time  charters,  rather  than  go  for  the 
potentially  more  lucrative  spot  mar- 
ket rates.  This  way  OMi  misses  the 
high  rates  the  spot  market  can  yield, 
but  it  misses  the  low  ones,  too. 

Whither  OMi?  Goldstein  declines  to 
go  out  on  a  limb,  but  between  the 
lines  he's  cautiously  upbeat.  "Sure,  a 
lot  of  what  happens  depends  on  the 
oil  market,"  he  says,  "but  a  lot  also 
depends  on  what  you  do  with  your 
business."  What  Goldstein  has  done 
so  far  with  OMi  speaks  well  for  the 
company's  ability  to  weather  the 
storms  immediately  ahead.  ^M 
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You'll  see  it  in  the  way  our  classic 
belting  leather  becomes  more 
beautiful  with  each  passing  day. 
You'll  become  further  convinced 
as  your  appreciation  for  its 
craftsmanship  and  design 
continues  to  grow.  But  tne  place 
it  becomes  the  most  apparent 
is  in  the  pride  that  comes  with 
owning  Hartmann. 
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As  told  to  James  W.  Michaels  and  Phyllis  Berman 

A  FEW  YKARS  ago  the  most  powerful  man  on  Wall  Street, 
Michael  Milken,  45,  is  now  in  federal  prison,  having 
pleaded  guilt}'  to  violations  of  the  securities  laws.  To  the 
media  he  has  become  a  symbol  of  everything  that  was 
wrong  in  the  Eighties — greed,  manipulation,  disruptive 
hostile  takeovers,  the  s&i.  losses.  A  Wall  Street  Journal 
editor  has  written  a  bestselling  book.  Den  of  Thieves,  which 
places  Milken  at  the  center  of  a  criminal  conspiracy. 
Our  crook-snifhng  equipment  is  sensitive  and  we  can 
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usuallv  smell  a  phon\'  a  good  way  off.  We  do  not  belie\c  the 
conspiracy  theories.  Milken  was  ruthless  and  sometimes 
grasping,  but  we  have  seen  no  evidence  that  his  legal 
transgressions  were  other  than  of  the  relatively  technical 
variet)'  to  which  he  has  pleaded  guilt>-.  None  of  these 
illegalities  even  remotely  accounts  for  the  man's  astound- 
ing success. 

This  native  Californian,  a  Berkeley  and  Wharton  gradu- 
ate, arrived  on  the  scene  in  the  late  1960s  at  a  rime  di 
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turmoil  in  the  credit  and  securities  markets.  With  penetrat-  dealmaker  who  repents  his  misdeeds — while,  not  incr- 

ing  insights,  15 -hour  workdays  and  almost  unbelievable  dentally,  providing  lots  of  material  for  the  author. 

powers  of  concentration,  he  built  a  medium-size  Philadel-  Great  melodrama,  and  it  satisfies  the  public's  need  for 

phia  brokerage  firm — which  became  Drexel  Burnham  a  villain  to  blame  for  the  turmoil  of  the  1980s. 

Lambert — into  the  terror  of  Wall  Street.  He  dealt  with  The  book's  dust  jacket  says,  "Once  upon  a  time.  .  .  ."' 

some  nasty  characters,  like  Ivan  Boesky  and  Victor  Posner  That's  how  you  start  fairy  tales,  and  the  book  is  a  fairy  tale, 

and  Meshulam  RikJis,  but  from  his  trading  desk  in  Beverly  It  turns  night  into  day  and  day  into  night. 

Hills  he  also  raised  billions  of  dollars  for  Turner  Broadcast-  The  author  betrays  total  ignorance  about  U.S.  financial 

ing,  MCI,  Time  Warner,  Medco,  McCaw  Cellular  and  markets  and  even  more  so  about  specific  Drexel  transac- 

Rupert  Murdoch's  enterprises.  tions.  He  never  met  me  or  talked  to  me. 

Even  Milken's  detractors  should  admit  that  he  and 

Drexel  played  major  roles  in  closing  the  gap  between  But  you  did  deal  with  the  crook  Boesky. 

public  and  private  market  values  during  the  1980s.  As  the  It  was  obviously  a  terrible  mistake  ever  doing  a  single  trade 

Dow  Jones  industrials  climbed  from  under  1000  to  nearly  with  him.  But  people  forget  that  in  the  1980s  Boesky  was 

3000,  several  trillion  dollars  was  added  to  the  net  worth  of  celebrated  by  the  media.  Just  about  every  investment 

consumers  and  investing  institutions.  house  on  Wall  Street  dealt  with  him,  and  those  that  didn't 

If  you  think  Milken  was  ambitious  beyond  sense  and  mosdy  wanted  to.  In  1986  Boesky  was  the  commence- 

reason,  what  follows  probably  won't  change  your  opinion,  ment  speaker  at  Berkeley's  business  school  graduation 

But  self-serving  or  not,  many  of  his  observations  ring  true,  exercises.  Everyone  thought  he  was  a  great  arbitrager  and 

Read  with  an  open  mind  and  you  will  almost  certainly  learn  wanted  his  business.  But  he  was  only  a  tiny  part  of  Drexel's 

a  great  deal.  We  know  we  did.  Mike  Milken  and  his  business. 

accomplishments  are  no  more  to  be  ignored  because  he  Despite  what  Den  suggests,  I've  never  traded  or  di- 

broke  some  laws  than  Richard  Nixon  is  to  be  ignored  .  vulged  inside  information  in  my  life, 
because  of  Watergate. 

We  twice  interviewed  Milken  face-to-face  at  the  Federal  The  Den  book  makes  a  great  deal  of  a  $5.3  million 

Prison  Camps  at  Dublin,  Calif,  where  he  is  serving  a  ten-  payment  Boesky  made  to  Drexel  in  1986  and  says  it 

year  term.  Wearing  a  blue  baseball  cap  and  a  green  sweater  was  a  split  of  profits  from  insider  trading.  If  there  was 

over  a  shirt  and  blue  jeans,  he  looked  trim  and  fit,  but  his  no  insider  trading,  what  was  that  payment  for? 

dark,  angular  face  showed  strain  and  despair  and  bitter-  Boesky  never  wanted  to  pay  for  Drexel's  services — among 

ness.  Our  interviews  took  place  in  the  canteen  of  the  other  things  for  advice  on  possible  acquisition  candidates 

minimum-security  prison,  a  place  of  cheap  plastic-topped  for  his  Northview  holding  company.  He  was  notorious  for 

tables  and  bare  wooden  walls.  As  we  talked,  other  prison-  never  paying  his  bills.  Drexel  finally  insisted  that  he  pay  up. 
ers  came  and  went,  paying  scant  attention  to  the  reputed 

billionaire  and  his  visitors.  These  interviews  were  supple-  According  to  your  statement  to  the  court:   "...  I 

mented  by  scores  of  telephone  conversations  over  four  transgressed  certain  .  .  .  laws.  .  .  .  One  of  the  accounts 

months — Milken,  incongruously,  speaking  from  a  pay  we  did  business  with  was  the  Boesky  Organization. 

phone  on  prison  grounds.*  .  .  .  certain  of  our  transactions  involved  reciprocal  ac- 

Wherever  possible  we  verified  his  statements  with  peo-  commodations,  some  of  which  violated  the  law  ...  I 

pie  involved,  and  in  most  cases  the  statements  checked  assisted  in  the  failure  to  file  an  accurate  13D  ...  I 

out.  We  emphasize,  however,  that  the  version  of  events  is  promised  we  would  make  up  any  losses  the  Boesky 

largely  Milken's  and  may  not  agree  with  other  people's.  Organization  suffered  on  its  purchases  and  sales  [of 

mca].  . .  .  This  promise  was  not  recorded  on  Drexel's 

Forbes:  The  lawsuits  that  have  tied  you  up  for  over  five  books  nor  made  public  and  it  was  wrong  not  to  do  so." 

years  seem  near  a  final  settlement  in  federal  court.  When  you  pleaded  guilty  to  violating  securities  laws 

Milken:  I  want  to  get  on  with  the  rest  of  my  life.  A  in  these  respects,  you  told  Judge  Wood:  "My  [guilty] 

settlement,  even  if  it  involves  suits  that  have  no  merit,  is  a  plea  is  .  .  .  not  a  reflection  of  the  underlying  soundness 

step  in  that  direction.  and  integrity  of  the  .  .  .  capital  markets  in  which  we 

specialized.  .  .  ."  You  meantjunk  bond  financing  made 

You've  been  in  jail  going  on  a  year  now,  and  unless  sense,  even  though  you  personally  transgressed? 

your  appeal  for  reduction  of  your  sentence  succeeds,  When  I  spoke  of  the  soundness  and  integrity  of  capital 

you  face  a  couple  more  years  in  jail.  How  do  you  feel?  markets,  I  was  referring  to  a  lot  more  than  high-yield 

I  miss  my  family  terribly.  I'm  trying  to  stay  healthy.  But  bonds.  I  pleaded  guilty  to  specific  actions.  I'm  ashamed  of 

despite  this  torture  I'm  going  through  there's  some  those  actions,  but  I'm  proud  of  most  of  what  we  accom- 

comfort  knowing  the  things  my  detractors  are  saying  are  plished  at  Drexel.  We  were  matching  capital  to  entrepre- 

wrong.  

"Milken  had  thought  that  by  the  time  this  article 

The  book  Den  of  Thieves  portrays  Michael  Milken  as  appeared  Federal  Judge  Kimba  Wood  would  have  ruled 

the  leader  of  a  gang  that  used  junk  bonds  to  plunder  on  his  appeal  for  reduction  of  his  ten-year  sentence. 

businesses  and  investors  out  of  tens  of  billions  of  However,  the  ruling  has  taken  longer  than  expected. 

dollars.  The  heroes  are  poor-but-honest  and  selfless  Milken,  therefore,  asked  us  to  postpone  the  article. 

federal  prosecutors  plus  Martin  Siegel,  the  handsome  This  Forbes  declined  to  do. 
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Mid^ei  Milken 


neufs  who  could  use  it  effectively.  We  were  creating 
invc8tments  that  money  managers  needed  in  volatile 
markets. 

A  lot  of  people  think  that  what  you  accomplished  was 
to  make  billions  of  dollars  out  of  paper- shuffling  that 
contributed  nothing  to  the  business  of  America. 

That's  just  one  of  the  many  myths  about  me. 

One  thing  that  is  certainly  a  myth  is  that  junk  bonds 
were  your  only  business.  In  1987  and  1989  Forbes 
quoted  you  as  saying  it  was  time  to  deleverage,  to  get 
out  of  debt,  to  sell  common  equity.  A  lot  of  people 
ignored  that  advice. 

After  1986  I  felt  like  a  skilled  surgeon  who's  been  locked 
out  of  the  operating  room  and  watches  through  the  glass 
in  horror  as  some  first-year  medical  students  go  to  work  on 
a  patient.  They're  cutting  him  open  while  referring  to 
textbooks,  but  they're  turned  to  the  wrong  chapter. 
I  keep  pounding  on  the  glass  and  crying,  "No,  no,  no." 

"No,  no,  no"  to  what? 

No  to  leverage.  By  the  end  of  the  1980s  Wall  Street  was 
financing  deals  in  ways  that  made  sense  a  few  years  earlier 
but  no  longer  did. 

What  made  you  decide  when  it  was  time  to  deleverage? 

Look  at  this  chart.  In  the  mid-  1980s  stocks  were  relatively 
cheap.  Even  though  the  market  was  rising,  most  stocks 
were  selling  at  discounts  to  replacement  value  and  even  to 
book  value.  In  those  circumstances  it  was  cheaper  to  buy 
assets  than  to  build.  It  was  the  ratio  of  stock  prices  to 
underlying  values  that  led  to  the  stepped-up  acquisition 
activity.  It  wasn't  bank  debt  and  junk  bonds.  Junk  bonds 
had  been  around  forever. 

As  the  chart  also  shows,  by  the  end  of  the  1980s,  with 
some  exceptions,  valuations  had  risen  very  high  by  histori- 
cal standards.  But  even  after  stock  prices  had  trebled.  Wall 
Street  kept  structuring  deals  that  didn't  make  sense  at  the 
higher  prices.  It's  okay  to  leverage  to  buy  underpriced 
assets.  It  isn't  okay  to  leverage  to  buy  overvalued  assets, 
particularly  when  cost  of  capital  is  in  the  double  digits. 

Prices  had  gotten  so  high  in  the  late  1980s  that  the 
winning  bidder  was  often  a  loser.  Especially  since  it  should 
have  been  clear  that  a  capital  crunch  was  coming. 

The  gap  had  been  closed  between  private  market  value 
and  stock  market  prices. 


The  world  according  to  Milken 


When  leverage  was  okay 
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'70  75 

Source:  Knowledge  Exchange,  Inc. 


Through  most  of  the  1980s  it  made  sense  to  borrow  to  buy 
assets.  By  the  late  1980s,  the  rationale  was  gone. 


Not  only  that.  U.S.  business  had  gready  improved  its 
operations  in  the  mid-  and  late  Eighties.  It  had  taken  a  lot 
of  tough  steps  to  be  more  efficient.  An  acquirer  could  no 
longer  easily  create  value  by  improving  operations. 

And  here  was  the  sad  part:  Many  of  the  deals  that  didn't 
work  were  great  businesses.  They  just  had  the  wrong 
capital  structures.  They  carried  too  much  debt  with  too 
high  a  coupon.  In  many  instances,  like  Federated  Depart- 
ment Stores,  the  companies  sur\'ived  but  the  subordinated 
creditors  and  sponsors  lost  a  lot  of  money. 

We  did  a  lot  of  work  on  that  for  our  Oct.  15,  1990 
issue.  We  figured  a  default  rate  on  junk  bonds.  It 
showed  that  deals  by  Merrill  Lynch,  First  Boston, 
Salomon,  Goldman,  Pru-Bache  and  Bear,  Steams  all 
had  much  higher  default  rates  than  Drexel  deals  did, 
even  though  Drexel  did  far  and  away  the  most  and  the 
biggest  deals. 

The  problem  was  no  bells  rang  on  Wall  Street  when 
the  market  value  line  approached  the  replacement 
value  line  on  your  chart. 

In  a  way  bells  did  ring.  Banks  were  beginning  to  cut  off 
lending.  And  that  wasn't  the  only  \\  arning  sign.  You  also 
had  the  regulators  ringing  bells.  The  big  picture  in  1989, 
besides  high  prices,  was  that  the  regulators  were  beginning 


The  Dow  rises  45%  over  these  years. 
More  than  200  convertible  bonds  issued, 
with  coupons  averaging  5%.  Many  of  these 
bonds — with  equity  participation — 
financed  airline  and  aerospace  companies 
like  TWA,  American,  United,  Grumman, 
Lockheed  and  McDonnell  Douglas. 


Billions  of  dollars  of  junk  debt  used  to  finance  the 
acquisitions  that  build  conglomerates.  Some  of  that  debt 
includes  "synthetic  convertibles,"  straight  debt 
with  warrants.  Loews'  acquisition  of  Lorillard 
is  the  largest  of  these  transactions. 
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to  ban  investments  in  high-yield  bonds.  The  s&Ls  were 
ordered  by  the  regulators  to  sell  their  junk  bonds.  Insur- 
ance companies  had  to  sell  them. 

The  rhetoric  from  the  Dow  Jones  publications  was  so 
shrill  that  individuals  redeemed  $7  billion  worth  of  high- 
\ield  bond  funds  in  1990.  A  TV  commentator  asserted  that 
any  insurance  company  that  had  10%  of  its  assets  in  junk 
]  bonds  might  be  bankrupt — even  though  most  of  the 
bonds  were  paying  interest  and  were  money  good.  The 
managers  of  the  mutual  funds  had  to  dump  to  redeem  and 
dumped  more  than  were  redeemed  because  they  wanted 
cash  to  meet  ftiture  redemptions. 

Yet  the  soundly  structured  companies  and  lbos  went  on 
paying  interest  and  selling  paper  and  groceries  and  shoes. 
But  the  regulators  told  the  s&Ls:  Sell.  Bank  examiners  start 
to  ask  bankers:  Why  do  you  have  so  many  highly  leveraged 
transaction  loans.^  No  use  saying:  These  are  good  loans. 
The  regulators  say:  Cut  back  on  them.  Sell  'em.  Take 
losses. 

TWA  went  bankrupt  in  January  because  it  couldn't 
service  its  debt. 

I  told  Carl  Icahn  that  he  would  rue  the  twa  takeover.  I 
didn't  think  he  wanted  the  headaches  of  managing  30,000 
unionized  employees.  And  anyway,  airlines  aren't  suitable 
for  constant  leveraging. 


Macy's  also  defaulted  this  year. 

Macy's  was  a  Goldman/Shearson  deal,  not  a  Drexel  deal. 
Eut  in  March  of  1989  I  visited  Ed  Finkelstein  [Macy's 
chief  executive  officer] .  It  was  a  friendly  visit  to  a  man  I 
greatly  respected.  I  was  involved  with  my  legal  problems 
and  wasn't  looking  for  business. 

My  suggestion  to  him  was  that  in  the  current  environ- 
ment he  should  eUminate  all  that  high-coupon  debt  and 
•  replace  it  with  5%  or  6%  coupons  carrying  equity  participa- 
tion— give  up  some  equity  in  return  for  much  lower 
interest  rates.  That  way  Macy's  could  cover  interest  pay- 
ments even  if  cash  flow  was  reduced.  Macy's  was  facing  too 
many  problems,  what  with  people  like  the  Limited  and 
Gap  and  Wal-Mart  taking  business  away  from  department 
stores.  Macy's  needed  the  financial  flexibiUty  to  deal  with 
its  business  problems.  It  needed  relief  from  those  huge 
interest  payments. 

But  remember,  in  both  cases,  bankruptcy  isn't  an  end. 
It's  an  opportunity  to  build  a  more  suitable  financial 
structure.  Let  me  give  you  an  example. 

In  1984  the  Bass  brothers  invited  Drexel  to  participate 
in  a  takeover  of  Continental  Bank  in  Chicago.  The  bank 
eventually  failed  because  of  bad  loans.  Our  idea  was  to  take 
hundreds  of  their  bad  loans  and  turn  them  into  participat- 


ing loans.  We'd  own  part  of  the  companies.  We'd  lose  on 
many,  but  would  have  unlimited  upside  on  others. 

The  regulators  turned  us  down.  Do  you  know  why?  I 
was  told  that  they  were  worried  that  four  or  five  years  later 
someone  would  write  an  article  if  it  were  successfiil 
showing  how  the  Bass  brothers  and  Drexel  made  $1 
billion  off  the  government.  So  instead,  the  taxpayer  got 
stuck  for  $4.5  billion. 

So  people  who  say  our  business  was  leveraging  with  junk 
bonds  don't  understand  what  we  were  doing.  -Junk  bonds 
were  only  part. 

In  1987 — almost  five  years  ago — we  met  with  people  at 
Citicorp.  Like  Macy's,  Citicorp  needed  flexibility  to  deal 
with  its  mounting  problems.  We  suggested  they  should 
spin  off  their  Third  World  loans  into  a  separate  bank  and 
then  do  a  rights  offering  for  $4  billion  worth  of  equity. 
That  would  have  cleaned  up  their  balance  sheet  considera- 
bly, and  it  would  have  given  them  enough  capital  to  go 
ahead  and  deal  with  the  huge  problems  they  were  facing. 

Four  billion?  The  whole  market  value  of  Citicorp's 
total  equity  capital  right  now  is  barely  $6  billion. 

But  in  1987  Citicorp  was  selling  much  higher,  around  30 
for  a  market  value  of  over  $10  billion.  We  recommended 
they  do  a  rights  offering.  Give  shareholders  the  right  to 
buy  one  share  at  $15  for  every  share  they  owned.  If 
investors  didn't  want  to  exercise  the  rights,  they  could  sell 
them.  If  Citicorp  had  done  that,  they  could  have  gotten 
back  to  figuring  how  to  grow  and  be  profitable. 

The  other  day,  I  read  that  banks  were  considering  doing 
rights  offerings  like  that.  So  you  can  call  me  lots  of  things, 
but  please,  not  junk  bond  king.  It's  just  not  true. 

Or  it  may  have  been  true,  but  no  longer  was. 

A  newspaper  article  when  Macy's  went  Chapter  11  said 
that  Macy's  went  under  only  six  years  after  they  did  the 
LBO.  Only?  Six  years  is  a  lifetime  in  financial  markets.  I've 
seen  U.S.  government  bonds  drop  50%  and  go  back  up 
50%  in  less  than  six  years. 

In  a  volatile  atmosphere  like  the  present  you  should 
think  of  capital  structure  as  a  variable  that  can  gready 
influence  the  success  or  failure  of  a  business  enterprise. 
Junk  bonds  are  just  one  of  the  variables.  Drexel  dealt  in  all 
the  variables.  Equity,  bonds,  bonds  with  warrants,  con- 
verts, preferreds.  .  .  . 

Doesn't  classic  academic  theory  say  that  capital  struc- 
ture is  irrelevant  in  the  long  run? 

Tell  that  to  a  company  that's  had  its  credit  lines  yanked. 
Here's  an  actual  example  of  how  changing  a  capital 
structure  can  increase  the  value  of  a  business.  When 


I  tiarte  wofMng  at  DnmI  part  time  in  the  back 
I  ilavilepiat  a  kwarcoat  aecurity  delivery 

mt'e  attention  to 
>  aacwitlet,  many  of  wiiicli  sell  at 
,  Marthtf  at  about  tids  same  time  high- 
iPOaftfl  more  than  50%,  burning  retail 
I  out  of  the  stock  market. 
I  iarier  institutional 
I  of  antiquated  back  offices. 


Turmoil  and  near  panic  on  Wall  Street. 
From  May  1969  to  May  1970  ttie  stock 
maritet  falls  3S%.  Penn  Central  files  for 
baniouptcy.  People  fear  the  same  for 
compmles  like  Lockheed,  Chrysler  and 
LTV.  Lockheed's  4V4S  trade  down 
to  19  cents  on  the  dollar.  Milken, 
Drexel  and  customers  cash  in  when 
these  bonds  don't  default. 
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Kohlberg  Kravis  Roberts  did  the  RJR  takeover  in  1989, 
they  should  have  put  in  more  equity. 

Before  the  takeover  RJR  had  a  market  value  and  long- 
term  debt  of  about  $18  billion.  The  value  of  the  securities 
issued  by  kkr  to  take  it  over  had  a  market  value  of  about 
$24  billion.  But  as  junk  bond  financed  companies  contin- 
ued to  come  under  attack  rjr  bonds  fell  to  big  discounts. 
Then,  last  year,  kkr  did  what  1  thought  they  should  do 
earlier:  They  put  in  more  equity  capital.  After  that  the 
bonds  went  to  a  premium,  where  they  are  today.  Now  the 
company,  long-term  debt  and  equity,  has  a  market  cap  of 
about  $28  billion.  Recapitalizing  with  additional  equity 
added  about  $4  billion  to  the  value. 

Of  course,  capital  structure  matters.  And  the  capital 
structure  that  is  right  for  1975  isn't  necessarily  right  for 
1985  or  1989.  Or  even  for  1995. 

Elaborate,  please. 

Let  me  show  how  and  why  capital  structure  matters. 
Follow  me  through  some  simple  arithmetic.  Let's  take  two 
hypothetical  companies  in  1992  that  have  stable  cash 
flows.  Let's  say  cash  earnings  before  interest,  taxes,  depre- 
ciation and  amortization  for  both — the  ebitda — is  $200 
million  a  year.  Now  let's  give  Company  A  a  conservative 
capital  structure,  with  $500  million  in  debt,  borrowed  at 
8.5%.  Here's  the  picture:  depreciation,  $40  million;  debt, 
$500  million  at  8.5%;  interest,  $42.5  million;  earnings 
before  taxes,  $117.5  million;  taxes  at  40%,  $47  million;  net 
profit,  $70.5  million. 

In  the  current  market  Company  A  could  get  a  p/e  ratio 
of  17,  or  a  market  value  of  nearly  $1 .2  billion.  Add  the  debt 
at  par  and  you  get  a  total  market  value  for  the  company  of 
$1.7  billion — 8.5  times  cash  flow. 

Now  take  Company  B,  in  the  same  exact  business,  and 
give  it  a  leveraged  balance  sheet  and  higher  depreciation 
because  it  was  built  through  acquisitions.  Here's  Compa- 
ny B:  depreciation,  $60  million;  debt,  $800  million  at 
15%;  interest,  $120  million;  earnings  before  taxes,  $20 
million;  taxes  at  40%,  $8  million;  net  profit  $12  million. 

The  market  in  1992  still  doesn't  like  leverage.  Junk- 
financed  Company  B's  access  to  capital  is  limited  and  its 
interest  coverage  is  less  than  2  for  1 .  So  the  market  prices 
the  bonds  at  a  discount  and  gives  the  equity  earnings  a  p/e 
of,  say,  10.  Here's  the  market  value  of  Company  B:  equity, 
$120  million;  debt,  trading  at  90  cents  on  the  dollar,  $720 
million;  total  market  value,  $840  million.  So  you  have  the 
leveraged  company  capitalized  in  the  market  at  4.2  times 
operating  cash  flow  versus  8.5  times  for  unleveraged 
Company  A.  Exactly  the  same  businesses. 

Capital  structure  doesn't  matter? 


You  would  reverse  the  process  when  the  market  loved 
leverage  and  stocks  were  selling  at  a  discount  to  book. 
As  in  the  early  Eighties. 

Sure.   You  could  recapitalize   Company  B   and  nearly 
double  its  value.  Just  go  to  the  bondholders  and  suggest: l 
"Look,  with  a  different  capital  structure  we  can  make  your : 
bonds  worth  more.  Give  us  your  junk  bonds  and  we'll  give 
you  $500  million  in  8.5%  A/Aa  bonds.  With  our  new, 
conservative  capital  structure  those  bonds  will  sell  at  par. 
To  make  it  worth  your  while  we'll  give  you  40%  of  the 
equity.  In  the  above  example,  the  bondholder  ends  with< 
securities  worth  $980  million  versus  the  S720  million  he 
had  before.  And  the  old  equit\'  holders  end  up  with  stock; 
worth  $720  million — six  times  as  much. 

This,  of  course,  explains  the  rush,  beginning  in  1991, 
of  leveraged  companies  to  go  public  or  sell  stock  to  pay 
off  debt.  The  lesson  is  that  leverage  is  neither  good  nor 
bad,  but  there's  a  time  for  leverage  and  another  time  ; 
for  deleverage.  r 

Contrary  to  conventional  wisdom,  sometimes  the  best  way  [ 
to  increase  a  company's  stock  price  is  to  sell  additional 
equity.  Recendy  Chrysler  announced  it  had  sold  convert- 
ible preferred,  and  the  stock  didn't  go  down  on  the 
dilution;  it  went  up  substantially  over  the  next  few  days. 

So  the  motto  should  be  "Give  the  market  what  it 
wants." 

But,  look,  you  can't  just  see  these  things  fi-om  the  business' 
point  of  view.  A  business  needs  to  raise  money,  but  an 
investor  needs  investments  that  will  meet  his  specific 
needs. 

Put  yourself  in  the  position  of  an  investment  manager  at 
the  beginning  of  the  1980s.  Today  they  are  all  geniuses, 
but  then  everything  was  going  wrong.  If  they  invested  in 
mortgages,  interest  rates  went  up  and  they  had  capital 
losses.  Some  Treasurys  were  selling  as  low  as  60  cents  on 
the  dollar.  Growth  stocks  had  been  a  disaster  since  1974. 

So  you  saw  your  job  as  tailoring  investments  to  meet 
these  customers'  needs  in  a  tough  period. 

Yes.  Here  I  was  sitting  at  my  desk  in  late  1979,  and  I  saw 
most  of  the  financial  assets  in  America  dropping  like  rocks: 
The  Dow  Jones  industrials  still  unable  to  get  over  1000; 
government  bonds  at  big  discounts.  Only  hard  assets  were 
doing  well:  real  estate,  commodities,  gold,  silver.  It  was  at 
that  time  that  G.  Chris  Andersen  at  Drexel  [Andersen,  a 
former  Drexel  managing  director,  is  now  \ice  chairman  at 
PaineWebber]  and  I  dreamed  up  the  commodit\-backed 
bond,  which  we  sold  for  Sunshine  Mining.  We  oflTered 
investors  a  way  to  get  regular  income  and  still  have  a  hedge 


Gold  standard  is  devalued,  which  some 
economists  think  ^ves  rise  to  additional 
volatility  In  the  debt  markets.  Start  of  the 
sale  of  hundreds  of  new  junk  issues  by  firms 
like  Merrill,  Goldman  and  First  Boston. 
Secondary  market  grows  for  these  high- 
yields  with  200  marketmakers.  Drexel, 
still  relatively  obscure,  builds  powerful 
position  in  this  market. 


LTV  exchanges  its  6.5%  straight  for  7.5%        __ 
convertible  debt,  extending  its  maturity  by  ffve  ] 
an  eariy  example  of  capital  restructuring. 
Junk  bonds  now  up  over  60%  from  1970  low. 
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against  inflation  in  the  form  of  the  com- 
modity backing. 

Initially  I  thought  of  myself  as  a  retailer. 
Talk  to  a  customer.  See  what  he  wanted. 
You  discovered  he  needed  products  that 
weren't  readily  available  at  the  time.  So  it 
was  clear  that  we  needed  to  create  those 
products.  We  had  to  vertically  integrate  to 
produce  them  if  we  wanted  to  serve  our 
customers  better  than  our  competitors 
could. 


(( 


But  the  merger  and 
acquisition  guys  at 
Drexel  just  said, 
'Don't  pay  attention 
to  Mike.  He's 
just  sour  grapes 
because  he's  out 
of  it  now.' " 


Fallen  angels,  so  called.  Mike,  how  do 
you  define  junk  bond? 

It  grates  me  to  call  them  that.  Is  CNN  junk? 
Ted  Turner  sold  junk  bonds.  Anyhow,  they 
are  a  debt  instrument  that  trades  more  on 
the  underlying  credit  risk  of  the  company  or 
the  industry  than  on  movements  in  interest 
rates.  They  have  legal  characteristics  of 
debt,  but  if  things  go  bad  you're  generally 
the  first  creditor  to  take  on  tho  rights  of  an 
equity  owner. 


So  Drexel  designed  and  manufactured 

new  products  and  increased  the  supply  of  junk  bonds. 

Yep. 

Such  as? 

Hybrid  securities,  designed  to  produce  a  steady  return 
along  with  reduced  volatility.  Floating-rate  securities, 
securities  with  puts,  securities  where,  if  certain  things 
happened,  a  sinking  fund  kicked  in. 

And,  of  course,  high-yield  bonds,  sometimes  with 
equity  participation. 

Two  of  the  best  were  the  MCi  issue  and  the  Golden  Nugget 
[now  Mirage]  issues  in  1983.  These  Drexel  issues  offered 
some  downside  protection,  since  they  were  mostly  debt, 
but  had  upside  potential  as  well  because  there  were 
warrants  attached.  Investors  got  security  and  the  compa- 
nies badly  needed  capital. 

You're  saying  that  this  mixture  of  upside  potential  and 
downside  protection  was  what  the  investors  needed  in 
the  mid-Eighties.  Why  were  junk  bonds  the  answer  to  a 
money  manager's  prayers  in  the  late  1970s  and  early 
1980s? 

Because  investors  had  several  years'  experience  that  had 
taught  them  corporate  bonds  were  a  sound  investment 
even  if  they  weren't  top-rated  credits.  In  1970  and  1974 
hundreds  of  companies  that  everyone  on  Wall  Street 
believed  would  go  bankrupt  didn't,  and  people  who 
bought  their  bonds  did  very  well. 

In  the  early  1970s,  while  others  were  telling  people  that 
the  sky  was  falling,  we  were  saying  that  investing  in  the 
debt  of  American  business  was  the  best  investment,  not  the 
worst.  That  was  pretty  good  advice.  Drexel  published  a  list 
of  high-yield  bonds  to  buy  in  1970.  The  list  was  up  40%  in 
just  eight  months.  In  1974  we  did  another  list,  which  did 
even  better.  We  focused  on  companies  like  Chrysler  and 
Con  Ed  and  the  fact  that  they  weren't  going  broke. 


You  are  stuck  with  the  name,  but  any- 
body who  owned  a  junk  bond  fund  in  1991  and  got  a 
40%  or  50%  return  that  year  knows  it's  not  jimk.  So 
does  Wall  Street. 

Last  month  Nomura  announced  it  was  looking  into 
setting  up  a  junk  bond  trading  desk. 

Clearly,  Nomura  believes  junk  bonds  are  here  to  stay. 
Yet  the  fact  remains:  In  late  1989  and  1990  the  jimk 
bond  market  was  in  panic. 

There  were  several  reasons  for  this.  I  already  talked  about 
how  the  action  of  the  regulators  hurt  the  market  and  how 
the  media's  reaction  hurt.  So  did  the  well -publicized 
failure  of  several  deals. 

By  the  second  quarter  of  1988,  Wall  Street,  including 
Drexel,  was  still  doing  highly  leveraged  deals  when  the 
time  had  passed  for  leverage.  A  lot  of  these  deals  went  bad, 
and  fairly  fast — Federated  Department  Stores/Campeau, 
for  example. 

The  M8cA  guys  thought  they  could  leverage  anything. 
Hubris. 

Not  hubris.  They  were  suffering  from  "they  don't  remem- 
ber 1974."  They  figured  capital  would  always  be  available. 
They  forgot  1974,  when  there  was  no  capital  for  anybody 
but  AAA  companies. 

On  the  evening  of  Mar.  16, 1989, 1  was  with  Bill  Farley 
[chief  executive  of  Farley  Enterprises]  and  some  other 
chief  executives  in  a  room  in  the  Waldorf.  I  said,  "Bill, 
you've  got  the  wrong  capital  structure  with  West  Point - 
Pepperell."  He  should  have  given  more  equity  and  less 
debt.  But  the  merger  and  acquisition  guys  at  Drexel  were 
saying,  "Don't  pay  attention  to  Mike.  He's  just  sour 
grapes  because  he's  out  of  it  now."  Bill  Farley  almost  lost 
everything. 

You've  got  to  understand.  Entrepreneurs  like  Bill  Farley 
are  by  nature  very  independent  and  opinionated.  They  do 
what  they  want  to  do.  They  hate  to  give  up  equity.  They 
always  think  their  stock  is  undervalued.  I  guess  that's  what 


•locfc  HMfflMt  peaks  Mvly  in  the  year  at  1052, 
UgbMt  it  will  reach  in  a  decade.  Real  estate  values 
fii,  Md  iHNilcs,  heavily  burdened 
fey  RBT  loans,  cut  back  lending. 


TMs  geneffatfcm's  depression.  By  yeai^nd,  the  fece 
value  of  debt  exceeds  the  market  value  of  equity  by  $20 
bUKoRi  and  the  Dow  is  down  more  tiian  40%.  Prime  rate 
doubles  to  11%  Jn  18  months.  UnemploymMit  Idghest 
World  War  II.  TrowMod  banks  refuse  to  finance 
MMfcet  cowpanlei.  ifiglhyieM  Issues  like  Qroiier 
•ItefBll  to  20  cents  OR  the  dollar;  Con  Ed  and  Stager 
suffsr  sifflifaH'  fates.  Nothbig  kioks  safe  for  investors. 
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makes  them  great  entrepreneurs. 

We've  talked  with  others  among  Drexel's 
old  customers  who  confirm  that  you 
advised  them  to  sell  equity  and  pay  debt 
in  the  late  1980s.  Ralph  IngersoU  was 
one  and  he  lost  most  of  his  company 
when  he  defaulted.  Roger  Stone  of  Stone 
Container  says  you  advised  him  to  sell 
equity  a  lot  sooner  than  he  did.  There 
were  others  who  confirm  but  asked  not 
to  be  identified. 
Understand,  this  is  nothing  to  crow  about. 


(( 


. . .  bridge  deals 
were  wrong.  The  way 
to  test  a  deal  is  to  let 
the  marketplace 
decide.  If  the 
market  won't 
supply  the  capital, 
don't  do  it." 


marketable  or  not. 

Merrill  did  the  first  bridge  loan.  They 
were  also  the  first  in  the  case  of  Global 
Marine  to  sav  vou  don't  need  a  syndicate; 
we'll  distribute  the  securities  ourselves. 
One-stop  shopping.  You  don't  need  Salo- 
mon. You  won't  need  Drexel.  Get  it  all 
done  here.  The  end  of  the  story  was  that 
Merrill  and  Salomon  lost  millions  on 
bridge  loans.  First  Boston,  Kidder  and 
Shearson  would  hav^e  gone  under  if  they 
hadn't  been  rescued  by  rich  parents. 
Against  my  advice,  Drexel  started  doing 


I  wish  I  had  been  wrong,  for  their  sakes.  But  when  bridge  loans,  started  buying  pieces  of  the  deal  with  their 

managements  say  they  don't  want  to  sell  equity  because  own  capital. 

the  stock  is  too  cheap,  I  don't  really  know  what  "cheap"  Drexel  didn't  have  a  willing  rich  parent,  so  Drexel 

meansin  this  context.  Was  Citicorp  cheap  at  25.^  Manage-  went  under.  When  Drexel  went  under  it  was  carrying 


ment  must  have  thought  so.  They  could  have  sold  equity  at 
25,  but  they  didn't.  They  did  sell  convertible  preferred  at 
15y2  and  people  accused  them  of  selling  too  cheap.  Then 
the  stock  went  to  10. 


about  $1  billion  in  unsold  securities  held  in  inventory  to 
close  deals. 


Mike,  the  gist  of  what  you've  been  saying  is  that  you 

think  in  terms  of  cycles. 
The  market  is  certainly  voracious  today  for  stock     I  have  always  taken  this  macro  approach.  The  economy 
offerings.  It's  beginning  to  look  like  the  1960s  again,      goes  through  phases.  So  do  markets.  Just  when  people 
Or  1983  or  1986.  These  times  don't  go  on  forever,      start  thinking  they'll  last  forever,  the  phases  are  ready  to 
Anyone  who  isn't  selling  equity  today  should  have  his  head     change . 
examined .  In  1 973  a  REIT  boasted  in  its  annual  report  about  its  high 

leverage.  There  was  a  built-in  conflict  there  because  the 
The  window  is  wide  open.  management  fee  was  based  on  assets  under  management. 

Window .>  It's  the  Grand  Canyon.  which  encouraged  REITs  to  leverage  to  the  maximum.  In 

those  days  the  market  paid  a  premium  for  leverage.  That 
We  had  always  thought  that  the  leveraged  buyout     was  one  cycle. 

and  takeover  trends  would  self-destruct  as  soon  as  One  year  later  there  was  a  quite  different  cycle  and 

stock  prices  got  so  high  that  it  no  longer  paid  to  everyone  said  that  all  the  REITs  were  going  bankrupt,  not 
substitute  debt  for  equity.  It  didn't  self-destruct,  in  just  the  overleveraged  ones.  Yet  many  of  the  REITs  still 
good  part  because  Wall  Street  firms  and  banks  start-      had  great  value — just  as  many  so-called  junk  bond 


ed  using  their  own  capital  to  do  leveraged  buyouts. 
They  did  bridge  loans  where  the  investment  house 
doing  the  deal  puts  in  some  of  the  junior  capital  to  get 
the  deal  done. 


companies  did  when  their  securities  were  in  a  free-fall 
in  1990. 

You  keep  harking  back  to  1974.  You  were  just  a  kid. 

Yes,  but  bridge  deals  were  wrong.  The  way  to  test  a  deal  is  I  was  100  then.  I'm  200  now.  The  year  1974  taught  me 

to  let  the  marketplace  decide.  If  the  market  won't  supply  that  leverage  can  decimate  even  the  best  company  when  its 

the  capital  for  a  deal,  don't  do  it.  access  to  capital  is  cut  ofi'.  It  also  taught  me  that  most 

But  the  bridge  loan  people  said,  "Well,  Drexel  has  a  people  have  short  memories.  That's  why  most  financial 

better  marketing  department  than  we  have,  so  we're  going  people  have  five-year  careers — one  market  cycle.  All  these 

to  lend  money  to  the  deal.  Drexel  has  to  sell  the  securities,  geniuses  who  bought  stock  in  the  mid-1960s  thought  they 

We  can  just  walk  in  and  say  the  job's  done.  That's  better  had  some  divine  touch  and  then  it  all  stopped.  It  hadn't 

than  Drexel  giving  a  'highly  confident'  letter."  So  the  occurred  to  them  that  they  looked  good  because  \-irtually 

merger  and  acquisition  departments  took  over  Wall  Street,  everything  was  going  up.  In  1983  Drexel  published  a 

Now  they  could  pay  M&A  people  enormous  amounts  of  paper  called  "The  $55  Billion  Misunderstanding."  That's 

money  for  just  bringing  in  a  deal — whether  the  deal  was  how  much  was  lost  by  people  folloN\ing  Nift\'  Fift) 


By  January's  ^nd  Teledyne  has  taken  advantage 
of  depressed  stock  market  by  doing  two  debt-for-equity 
swaps  in  seven  months— leveraging  itself.  By  1983  the 
swapped  stock  has  gained  fifteenfold  in  value.  Tandy 
had  already  done  a  similar  deal  with  similar  results, 
both  actions  being  bold  examples  of  using  leverage  to 
take  advantage  of  cheap  stock  prices.  Some  people 
proclaim  the  death  of  equities. 


Resurgence  of  the  stock  market.  Interest  rates 
are  low  at  around  7%.  Confidence  slowly  returns, 
but  public  is  still  disilhiskNMd  with  equities. 
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e  l^^ld  can 
compaflf  called  Hitachi 

do  for  Fred? 


HITACHI 


Fred's  Home. 

^hen  Fred  relaxes  at  home,  he  can 't 

avoid  using  Hitachi  products. 

He  can  hsten  to  his  state-of-the-art  stereo  system, 

or  watch  his  high-defmition  TV.  He  might 

get  something  to  drink  from  his  refrigerator,  or  perhaps 

heat  up  something  to  eat  in  his  microwave  oven. 

He  can  call  a  friend  on  his  telephone, 

or  maybe  read  by  the  light  of  a  Hitachi  light  bulb. 

The  many  Hitachi  products  listed 

above  are  among  thousands  that  make 

life  a  lot  easier  for  Fred. ... 


HITACHI 


Full-Color  Video  Printer 
High-Definition  TV 
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Fred's  water  is  delivered  from  a  Hitachi  treatment 
plant  by  Hitachi  motor  pumps.  Going  to  the  office,  Fred  takes 

a  Hitachi  mass-transit  train  and  elevator.  i 

Fred's  computer  workstation,  cables,  and  mainframe  are  made  by  Hitachi. 

And  down  at  the  factory,  Hitachi  industrial  robots  and 

metal  presses  are  hard  at  work.  Listed  above  are  Just  some  of 

the  thousands  of  Hitachi  municipal/industrial  products 

that  keep  Fred's  town  going,  and  growing . . . 

HITACHI 
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Fred's  \Vbrld. 

/«  the  future  Fred's  air  may  be  cleaner  because 
of  Hitachi  research  in  reducing  the  emissions  ofNOx  and 

SOx  gasses  created  in  the  combustion  of  fossil  fuels, 

and  in  reducing  "greenhouse"  gasses  in  the  atmosphere. 

Fred's  water  may  be  purer,  because  of  water 

purification  and  wastewater  treatment  systems. 

And  advanced  communications  technology  brings  people 

of  the  world  closer  together.  These  are  just 

a  few  of  the  ways  Hitachi  makes 

the  world  a  better  place  for  Fred  to  live. 
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Michael  Milken 


26%  of  Teledyne's  equity  for  $100  million  in  10%  bonds— 
a  very  high  coupon  in  those  days.  By  the  early  1980s  that 
repurchased  stock  was  worth  more  than  $1.5  billion. 

In  the  circumstances  of  1974  with  the  stock  market 
depressed,  it  made  sense  to  leverage  up. 

You  have  read  the  paper  I  wrote  in  1973  with  the  late 
Professor  James  Walter  of  Wharton. 

That's  when  you  were  only  100  years  old. 

Yes,  but  my  ideas  haven't  changed.  That  paper  suggested 
companies  shouldn't  think  of  their  capital  structures  as 
fixed — say  40%  debt,  60%  equity.  They  should  vary  the 
capital  structure  as  their  businesses  change  and  markets 
prefer  debt  or  equity,  or  as  interest  rates  fluctuate. 

Early  on  in  my  career,  around  1970, 1  remember  talking 
with  a  top  executive  of  LTV.  My  advice  was:  Exchange 
equity  for  debt.  Your  debt  is  selling  at  a  big  discount  from 
face.  You  can  create  value  and  unleverage  by  issuing 
equity. 

The  same  advice  you  gave  in  1987  and  1989  in  Forbes 
and  elsewhere.  Did  LTV  take  your  advice? 

Yes,  eventually  they  did.  They  traded  equity  for  LTV  5's,  a 
$500  million  issue,  which  traded  as  low  as  15  cents  on  the 
dollar  in  1970. 

Only  LTV  subsequently  went  bankrupt. 

That  had  nothing  to  do  with  the  restructuring.  Even  after 
exchanging  various  assets  for  debt,  by  1974  ltv  had  no 
short-term  debt  and  a  quarter  of  a  billion  in  cash.  So  what 
did  management  do?  It  bought  another  steel  company, 
Youngstown.  Even  that  couldn't  crash  them.  So  they 
bought  a  third  steel  company.  Republic.  Three  steel 
companies  was  more  than  any  capital  structure  could 
stand. 

So  what  conclusion  did  you  draw  from  ltv? 
That  leverage  is  not  for  all  times  and  not  for  all  businesses. 
There  are  certain  industries  that  should  not  have  leveraged 
capital  structures.  Metals  companies.  Computer  compa- 
nies, where  your  whole  line  can  be  obsolete  in  three 
months.  Airlines  and  aerospace  companies  need  to  con- 
standy  adjust  their  capital  structures. 

As  Carl  Icahn  found  out.  And  as  Frank  Lorenzo  found 
out. 

The  best  leveraged  deal  of  1989  was  UAL.  It  was  the  best 
because  it  didn't  go  through.  Citibank  and  Chase  had 
together  committed  $2.5  billion  of  their  own  money  to  do 
the  LBO  at  $300  a  share,  but  they  couldn't  raise  the  rest  of 
the  money.  Lucky  for  them.  The  stock  is  now  at  $155. 


Prime  rate  rises  to  15.25%  by  October. 
With  their  high  coupons,  junk  bonds  look  more 
attractive.  Banks  continue  lending  to  Third  Worid 
countries.  Milken  uses  junk  bonds  to  finance  two 
industries,  which  come  to  represent  an  increasing  part 
of  his  business:  casinos  and  home  builders. 


Probably  the  toughest  rap  against  you  is  that  you 
financed  all  those  hostile  takeovers  and  disrupted 
American  business.  You  showed  small  dealmakers  how 
to  mobilize  large  amounts  of  capital  and  take  over  big 
companies.  Unknowns  like  Harold  Simmons  and  Ron 
Perelman  became  overnight  billionaires. 
My  business  was  creating  and  saving  jobs,  not  destroying 
them.  Drexel  didn't  invent  small  companies  taking  over 
big  companies.  I  already  cited  Loews  taking  over  Lorillard. 
There  have  been  several  waves  of  takeovers  in  U.S. 
business  history.  The  Eighties  were  no  different.  Many 
takeovers  were  of  large  companies  by  other  large  compa- 
nies: Grand  Met,  Pillsbury;  Philip  Morris,  Kraft;  Georgia- 
Pacific,  Great  Northern  Nekoosa;  RCA  by  ge;  Farmers 
Group  by  B.A.T.  Should  I  go  on? 

We  get  the  point. 

Some   big-company-by-big-company   takeovers   turned 
out  very  badly.  They  talk  about  junk  bond  companies  t 
going  under,  but  look  at  the  records  of  some  of  those  big- 
company  takeovers.  They  bought  at  the  top  and  sold  at  the 
bottom.  Sohio  and  Kennecott.  Mobil  and  Montgomery  ^ 
Ward. 

Hostile  takeovers?  You  ran  a  storv'  in  Forbes  quoting 
the  chief  executive  of  Philip  Morris  to  the  eflfect  that  the  I 
most  attractive  deals  were  unfriendly.  So  Drexel  didn't  i 
invent  hostile  takeovers,  either. 

I'm  not  taking  the  position  that  hostile  takeovers  are  i 
bad  or  good.  That's  a  separate  debate.  There  is  actually  a 
lot  of  information  showing  that  they  played  a  ver\'  usefiil 
role.  But  my  worry  was  that  doing  them  would  interfere 
with  our  raising  money  for  the  20,000  to  30,000  compa- 
nies that  need  capital. 

Yes,  but  the  fact  is  that  you,  Mike  Milken,  did  do 
hostile  deals.  You  backed  Boone  Pickens  in  trying  to 
take  over  Gulf  Oil  and  Unocal.  Saul  Steinberg  in  his 
move  against  Disney.  Coastal  in  its  takeover  of  anr. 

Yes,  Drexel  and  I  worked  on  the  Gulf  and  Disney  transac- 
tions in  1984.  The  Disney  deal  was  originally  brought  to 
us  by  Roy  Disney,  who  felt  his  family  franchise  was  being 
dissipated  by  the  people  who  were  then  running  the 
company.  Later  Saul  Steinberg  approached  Drexel  and 
asked  us  to  represent  him  in  an  offer  for  Disney. 

The  end  result  was  that  Disney  got  new  management, 
and  the  value  of  its  stock  increased  more  than  tenfold. 

You  say  you  later  decided  it  wasn't  a  good  idea  for  you 
to  get  involved  in  hostile  takeovers. 

Later  I  saw  the  uproar  in  Congress  and  the  media  over 
hostile  takeovers.  I  told  [Drexel  Chairman]  Fred  Joseph 


GoM  prices  peak  at  $850;  sihrer  at  $50,  then 
start  to  tank;  stock  values  depressed.  Volatil 
interest  rates  14%  and  higher  make  it 
difficult  to  borrow.  Drexel  begins  hybrM 
financing— debt  with  equity  kickers— with 
$75  million  in  high-premium/high-coupon 
converts  for  Qrumman.  For  Sunshine  Mining. 
Drexel  issues  8.5S  silverindexed  bonds,  abos 
3%  betow  the  rate  on  U.S.  Qovemments.       | 
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that  the  Union  Carbide  transaction  took 
five  years  ofFmy  life.  Mesa's  offer  for  Unocal 
played  a  major  role  here.  They  were  intro- 
ducing legislation  in  Congress  to  ban  own- 
ership of  junk.  Those  hostile  takeovers  were 
causing  an  uproar  that  threatened  every- 
thing we  were  doing.  I  met  Fred  Joseph  on 
Nov.  16, 1986;  it  was  a  Sunday.  There  were 
four  other  people  there,  including  Leon 
Black  and  Peter  Ackerman.  I  requested  that 
the  firm  put  on  hold  hostile  takeovers  where 
we  would  be  on  the  acquirer's  side. 

My  legal  troubles  had   started   and   I 


"I  did  not  initiate 
any  of  these  hostile 
transactions. . . 
people  would  come 
to  me  and  ask 
ifl  thought  such 
and  such  a  deal 
could  be  financed." 


was  yes,  we  felt  we  could  raise  money. 

One  of  your  former  colleagues  says  it  was 
only  after  you  knew  Boesky  was  in  trou- 
ble that  you  tvuned  against  hostile  take- 
overs. 

I  think  you  are  moving  into  Fred  Joseph's 
make-believe  world.  Just  ask  Ron  Perel- 
man.  I  told  him  not  to  go  after  Gillette  in 
1986. 

Maybe,  but  you  continued  to  go  along. 

Of  course  I  could  have  left  Drexel  any  time  I 
warned  Fred  Joseph  and  Leon  Black  [Drexel  managing     wanted  and  increased  my  net  worth  and  gotten  an  even 
director]  and  Peter  Ackerman  [Drexel  executive  vice     higher  percentage  of  my  earnings.  But  1  didn't, 
president]  I  would  no  longer  be  able  to  review  all  the 

transactions  from  a  research  standpoint  and  that  they  Mike,  that's  just  passing  the  buck.  You  were  still  on  the 
needed  to  improve  their  due  diligence.  1  reminded  them  trading  desk  a  good  deal  of  the  time  in  1987  and  part  of 
that  our  franchise  was  based  on  the  creation  of  value  for  1988.  All  that  time  you  continued  to  flog  Drexel  deals. 
clients  and  not  on  issuing  securities.  If  you'd  just  quit  and  said  leverage  was  getting  exces- 

sive, you'd  have  been  a  hero.  Somebody  else  would 
And?  have  taken  the  blame  when  everything  hit  the  fan.  So 

Fred  Joseph  overruled  me .  maybe  you  would  have  had  to  leave  some  money  on  the 

table,  but  what  the  heck,  you  were  already  a  billionaire. 
But  you  did  sell  securities  from  the  trading  desk  even      I  stayed  because  the  firm  asked  me  to.  And  I  know  this  will 
on  deals  where  you  could  no  longer  give  them  your  full      sound  PoUyannaish  to  you,  but  I  wasn't  basically  focused 
attention?  Some  of  these  didn't  turn  out  well  for     on  making  money.  .  .  . 
investors. 

I  didn't  sell  securities  I  didn't  believe  in.  The  Drexel     Not  just  PoUyannaish,  Mike.  Unbelievable. 
corporate  finance  department  in  New  York  was  always     Hear  me  out,  please.  Wealth  is  a  by-product  of  solving 
responsible  for  the  due  diligence  on  those;  not  me.  Not  the     problems  and  creating  value.  If  you  do  those  things,  you 
high-yield  bond  department.  1  tried  to  put  in  covenants  on     get  a  high  rate  of  return.  If  you  don't  solve  problems  and 
those  offerings  that  would  improve  the  transactions  for  the      create  value  with  your  investments,  you  lose  money, 
buyers,  but  the  investment  bankers  just  wanted  to  get         I  think  of  myself  as  asocial  scientist.  Looking  at  what  is 


happening  in  society,  what  society  needs.  The  best  inves- 
tor is  a  good  social  scientist. 

That  sounds  pretty  pretentious,  Mike.  What  do  you 
mean  by  social  scientist? 

I  mean  not  just  looking  at  financial  figures — looking  at 


deals  done  and  collect  fees. 

In  the  beginning  you  were  enthusiastic  about  hostile 
takeovers. 

Whoa,  whoa,  whoa.  Let's  talk  about  the  word  "enthusias- 
tic." I  did  not  initiate  any  of  these  hostile  transactions. 

Now,  I  don't  want  to  sound  defensive,  but  firms  like  First  society.  A  decade  ago  we  could  see  that  while  TV  networks 

Boston  and  Shearson  went  around  with  lists  of  companies  and  their  affiliates  were  the  blue  chips,  cable  was  the  future, 

for  clients  to  make  offers  for — I'm  sure  Drexel's  mscA  Cable  was  junk  from  an  investment  ratings  point  of  view, 

department  did  the  same  thing,  though  not  to  the  same  In  1981, 1982,  1983,  at  the  Drexel  conferences,  I  would 

extent.  Yes,  people  would  come  to  me  and  ask  ifl  thought  get  up  and  say  nbc,  cbs  and  abc  are  left  at  the  post, 
such  and  such  a  deal  could  be  financed,  but  I  am  very         The  networks  were  providing  broad  entertainment, 

uncomfortable  with  this  word  "enthusiastic."  Take  Gulf  Mass  audiences.  There  was  a  parallel  earlier  when  we  had 

Oil,  for  example.  Boone  Pickens  was  working  with  Leh-  this  explosion  of  special-interest  magazines  that  put  the 

man  Brothers  and  had  an  investor  group  prior  to  coming  big,  broad  mass  magazines  like  Look  and  the  old  Life  and 

to  Drexel.  He  came  to  Drexel  and  asked  if  we  could  raise  the  Saturday  Evening  Post  nearly  out  of  business.  The 

money  for  him  to  make  an  offer  for  Gulf.  And  the  answer  same  thing  was  inevitable  in  TV. 


CnMit  avirilabto  but  pricey.  Former 
M^b'tfrade  companies  iiice  International 
Harvester,  Chrysler,  Montgomery 
Ward  and  Ford  are  perceived  to  be  in 
deep  trouble.  Some  of  their  bonds 
tiada  dew  te  80  cents  on  the  dollar  and  join  the  junic  bond 
The  government  and  mortgage  portfolios  of 
llMwrial  hwtitutions.  If  marked  to  marftet,  would 
them  Insotvent. 


'  ^'JH'toK  B,  iWCS  UMBki 


hi  volatile  and  uncertain  marltets, 
high-yield  bonds  begin  to  look  good  to 
Lhivestors.  The  mwket  for 
Inonhivestment-grade  bonds 
Istrengthened,  and  firms  were 
Mddtag  competltlveiy  for  Junk.  Drexel  issues  high-yieM 
debt  for  cable  companies  like  Cablevislon,  Prime  Cable 
and  TCI,  and  finances  betow-tovestment-grade  companies 
Mie  Chnfsler  Financiai  with  commerdal  paper. 
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Michael  Milken 

Cable  would  e\enmally  be  able  to  pro\ide  50  chan- 
nels— 50  special -interest  broadcasts  instead  of  one  mass 
broadcast.  People  can  watch  sports  \\hen  they  want  to 
watch  sports,  news  \\hen  they  want  news,  movies  \shen 
they  want  mo\ies,  not  when  the  network  wants  them  to. 
But  from  a  borrower's  point  of  \iew,  cable  was  junk  and 
net\\  ork  T\'  was  blue  chip.  Network  had  a  record.  Cable 
didn't. 

People  forget  that  today's  junk  is  often  tomorrow's  blue 
chip.  And  these  reversals  take  place  fast  these  days.  Look  at 
Wal-Mart  and  Sears.  Ten  years  ago  Sears'  market  capital- 
ization was  four  times  Wal-Mart's.  Today  the  position  is 
reversed:  Wal-Mart's  market  cap  is  four  times  Sears'. 

^^'hat  was  your  worst  deal? 

There  were  a  number  that  didn't  perform  well.  One  was 

Reliance  Capital  Fund  with  Saul  Steinberg. 

Wliat  was  that?  And  when? 

It  was  1983 .  We  set  up  a  S60  million  LBO  hind  for  high  net 
worth  indi\iduals.  We  asked  for  ^1  million  minimum, 
ended  up  taking  S2 50,000. 

What  happened: 

I  was  personally  involved.  I  personally  sold  a  good  percent- 
age of  the  deal.  I  invested  in  it.  And  I  had  a  lot  of  my  friends 
in  the  deal.  Even  though  I  was  the  largest  limited  partner, 
when  I  suggested  to  Saul  Steinberg  he  should  do  some- 
thing he  often  did  the  direct  opposite.  >.\fter  the  fund  sold 
out  of  Days  Inns  it  put  all  the  money  into  Telemundo, 
even  though  I  asked  them  not  to.  Everyone  lost  almost  all 
his  money.  I  personally  lost  S8  million  to  SIO  million.  It 
was  an  example  where  it  showed  you  how  independent 
managements  are. 

Mike,  you  keep  harping  on  yovir  successes.  But  what 
about  all  the  bad  deals  you  underwrote — Integrated 
Resources,  Hillsborough,  GLUett,  Southland,  Eastern? 

I  repeat:  I  wasn't  running  those  companies.  I  told  Frank 
Lorenzo  a  year  before  Eastern  went  bankrupt  that  he 
ought  to  get  out  of  there.  I  didn't  manage  Reliance  Capital 
and  I  didn't  manage  Eastern  Air  Lines  and  neither  did 
Drexel.  And  I'm  assuming  First  Boston  didn't  manage 
Federated.  And  that's  the  point.  WTien  you  make  a  loan, 
\  ou're  dependent  on  the  decisions  management  makes. 

Yeah,  but  you're  supposed  to  identify'  the  good  and  the 
bad  managers. 
Sometimes  you're  wrong. 

Well,  we  guess  it's  only  human  to  forget  about  the 


Interest  rates  drop  back  to  11%;  market 
raNies.  A  record  year  for  equity  deals.  Drexel 
raises  $1  tHilioo  in  the  form  of  bonds  with 
warrants  attached  for  MCI.  then  a  $1.7  billion 
(revenues)  company.  The  warrants  allow 
MCI  to  add  $200  millioi.  in  equity,  effectively 
doubling  book  value;  cash  received  pays 
for  phone  network.  Revenues  increase  to  $8 
bJllion  by  1991. 


losers.  So  let's  be  cheerful  and  talk  about  a  few  where 
you  feel  you  were  spectacularly  right. 

In  1979  people  told  me  Lorimar  was  going  bankrupt.  But 
Lorimar  could  be  made  more  profitable  overnight.  Just 
stop  making  mo\ies.  Cher  a  couple  of  years,  they  lost  S50 
million  making  moxies.  But  it  had  this  other  asset,  this 
terrific  asset  which  was  obscured  by  the  movie  losses.  It 
had  a  libran'  of  TA'  film  on  the  books  for  ver\-  little  that  was 
worth  a  huge  amount.  So  we  used  this  zero- book- value 
asset  for  financing  based  on  the  value  of  the  library-  for  TV 
syndication.  No  one  had  ever  done  that  before.  That  was 
real  value  added. 

In  1983  we  sold  SI  billion  worth  of  bonds  for  MCi — in 
July — bonds  with  an  equit\'  component.  The  equit\-  com- 
ponent was  S200  million.  It  gave  MCi  the  financial  free- 
dom to  build  the  company  to  where  it  is  today.  i 

We  also  did  financing  for  Turner  Broadcasting,  using  its 
old  MGM  movies  as-  collateral,  even  though  those  movies  I 
were  written  down  to  zero.  Actually  they  were  appreciat-  i 
ing  assets,  not  depreciating  assets,  since  each  time  they 
were  put  out  for  rental,  the  rentals  went  higher.  And  they 
were  also  a  source  of  ftiture  programming. 

Warner  Communications  [now  Time  Warner]  was  an- 
other case.  Warner  lost  a  half- billion  dollars  on  Atari. 
People  said  Warner  was  going  bankrupt,  they  should  sell 
assets  to  pay  down  debt  to  save  themselves.  Shrink  the 
company.  Sell  good  assets  like  the  record  business. 

Our  view  of  the  record  business  was  that  this  was  a 
business  of  the  future;  it  could  increase  in  value.  Selling  the 
record  division  would  be  the  worst  solution.  I  was  in 
Budapest  in  1984  and  was  walking  down  tlie  street  and 
there  was  a  local  man  with  a  portable  radio  blasting  out 
Michael  Jackson. 

It  was  the  time  of  the  Atari  disaster,  1984,  and  the 
market  value  of  Warner  stock  had  dropped  as  low  as  SI 
billion.  But  there  was  a  tremendous  change  in  technologv-. 
Compact  discs.  Repackage  the  music  and  charge  twice  as 
much  the  second  time.  And  here  was  Warner  carrving  on 
its  books  the  record  business  for  maybe  S200  million.  And  I 
people  were  telling  them  to  sell  it.  So  we  did  a  S500  million 
com  ertible  preferred  stock  issue  for  Warner  that  enabled 
Steve  Ross  to  expand  records  and  his  other  promising 
businesses  without  selling  assets. 

\\Tien  Warner  merged  with  Time,  the  value  on  Warner 
Communications  was  S14  billion. 

Well,  you  can't  expect  a  bank  loan  officer  to  lend 
money  because  some  kid  in  Budapest  is  plaving  Mi- 
chael Jackson  tapes. 

Trading  bonds  you  get  a  better  sense  of  credit  markets  than 
any  bank  officer  can  get.  They  make  a  loan  and  even-  six 


Prime  rate  moves  back  up  to  13%  by  July  and 
Treasurys  rise  in  sync  Creates  further  appetite  fo 
Mgte-yieM  bonds.  The  November  reflaancin<  of  Jot 
KlHga's  Metromedia  LBO  with  a  $1.9  MMon  face  va 
Is  the  largest  transaction  ever  done  in  the  pubHc 
market.  Drexel  creates  a  tiered  capital  stiactiwe 
inchiding  fk>aters,  zero  coupon  notes  and  stiai^ 
deM.  tai  24  hours  Miken  commits  $200  milioii  to 
restructure  Mattel,  which  is  near  bankruptcy. 
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months  or  so  they  check  the  books  to  see 
how  it's  doing.  Maybe  the  loan  officer  has  an 
annual  lunch  or  dinner  with  the  chief  finan- 
cial officer.  When  you  trade  bonds,  you 
reevaluate  every  day,  not  every  six  months. 

Sitting  on  a  trading  desk,  if  you  issued  a 
security  on  Jan.  5  and  on  Jan.  11  you 
suddenly  start  to  see  more  sellers  than 
buyers,  you  better  find  out  if  something  is 
wrong.  Is  there  something  going  on  in  this 
company  we  don't  know  about.''  If  you're 
trading  securities,  you're  constandy  reeval- 
uating individual  credits  and  the  credit  mar- 
kets. You're  making  a  new  loan  every  day. 


(( 


We  made  large 
profits  because  we 
identified  a  large 
market  that  lacked 
liquidity  and  we 
provided  liquidity. 
We  created  value." 


people  won't  buy  it.  Not  on  that  scale. 

Still,  any  fair-minded  person  would 
have  to  concede  that  you  created  value.  A 
smart  money  manager  interviewed  in 
Barron's  a  month  or  so  ago  said  some- 
thing interesting.  He  didn't  mention 
you  by  name.  He  said  he'd  picked  up 
preferred  stock  in  a  company  called  Dyn- 
corp  at  a  terrific  bargain  price.  The  rea- 
son it  was  so  cheap  was  that  Dillon  Read, 
the  underwriter,  brought  it  out  and  then 
walked  away  from  it.  The  money  manag- 


er told  Barron's:  "If  Drexel  had  done  a 
deal  like  that,  they  would  have  generated  the  sponsor- 
ship for  the  securities.  Dillon  Read  was  Dillon  Read, 
Mike,  let's  tackle  what  President  Bush  would  call  The      and  nobody  cared  about  Dyncorp." 
IB  j  Greed  Thing.  People  are  saying:  How  did  this  guy         That  was  quite  a  tribute  to  you  folks,  because  he  was 
Milken  make  so  much  money?  I  mean  $550  million  in      saying  you  added  value  to  your  underwritings;  you 
one  year.  He  couldn't  possibly  have  made  it  honestly.      weren't  just  peddling  securities  for  a  fee.  And,  of 
Let  me  answer  the  question  with  a  question.  Did  Sam     course,  you  often  had  ownership  stakes. 
Walton  create  value?  He  and  his  family  made  billions  from     Well,  if  Drexel  was  supporting  a  security,  people  would 
appreciation  in  Wal-Mart  stock.  He  also  created  value  for     invest  in  it,  because  they  knew  they  could  get  information 
all  the  shareholders  and  employees  and  customers.  But  his     and  that  we  would  make  a  market.  We  wouldn't  just  bring 
critics  said,  well,  Wal-Mart  comes  into  a  small  town  and      it  out  and  walk  away.  Like  Wal-Mart,  we'd  be  open  every 
puts  everybody  out  of  business,  the  mom-and-pop  stores      day  for  business.  You  might  not  like  our  bid,  or  our 
and  rival  chains.  So  you  see  there  are  two  sides  when  you      offering,  but  we'd  be  there  to  buy  and  to  sell;  we  would 
look  at  a  picture.  carry  inventory.  We  didn't  sell  and  drop  like  Goldman, 

Walton   used   retailing   technology   to   create   value;      Sachs  and  Dillon  Read  did. 
Drexel  used  financial  technology  to  create  value,  build         You've  read  the  paper  I  sent  to  the  salesmen  in  February 


of  1971 — 21  years  ago,  when  Drexel  was  still  called  Drexel 
Firestone? 


businesses  and  jobs  and  consumer  services  by  enabling 
entrepreneurs  to  raise  money  far  more  efficientiy  than  they 
could  have  done  without  us.  Many  of  the  people  who 

bought  securities  from  Drexel  made  money,  too.  That's  We  read  it.  It  said  it  was  Drexel's  intention  to  take  large 

creating  value.  positions  in  speculative  bonds  to  provide  liquidity  to 

the  marketplace  so  institutions  would  feel  comfortable 
An  economist  might  buy  that,  but  you'll  never  con-  investing  there.  That  Drexel  would  create  a  computer- 
vince  the  average  person  that  it's  healthy  for  one  ized  system  for  matching  buy  and  sell  orders  in  lots  of 
person  to  make  billions  in  a  few  years.  They  say:  500  bonds  or  more.  That  Drexel  would  provide  de- 
Investment  people  are  just  paper- shufflers;  they  don't  tailed,  reliable  statistics  on  the  market, 
create  value.  Only  shoemakers  and  steelmakers  and  We  made  large  profits  because  we  identified  a  large  market 
shopkeepers  and  people  like  that  create  value.  that  lacked  liquidity  and  we  provided  liquidity.  We  weren't 
We're  in  the  knowledge  age,  not  the  steel  age.  Wal-Mart's  alone  in  the  business  or  the  first  in  the  business.  But  we 


edge  and  ge's  edge  and  Apple  Computer's  edge  is  in 
organization  and  knowledge.  A  hamburger  is  a  hamburg- 
er, but  McDonald's  created  value  for  the  public  and  for  its 
shareholders  because  it  had  superior  organization.  Great- 


created  value  the  others  didn't. 

If  we're  going  to  talk  about  profits,  let's  also  talk  about 
risk.  The  first  thing  to  remember  is  Drexel  carried  a  $4 
billion  inventory.  How  much  risk  does. that  involve?  Well, 


ing  superior  organization  is  creating  value.  Today  those  ifyou're  sitting  with  that  and  they  ban  high-yield  bonds,  as 
things  are  more  important  than  physical  assets:  manage-  they  did  in  1989  and  1990,  and  they  drop  30%,  you're  out 
ments  and  systems.  $1.2  billion.  You  get  these  kinds  of  swings  in  today's 

volatile  markets. 
We're  not  saying  that's  wrong;  we're  saying  that  If  you  guess  right  with  that  inventory — as  we  often 


k 


ratM  dropping.  Inflation  dips  to  3.6%  and  tlie 
TkoawMy  rata  kaaps  MHng.  Draxal  does  first  iwstile 
takaovar  backad  by  Junk  as  Coastal  Corp.  wins  control 
off  ANR.  Diaxal's  'iakaovor  dass  of  1985"  includes  Fruit 
off  tlia  Loom  liy  William  Farley,  National  Can  by  Nelson 
PeHZt  RevkMi  by  Ron  Perelman,  and 
Fox  TV  by  Rupert  Murdoch.  Sensing 
trouble  in  foreign  markets,  Drexel 
shorts  Latin  American  debt. 


Prime  hits  bottom  at  7.5%  by  September.  Treasurys 
hit  7.5%,  their  towest  point  in  nearly  a  decade.  The  Dow 
rises  over  20%  in  the  course  of  the  year,  a  signal  to 
Milken  that  it's  time  to  deleverage.  Warner 
Communications,  American  Motors  and  Fox  issue 
oonvertUile  preferred  stock.  This  year  €k>ldman  and 
others  conqriete  leveraged  transactions  for  Macy's, 
Revco.  Nov.  14, 1986:  Boesky  Day. 


Mm  dates.  UPVGdimarn 
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Michael  Milken 

did — you  make  lots  of  money.  Suppose  you  had  $4  billion 
in  junk  bonds  in  inventoty  in  November  1990,  when  the 
Wall  Street  Journal  was  saying  junk  bonds  are  finished. 
You  hold  that  inventory  and  it  goes  up  $1.6  billion  in  a 
litde  over  a  year.  Meanwhile,  you  have  a  positive  carry  of 
10  percentage  points.  In  either  case  it's  not  like  earning  a 
salary,  where  you  get  paid  whether  your  firm  makes  money 
or  not.  Investment  firms  make  money  trading  and  taking 
risks.  Look  at  the  hundreds  of  millions  they  lost  when 
those  bridge  loans  to  lbos  went  bad  in  1989  and  1990. 

Where  there's  high  risks  there's  high  rewards,  or  no- 
body will  take  the  risks. 

Your  critics  say  you  used  the  power  you  achieved  in  the 
high-yield  market  to  gouge  people.  Take  those  Storer 
Broadcasting  warrants.  When  Kohlberg  Kravis  Rob- 
erts leveraged  Storer  Broadcasting,  Drexel  created  a 
payment-in-kind  preferred  as  the  junior  security  and 
insisted  KKR  give  warrants  to  buy  common  stock  as  a 
sweetener.  When  you  sold  the  preferred,  you  kept  the 
sweetener  for  yourself  and  some  of  your  associates. 
Weren't  you  short-changing  KKR? 
We  weren't  short-changing  anybody.  We  were  taking  a 
terrific  risk.  It's  public  information  that  Drexel  refused  to 
commit  one  cent  on  the  preferred  in  the  summer  of  1985. 
They  asked  me  would  I  personally  commit  the  money.  It 
was  a  lot:  $260  million.  My  money.  Not  Drexel's.  Not 
kkr's.  And  I  was  on  the  hook  for  another  $140  million, 
because  the  warrants  had  a  subscription  clause.  I  was 
committing  more  money  than  kkr  itself  The  deal  worked. 
We  sold  the  securities.  The  deal  put  kkr  on  the  map,  and 
we  all  made  a  lot  of  money. 

In  your  Fatico  hearings,  Fred  Joseph,  your  boss,  said 
he  didn't  know  about  the  warrants  that  came  back  to 
the  firm. 

Is  this  the  same  Fred  Joseph  who  couldn't  remember  at  the 
Fatico  hearings  that  he  asked  me  to  lend  $27  million  to  the 
firm  in  December  of  1 985 ,  at  the  same  time  I  told  him  about 
the  warrants?  The  same  Fred  Joseph  who  can't  remember  I 
left  $200  million  of  my  money  in  the  firm  in  1986,  but 
remembers  so  vividly  me  quibbUng  over  $15,000? 

Let's  just  say  Fred  Joseph  has  experienced  some  .  .  .  uh 
.  .  .  memory  loss. 

I  talked  to  him  about  Storer.  Drexel  was  entitied  to  zero 
of  the  warrants.  Fred  Joseph  made  the  decision  not  to 
commit  one  cent  of  the  firm's  money.  The  firm  was  at  risk 
for  nothing.  I  was  at  risk.  Nevertheless,  as  a  result  of  the 
deal  Drexel  got  hundreds  of  millions  in  fees  from  kkr. 


about  it.  It  seems  he  insisted  Drexel  be  the  leadi 
underwriter  on  his  far  bigger  takeover  of  RJR  in  1989. 
But  the  question  remains:  Why  was  Drexel  better  able 
to  sell  securities  than  its  competitors?  Was  it  because 
you  had  all  these  captive  customers,  businesses  in  which 
you  and  your  family  often  owned  interests?  Columbia 
Savings  and  a  subsidiary  of  First  Executive  Corp. 
I  already  told  you;  I  can't  control  these  entrepreneurs. 
They  do  what  they  see  fit.  As  for  First  Executive,  Fred  Carr 
[former  chairman]  was  interested  in  investing  in  debt 
securities  that  offered  high  yield.  Drexel  was  creating  the 
best-quality  merchandise  for  that  marketplace. 

Maybe,  but  you  and  your  family  owned  a  large  percent- 
age of  First  Executive's  reinsurance  subsidiary. 

First  Executive  did  not  buy  every  issue  we  underwrote., I 
repeat:  The  quality  of  the  product  that  Drexel  was  turning 
out,  was,  in  my  opinion,  superior  to  [that  of|  other 
investment  banking  firms. 

You  haven't  really  answered  the  questions.  It's  pretty 
clear  to  us  that  you  heavily  influenced  both  these 
outfits,  but  it's  also  clear  that  it  wasn't  what  you  sold 
them  that  brought  them  both  down. 

We've  been  asking  you  some  disagreeable  questions. 
So  let's  turn  to  some  more  agreeable  ones.  Talking 
with  people  in  the  business  we've  discovered  that  one 
of  your  most  perceptive  moves  was  one  you  have 
received  scant  credit  for.  On  Latin  America  you  went 
totally  countercyclical  to  the  banks.  When  the  banks 
were  lending  to  Latin  America  in  the  1970s  and  early 
1980s,  you  would  have  no  part  of  it.  But  around  1987 
you  became  bullish  about  Latin  America. 
When  the  banks  took  big  writeoffs  it  was  obvious  to  any 
good  contrarian  that  it  was  time  to  take  another  look. 

As  a  social  scientist,  I  felt  that  there  wasn't  a  fiiture  for 
our  country  without  a  fiiture  for  Latin  America.  In  August 
of  1987  I  was  visiting  the  President  of  Mexico  and  making 
speeches  about  the  importance  of  Latin  America.  And  you 
can  look  at  the  speeches  of  what  I  said  at  the  dbl  Americas 
conference  in  January  1988. 

You  said  proper  investments  in  Latin  America  should 
be  equity  investments,  not  loans  to  governments. 

Those  loans  to  governments  didn't  result  in  productive 
investments.  They  just  provided  the  liquidit\'  for  rich  Latin 
American  nationals  to  get  their  capital  out.  Latin  ^-Vmerica 
didn't  need  loans.  It  needed  to  recapitalize  so  as  to  get  that 
capital  back. 


We've  read  that  Henry  Kravis  was  personally  not  upset     A  very  smart  person  who  insists  on  anonymity'  told  us 


Stock  market  values  near  replacement 
values,  signaling  caution  to  Milken  on 
leveraged  buyouts  and  takeovers.  Milken 
and  a  partnership  of  American  companies— 
DBL  Americas— switch  signals  and  begin  to 
buy  Latin  American  debt.  Same  year:  bank 
chiefs,  including  Citibank's  John  Reed, 
giving  up  on  Latin  debt. 


DBL  Americas  Fund  continues  to  buy  the  deeply 
discounted  Latin  American  debt.  Campeau/Allied 
purchase  of  Federated  closes.  Within  two  years, 
generates  the  largest  tosses  of  the  decade. 
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...  by  putting  me 
and  Drexel  out  of 
business  the  other 
big  firms  gained 
bilHons  in  fees  and 
trading  profits 
that  would  have 
gone  to  Drexel." 


DBL  Americas  Fund,  which  starts  helping 
these  companies  in  Mexico  start  to  re- 
structure their  debt." 

Yes,  that's  what  happened.  Now  Paine  Web- 
ber is  saying  Telefonos  de  Mexico  is  the 
greatest  stock  of  the  century.  Back  in  early 
1988  DBL  Americas  was  buying  both  debt 
and  equity.  The  stock,  for  example,  now 
trades  at  $2.76  a  share.  When  we  were 
there  and  we  were  buying  it,"  it  was  18 
cents.  Ron  Perelman  and  Nelson  Peltz 
invested  in  the  fund. 


^^    some  stories  about  your  acumen  in  the 
Latin  American  situation.  He  said  that 
you  bought  Nicaraguan  bonds  in  1987 
from  Security  Pacific  and  you  were  the 
only  buyer.  You  paid  a  penny  on  the 
dollar.  Hurricane  Gilbert  came  along 
and  cut  a  huge  swath  of  their  forest 
down.  The  Nicaraguans  needed  help. 
You  put  together  a  deal  with  the  help  of 
Roger  Stone  of  Stone  Container  to  buy 
fallen  trees  and  build  the  infrastructure 
to  get  them  out.  You'd  pay  for  some  of 
the  trees  with  the  debt  you  owned.  Law- 
yers said  no  to  the  deal  because  of  the  Jones  Act.  But  Why  did  you  go  into  Latin  America  in  1987  rather 
eventually  the  price  of  Nicaraguan  bonds  had  started  than  earlier  when  the  banks  were  lending  there? 
to  drift  up.  It  was  about  3  or  4  cents.  Three  or  4  cents  In  1987  Latin  America  was  the  investment  opportunity  of 
with  a  billion  dollars'  worth  of  debt,  you're  talking  a  lifetime.  You  had  over  $1  trillion  in  ldc  debt  selling  at  a 
about  $40  million.  discount.  What  was  needed  was  to  equitize  that  debt,  turn 
That's  true.  But  the  real  point  was  that  I  believed  someday  it  into  ownership  of  assets.  Like  junk  companies  in  the  U.S. 
the  Nicaraguans  would  reach  a  peace  agreement.  And  are  doing  today  when  they  sell  stock  to  retire  debt, 
instead  of  sitting  with  a  billion  in  debt  as  they  are  now,  they 

could  have  eliminated  all  of  it  for  a  mere  $40  million.  A  while  back  you  said  you  feel  200  years  old.  So  you 

should  be  wise  enough  to  know  that  if  you  don't 

And  you  showed  the  same  shrewd  timing  with  other  explain  what  you  are  doing,  people  will  mistrust  you. 

foreign  debt.  The  same  source  told  us  this:  "In  May  of  You  not  only  tried  to  keep  a  low  profile,  you  tried  to  be 

1987,  John  Reed  of  Citicorp  announced  he  was  going  invisible  to  the  media.  So  when  you  got  in  trouble, 

to  sell  $5  billion  of  his  ldc  portfolio  over  the  next  three  your  enemies  who  were  voluble  with  the  media  had  it 

years  and  immediately  write  it  down  to  75  cents  on  the  all  their  way. 

dollar.  U.S.  regional  banks  panicked  and  began  to  sell  You  are  absolutely  right.  I  made  a  mistake.  1  should  have 

their  Mexican  debt.  The  late  Alfred  Herrhausen,  chair-  opened  up  more.  Then  my  legal  problems  began  and  my 

man  of  Deutsche  Bank,  topped  everybody  and  said  he  lawyers  advised  me  not  to  do  interviews. 

was  writing  it  down  to  zero.  Why  didn't  1  do  interviews?  1  cherished  my  privacy. 

"Finally,  Michael  in  July  of  1987  said:  'Where's  Besides,  did  Bill  Gates  go  to  IBM  and  say  my  software  is 

Mexico?' meaning  what's  the  price  on  their  debt.  Then  becoming  more  important  than  your  hardware  and  one 

he  said:  'Where's  Brazil?'  We  said,  Brazil's  at  32  cents,  day  my  company  might  be  worth  more  than  yours?  Did 

He  said,  '1  think  these  countries  will  be  coming  back.'  Sam  Walton  go  to  Sears  and  say,  look  you  guys,  this  is  what 

"And  then  Michael  said:  '1  want  to  go  down  to  you  are  doing  wrong? 
Mexico.'  So  he  looks  at  his  calendar — and  this  is  July 

1987 — and  he  says:  '1  want  to  go  Aug.  11.'  They  lined  Neither  Sears  nor  ibm  would  have  paid  much  atten- 

up  about  30  to  40  appointments  with  the  minister  of  tion.  They  wouldn't  have  believed  it.  Mike,  beneath 

finance,  ambassador  to  the  U.S.,  the  owner  of  the  everything  you  say  there  is  a  clear  sense  you  feel  the 

major  steel  company,  the  major  telephone  company,  things  being  said  about  you  are  way  out  of  proportion 

even  the  president.  to  your  confessed  transgressions.  If  that's  so,  who 

"One  of  the  meetings  they  had  was  with  a  guy  who  created  the  anti-Milken  myths,  as  you  call  them? 

said  about  his  debt  to  Michael,  'I  intend  to  pay  every  Aren't  people  always  upset  by  an  upstart? 

dime  back.  Every  penny  on  the  dollar.'  And  Michael  Anyhow,  by  putting  me  and  Drexel  out  of  business,  the 

said  to  him:  'You  don't  understand.  If  the  debt  can  be  other  big  firms  gained  billions  in  fees  and  trading  profits 

bought  at  11  cents,  why  pay  back  a  dollar?  Why  don't  that  would  have  gone  to  Drexel.  You  had  fees  of  $50 

you  just  buy  back  yoiu*  debt  now?  Maybe  we  can  help  million  and  more  riding  on  single  deals.  RJR  was  originally 

you.'  a  Drexel  deal,  but  when  they  refinanced  the  banks  got  the 

"And  he  goes  back  to  Los  Angeles  and  he  creates  the  fees — $400  million.  In  1991  alone  probably  $1.5  billion 


RJR  Nabisco,  the  largest  LBO  in  history, 
is  completed  hy  KICR.  Farley  Inc.  acquires 
West  Potait-Pepperell  in  one  of  the  deals 
that  ultimately  bring  down  Drexel.  HRREA 
Is  enacted,  which  makes  it  compulsory 
for  SALs  to  unload  their  Junk  portfolios. 


Credit  crunch  in  full  swing.  Banks,  after  experiencing 
kMses  from  LDC  loans,  now  experience  losses  from  real 
estate,  and  bank  lines  dry  up.  Junk  bonds  take  severe 
hK  when  several  big  leveraged  deals  go  bad,  FIRREA 
takes  effect  and  RTC  dumps  $S  billion  worth  of  high- 
yioM  bonds.  Media  proclaims  death  of  junk  market 
Frightened  investors  flee  Junk. 


i 
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Michael  Milken 


went  to  other  firms  that  would  have  gone  to 
Drexel.  A  lot  of  clients  have  gone  to  Salo- 
mon and  First  Boston. 

No  matter  who  makes  those  fees,  people 
are  outraged  by  the  sheer  amounts.  And 
you  are  the  scapegoat. 

It's  sad  that  a  lot  of  problems  the  country  is 
in  today  are  mixed  up  with  my  problems. 


"The  love  affair 
with  a  lot  of 
these  IPOs  in 
1991  and  1992  won't 
turn  out  so  great. 
Be  careful  of  these 
new  issues. 
Be  skeptical." 


cessful,  you'll  be  free  in  1994.  You'll  still 
be  well  short  of  50  and  not  exactly  penni- 
less. What  do  you  plan  to  do? 

Well,  remember,  I  think  of  myself  as  a  social 
scientist.  We  have  to  do  much  more  about 
education.  Capital  isn't  scarce  today,  but 
talent  and  trained  people  are.  We  don't 
need  to  invest  in  physical  things  so  much  as 
we  need  to  invest  in  better  education. 

I  think  education  in  this  countr\'  is  going 
to  be  a  multi-hundred- billion-dollar  Indus 
try.  That's  where  I'm  going  to  put  my  time 
and  money. 


What's  bad  for  Mike  Milken  is  bad  for 
America? 

No,  but  because  Milken  has  legal  problems, 

the  media  concludes  that  all  the  financial  practices  of  the 

1980s  must  have  been  bad.  People  tend  to  forget  that  the      Sounds  farfetched,  but  so  did  your  optimism  about 

companies  we  financed  created  a  lot  more  jobs  than  they     Latin  America  sound  farfetched  five  years  ago.  Mike, 

eliminated — unlike  the  giant  corporations.  This  misun-     what's  your  advice  to  businesses  today? 


I  repeat:  Sell  equity' — everybody,  private  companies,  ev- 
erybody. The  time  to  raise  money  is  not  when  you  need  it 
but  when  the  market  will  accommodate  you. 

The  long-term  bond  market  is  also  ver\'  accommodat 


derstanding  is  one  of  the  factors  blocking  access  to  capital. 

How  is  it  blocking  access  to  capital? 

By  propagating  the  idea  that  lending  to  less-than-invest- 

ment-grade  businesses  is  bad.  People  forget  that  most  ing  today  for  companies  that  do  not  have  leveraged 

growing  companies,  the  companies  that  are  creating  most  balance  sheets.  But  don't  sell  convertibles  unless  you  can 

of  the  jobs  in  our  economy,  are  companies  of  less  than  afford  debt  on  your  long- term  balance  sheet,  and  if  you  do, 

investment  grade,  while  the  big  companies  shed  jobs;  it's  make  them  low-coupon,  low-premium.  The  stock  market 

in  their  nature  to  shed  jobs  because  they  are  constandy  isn't  always  going  to  go  up,  and  you  may  find  the  bonds 

striving  to  bring  costs  down  so  they  can  compete.  Look  at  won't  get  converted  and  you  are  stuck  with  debt.  That 

General  Electric,  one  of  our  most  successfial  big  compa-  happened  to  a  lot  of  people  in  1969-70.  They  sold 

nies.  GE  has  shed  one-third  of  its  jobs  in  ten  years.  converts  thinking  it  was  equit\^  just  down  the  road,  and  it 

turned  into  long-term  debt  when  the  market  collapsed. 
It's  gotten  so  that  when  a  big  company  announces 

layoffs,  the  analysts  say:  "Great.  They're  getting  their  As  an  investor,  where  would  you  look? 

costs  under  control,"  and  the  stock  goes  up.  At  low-coupon,  high-discount  junk  bonds  of  good  busi- 

This  may  sound  self-serving  to  you,  but  look  at  the  facts.  In  nesses  with  wrong  capital  structures,  downgraded  in  the 

the  Seventies  and  Eighties,  when  credit  was  becoming  market  because  they  are  loaded  with  junk  debt.  These  are 

increasingly  available  to  noninvestment- grade  companies,  good  bets  because  managements  can  enhance  their  market 

the  economy  added  30  million  jobs.  Since  that  credit  has  value  simply  by  recapitalizing.  A  lot  of  these  companies 

dried  up,  employment  has  stopped  growing.  But  big  have  already  recapitalized,  but  hundreds  still  haven't, 

companies  suffer  when  small  companies  can't  grow.  IBM's  I  would  also  look  at  companies  with  strong  manage- 

customers  have  less  money  to  spend.  ments  whose  growth  has  been  held  back  by  lack  of  access 

There's  a  dramatic  change  in  our  population.  Prior  to  to  capital.  As  they  deleverage  their  balance  sheets  they'll  be 

1970,  80%  of  the  immigrants  came  from  Europe.  Today  able  to  borrow  and  grow  again. 

80%  come  from  Latin  America,  Asia,  the  Caribbean.  If  you  Also  I  would  remember  that  many  of  the  IPOS  don't  do 
don't  give  these  people  a  chance,  you  are  going  to  have  well  over  time — Forbes  has  done  lots  of  articles  showing 
trouble.  The  big  companies  laying  people  off  aren't  going  this.  The  love  aflair  with  a  lot  of  these  iros  in  1991  and 
to  provide  these  people  with  jobs.  We've  got  to  get  the  1992  won't  turn  out  so  great.  Be  caretiil  of  these  new- 
economy  growing  again  and  creating  jobs,  and  only  small  issues.  Be  skeptical, 
and  midsize  companies  can  do  this;  the  big  companies  will 
keep  shedding  jobs  even  when  the  economy  picks  up.  Mike,  what's  your  advice  to  the  policymakers? 

Don't  ban  contrarian  thinking.  Let  people  feel  that  it  is 

Even  if  your  appeal  for  sentence  reduction  isn't  sue-  okay  to  take  a  chance  again.                                            Hi 


I 

1 


Junk  rebounds  sharply  late  in  year 
after  panicked  holders  and  RTC  dump 
and  Wall  Street  loads  up.  Equities 
strong  and  leveraged  companies  like 
Wamaco,  Safeway,  Duracell, 
Mirage  and  Owens  Illinois 
deleverage  by  selling  over  $20 
billion  of  stock  and  convertible 
issues.  IMIke  IMilken  goes  to  jail. 


lunk  mailcet  rebounds  further.  Media  proclaims  rebirth 
of  Junk  bond  market 
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To  stay  ahead  in  business, 
you've  got  to  think  ahead. 

You  need  Sharp  Thinking. 

Sharp  Thinking  created  the 
world's  first  desktop  color  fax. 
And  made  Sharp  *1  in  fax. 

It  brought  you  the  incredible 
PC-6881  full-color  notebook 
computer  that  builds  in 
tomorrow's  technology  today 

It  led  to  advanced  copiers 
like  the  award-winning,  high 
volume  Master  Series. 

WHAT  YOUR 


TODAY  IS 

SHARP  THiniKiiyc:' 

And  our  most  powerful 
Wizard*  Electronic  Organizer. 

That's  Sharp  Thinking.  It's 
behind  all  our  products.  And 
behind  the  Sharp  National 
Account  Program  (SNAP)  that 
offers  large-volume  accounts 
total  service  and  support. 

So  shouldn't  your  business 
be  thinking  Sharp? 

For  more  information  call: 


1-800-BE-SHARP 


1992  Sharp  Electronics  Corporation 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS 


i    BANKING  SYSTEMS  •  CALCULATORS  •  CASH  REGISTERS  •  COLOR  SCANNERS  •  COMPUTERS  •  COPIERS  •  FACSIMILE  •  LASER  PRINTERS 


INSURANCE 


Working  women/wives/mothers  of  the  world,  pay 
attention:  You  probably  have  too  little  life  insurance. 

Gender  gap 


By  Carolyn  T.  Geer 

Here  is  a  fairly  common  set  of  family 
circumstances,  as  witnessed  by 
George  Barbee,  head  of  client  services 
at  Price  Waterhouse  in  New  York: 
Young-to-middle-aged  couple,  pros- 
perous, two  incomes,  one  or  more 
children;  husband  has  substantial  life 
insurance  coverage;  wife  has  none, 
beyond  perhaps  $100,000  in  group 
term  insurance  provided  by  her  em- 
ployer. Were  she  to  die  unexpectedly, 
her  husband  and  children  could  find 
themselves  in  financial  straits. 

Whether  it's  because  the  women's 
movement  hasn't  caught  up  to  the 
problem,  or  simply  because  married 
women  believe  statistics  that  say  their 
husbands  will  be  the  first  to  die,  it's  all 
too  common  for  women  to  be  under- 
insured.  According  to  the  Life  Insur- 
ance Marketing  &  Research  Associa- 
tion, women  purchase  on  average  half 
as  much  life  coverage  as  men  do: 
$52,000  versus  $103,000.  This,  de- 
spite the  fact  that  employed  women 
now  earn  74%  of  what  men  do. 

Says  Judy  Faucett,  a  principal  in  the 
insurance  practice  of  Coopers  &  Ly- 
brand  in  New  York:  "Insurance  com- 
panies by  and  large  haven't  done  a 
great  job  reaching  the  female  mar- 
ket." Some  have  tried  to  recruit  fe- 
male agents,  but  even  their  clients  end 
up  being  predominandy  men. 

Price  Waterhouse's  Barbee  says  half 
the  couples  with  children  who  seek  his 
financial  advice  have  never  thought 
about  insurance  for  the  wife.  In  some 
of  these  couples,  the  wife  is  salaried 
and  earns  about  as  much  as  the  hus- 
band. In  many  of  the  rest,  the  wife  is  a 
homemaker — and  neither  wife  nor 
husband  has  stopped  to  realize  what  it 
would  cost  in  nannies,  chauffeurs  and 
housekeepers  to  replace  her. 

What  if  the  husband  makes  so 
much  money  that  the  cost  of  house- 
hold help  doesn't  seem  to  be  an  issue? 
Think  about  this  possibility^:  If  his  wife 
dies  young,  the  husband  may  have  to 


cut  back  on  business  trips  and  14- 
hour  workdays  in  order  to  spend 
more  time  with  the  children.  Maybe 
he  can't  bank  on  having  the  fast-track 
salary  forever. 

All  this  is  not  to  say  that  women 
should  blindly  load  up  on  life  insur- 
ance. Insurance  agents  have  all  sorts 
of  methods  for  highballing  policv'  rec- 
ommendations. "You  can  get  some 
ridiculous  numbers,"  warns  Deena 
Katz,  a  financial  planner  with  Evensky^ 
&  Brown  in  Coral  Gables,  Fla.  One 
dubious  technique  she  calls  the  "yel- 
low pad"  method  would  have  a  wom- 
an who  earns  $30,000  a  year  and 
whose  youngest  child  is  8  purchase 
$588,000  in  life  insurance.  Katz  says 
this  woman  should  probably  buy  only 
$200,000  of  life  insurance.  The  "yef- 
low  pad"  number  comes  from  assum- 
ing future  salar)'  growth  with  infla- 
tion, but  ignoring  taxes  on  the  salary 
and  investment  returns  on  the  insur- 
ance proceeds. 

Here's  our  simple  formula  for  esti- 
mating life  insurance  needs: 

First,  take  your  aftertax  income, 
and  subtract  your  personal  outiays 
(commutation,  lunches,  clothes  and 
so  on).  This  tells  how  much  of  the 
wife's  income  supports  the  family. 
Now  add  to  this  sum  annualized  al- 
lowances for  the  additional  homc- 


making  expenses  that  your  husband] 
would  incur  if  you  died  tomorrow. 
Note  that  your  salary  goes  in  as  anl 
aftertax  figure,  while  the  nanny's  sala- 
ry would  be  pretax. 

You  now  have  an  annual  income! 
amount  that  would  need  to  be  re- 1 
placed  should  you  unexpectedly  die. 
Now  capitalize  this  sum  to  get  the! 
amount  of  insurance  needed  to  pay 
for  all  that  you  contributed.  ! 

To  do  this,  take  the  annual  income 
replacement  number  and  multiply  it 
by  the  number  of  years  it  must  last. 
How  long  is  that?  Until  your  youn- 
gest child  reaches  18,  or  22  if  you 
want  to  factor  in  some  college  tuition. 
Thus,  if  your  youngest  child  is  cur- 
rentiy  8,  multiply  by  at  least  ten.  I 
There's  no  college  tuition  allowed  for 
in  the  number  that  results.  On  the 
other  hand,  we  have  omitted,  for 
simplicit}''s  sake,  the  54,800  (average 
per  year)  survivorship  benefits  that 
Social  Securit}'  pays  minor  children  if 
a  working  parent  dies. 

Example:  A  wife's  $70,000  salan^ 
brings  into  the  family  $40,000,  net  of 
taxes  and  her  personal  oudays.  Her 
early  demise  would  force  her  husband 
to  spend  an  additional  $10,000  a  year 
on  home  helpers.  Annual  replace- 
ment income  needed:  $50,000.  The 
couple's  youngest  child  is  6.  So 
$600,000  (12  X  $50,000)  would  be 
roughly  the  right  amount  of  insur- 
ance for  this  woman  to  carr\\  If  she 
currendy  has  a  $100,000  poliq*  from 
her  employer,  the  wife  should  consid- 
er buying  $500,000  elsewhere — term 
insurance,  not  whole  life.  That 
amount  of  annual  renewable  term 
would  cost  a  3 5 -year-old  nonsmok- 
ing woman  $455  the  first  year  at  a 
low-cost  underwriter  such  as  USA.\  in 
San  Antonio. 

Note  that  this  method  assumes  that 
the  sur\i\ing  husband  doesn't  make 
any  real  income  on  the  proceeds  of  the 
policy.  That's  a  somewhat  pessimistic 
assumption,  but  it  isn't  as  unreason- 
able as  it  seems.  A  high-bracket  buyer 
of  medium-term  Treasury  notes,  for 
instance,  gets  7%  before  taxes  and 
4.5%  after.  If  inflation  averages  4%, 
the  real  aftertax  return  is  only  0.5%. 

And  as  any  parent  can  attest,  costs 
that  have  anything  to  do  with  chil- 
dren— medical,  educational,  babysit- 
ting, movies,  w  hatcvcr — seem  to  rise 
faster  than  overall  inflation.  ^ 
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HY  SHOULD  SAFETY  BE  AN  OPTION  IN  A  NEW 

LUXURY  SEDAN?  It  is  ironic  that  while  most  luxury  sedans 
offer  a  seemingly  endless  array  of  standard  amenities,  they  stiU  relegate 
safety  features  like  dual  air  bags  to  the  options  Kst.  If  they're  even  available.  (^  Fortu- 
nately, there  is  an  exception  to  this  rule.  The  new  Mazda  929.  For  along  with  all 


the  prerequisites  of  uncommon  comfort  and  performance,  the  929  also  provides 


the  security  of  standard  air  bags 


for  both  driver  and  passenger. 


^  And  our  concern  with  safety  went  far  beyond  air  bags.  So  we  endowed  the  929 
with  a  computer-designed  body  that  has  energy-absorbing  front  and  rear  "crumple 


r,;^K 


M 


zones."  We  positioned  a  special  reinforcement  beam  in  each  door  to  provide  addi- 
tional protection  from  side  impacts.  And  we  provided  every  929  with  anti-lock 
brakes,  also  standard.  (^  Of  course,  this  is  not  to  say  that  everything  is  standard 
on  the  new  929  luxury  sedan.  In  fact,  for  those  who  require  further 
enhancements,  there  is  a  brief  list  of  options.  But  at  Mazda,  we 


simply  didn't  believe  that  safety  should  be  on  it. 


THE  MAZDA  929 

Dual  air  bags  standard.  ABS.  3.0L,  24'valve  V6  engine.  Multulink 
suspensiorx.  Available  leather 'trimmed  upholstery*  First  car  with 
available  solar-powered  ventilation  system.  Preferred  Maintenance  Plan 
covers  all  scheduled  maintenance  for  15  months  or  15,000  miles.  Plus  a 
36'month/50,000'mile  limited  warranty  and  Roadside  Assistance  Program. 
No'deductible,  "bumper'tO'bumper"  protection.  See  your  dealer  for  details. 
For  a  free  brochure  on  the  new  929  or  any  new  Mazda,  call  I-800-639-I000. 


*Seats  upholstered  in  leather  except  for  hack  side  of  front  seats, 
bottom  cushion  side  panels  and  other  minor  areas.  ©  1992  Ma:da  Motor  of  America.  Inc. 
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-  iTjusT  Feels  Right:  " 


ON  THE  DOCKET 


Want  to  stay  out  of  trouble?  Be  careful  what  you  take 
with  you  when  you  leave  your  old  employer. 

Ask  before 


you  pack 


By  James  Lyons 

Ever  LEAVE  a  job  and  irmocentiy  copy 
your  computer  files,  hoping  to  sort 
through  them  later?  That's  what  two 
former  engineers  for  Texas  Instru- 
ments Inc.  claim  they  did.  Sounds 
harmless  enough.  But  for  the  last  six 
years  they've  been  fighting  criminal 
charges  stemming  fi-om 
the  episode.  As  things 
now  stand,  both  men  are 
guilty  of  stealing  trade 
secrets. 

The  celebrated  prose- 
cution of  the  two  re- 
searchers, Robert  Leon- 
ard and  Thomas  Schalk, 
marks  one  of  the  few 
times  anyone  has  ever 
been  charged  with  the 
crime  of  stealing  trade  se- 
crets. Whether  the  two 
engineers  actually  had 
used  the  information  was 
not  part  of  the  criminal 
trial.  Ml  the  prosecution 
had  to  do  was  show  that 
they  had  taken  it  with 
them  without  consent. 

After  losing  before 
both  trial  and  appellate  courts,  the 
engineers  appealed  to  the  Texas 
Court  of  Criminal  Appeals,  the  state's 
highest  tribunal.  In  a  decision  handed 
down  late  last  year,  that  court  upheld 
the  convictions  and  buttressed  the 
stance  of  companies  and  cops  that 
want  to  chase  trade  secret  thieves. 

The  defendants  challenged  the  es- 
sence of  trade  secrets  law:  that  Texas 
Instruments  did  not  take  sufficient 
steps  to  safeguard  the  information  it 
wanted  to  protect.  Their  contention 
was  not  without  foundation.  Both 
engineers  worked  in  the  area  of 
speech  recognition  research — devel- 
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oping   computers   that   respond   to 
voice  commands. 

The  defendants  argued,  "some- 
what convincingly,"  according  to  the 
court,  that  Texas  Instruments  en- 
couraged the  sharing  of  the  fruits  of 
its  research  with  others  working  out- 


side the  company.  The  defendants' 
data  were  discussed  in  papers  and 
seminars.  Texas  Instruments  "fos- 
tered the  free  flow  of  information," 
the  appellate  court  noted. 

Discerning  what  information  Texas 
Instruments  wanted  to  protect  wasn't 
easy.  When  they  left  the  company, 
both  men  signed  agreements  saying 
they  wouldn't  disclose  any  of  the 
trade  secrets  they  had  learned.  But 
what  exactly  were  those  secrets?  Texas 
Instruments'  trade  secrets  register 
had  not  been  updated  and  distribut- 
ed. And  the  computer  programs  at 
issue  here  were  not  named  specifically 


in  the  exit  interview  agreement. 

So  how  come  the  convictions  were 
left  standing?  Because  Texas  Instru- 
ments took  a  slew  of  other  preventa- 
tive measures  that  were  deemed  Suffi- 
cient to  give  the  computer  programs 
trade  secret  status.  These  included 
two  nondisclosure  agreements  each 
engineer  signed  when  he  joined  the 
company  and  an  array  of  security  pro- 
visions at  the  plant,  such  as  restricted 
entry  to  the  lab  where  they  worked. 

While  it  was  true  that  Texas  Instru- 
ments did  disclose  some  of  its  re- 
search, the  chief  scientist  of  the  lab 
testified  that  the  company  never  re- 
vealed the  algorithms  that  composed 
the  software  the  engineers  took  with 
them.  Quite  simply,  the  researchers 
had  "neither  requested  nor  received 
permission  to  copy  the  files,"  the 
court  wrote. 

Leonard    and    Schalk    also    chal- 

lenged  the  search  warrant 

[  that  led  to  the  seizure  of 
\  the  copied  programs. 
\  They  claimed  that  the 
warrant  did  not  describe 
precisely  the  materials 
seized,  depriving  them  of 
their  constitutional  pro- 
tection from  unreason- 
able searches.  But  the 
Court  of  Criminal  Ap- 
peals agreed  with  the  first 
court  that  reviewed  the 
convictions.  That  court 
found  that  to  draft  the 
warrant  as  precisely  as  the 
defendants  wanted 

"would  be  to  reveal  the 
precise  secret  informa- 
tion that  was  intended 
not  to  be  revealed." 
These  issues  are  not  ac- 
ademic. Right  now  George  Hwang, 
the  president  of  San  Jose,  Calif -based 
ULSI  Systems,  Inc.,  and  a  former  ULSI 
employee  are  fighting  a  criminal  ac- 
tion alleging  they  conspired  to  steal 
trade  secrets  from  Intel  Corp.  Both 
say  they  are  innocent;  the  case  has  yet 
to  go  to  trial.  Already,  the  defendants 
and  prosecutors  have  spent  three 
years  wrangling  over  whether  what 
they  allegedly  stole  was  a  trade  secret. 
Moral:  If  you're  thinking  of  leaving 
a  company  where  information  is  at  a 
premium,  think  nvicc  before  tucking 
awav  those  files  and  bringing  them  to 
your  new  office.  WM 
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"Must  have  impressed  them'.'      "Enough  to  make  rain!'        "Enough  to  make  partner'.'      "Wonder  who  his  source  is?" 


The  answer  is  in  Dialog. 


Information- complete,  precise,  up-to-the- 
minute.  It's  your  most  powerful  tool  for 
building  a  case.  Or  building  a  practice.  Find 
the  answers  you  need  fast  in  Dialog,®  the 
world's  first  and  largest  electronic  library. 
We  offer  over  400  diverse,  detailed  data- 
bases, online  via  computer  and  modem. 
Including  the  most  complete  intellectual 
property  collection  available.  And  you 


can  access  many  of  these  Dialog  data- 
bases on  WESTLAW.® 

See  your  Information  Speciahst  about 
Dialog.  Or  call  for  a  free  kit  on  Dialog 
information  for  the  legal  profession. 


1-800-3-DIALOG 


Outside  U.S.,  415-858-3785.  Fax  415-858-7069. 


Dialog  Information  Tools:  International  and 
U.S.  trademark,  patent  and  U.S.  copyright 
data,  including  regulatory  information. 
Full-text  industry  reports,  company  profiles 
and  current  and  up-to-the-minute  news. 
Biographical,  technological,  environmental, 
product  liability  and  medical  data.  From 
Thomson  &  Thomson's  TRADE^4ARK- 
SCANf  D&dB,  SSi^P,  McGraw-Hill, 
Knight-Ridder  and  many  other  sources. 


DIALOG  INFORMATION  SERVICES,  INC. 

A  KNIGHT-RIDDER  COMPANY 

0 1991  Dialog  Information  Servic«,  Inc.,  3460  Hillview  Avenue.  Palo  Alto,  California  94304.  All  rights  reserved.  DIALOG  is  a  servicemark  of  Dialog  Information  Services,  Inc.,  Registered  U.S.  Patent  and  Trademark  Office. 

TRADEMARKSCAN  is  a  registered  trademark  of  Thomson  &  Thomson  WESTLAW  is  a  registered  trademark  of  West  Publishing  Company. 
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The  collapse  of  the  late  Robert  Maxwell's  empire  is 
providing  a  fascinating  comparison  between  the  British 
and  American  approaches  to  bankruptcy. 

Blimey!  CPAs! 


By  Peter  Fiihrman 


Last  year  18,000  U.S.  companies 
filed  for  Chapter  11  protection.  A 
similar  number  of  British  companies 
went  bust  during  1991.  The  British, 
however,  reckon  they've  devised  a 
faster  and  cheaper  way  to  rescue  trou- 
bled firms  and  get  more  back  for 
creditors:  Banish  the  lawyers  from 
the  process  and  hand  management  of 
busted  companies  over  to  the 
accountants. 

This  cure-by-accountant,  techni- 
cally known  as  an  administration  or- 
der, was  written  into  British  law  just 
five  years  ago.  Much  tougher  on  debt- 
ors than  U.S.  bankruptcy  law,  the 
U.K.  law  permits  a  troubled  compa- 
ny's creditors  to  appoint  a  team  of 
specially  licensed  bankruptcy  accoun- 
tants to  sack  existing  management 
and  take  over  day-to-day  control  of 
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the  company.  These  bankruptcy  CPAs 
then  orchestrate  a  reorganization  and 
sale  of  assets,  free  of  the  burdens  of 
expensive  court  filings  and  litigation. 
"In  the  U.S.,  going  bankrupt  is 
usually  viewed  as  the  result  of  bad 
luck,  and  management  is  entided  to 
another  shot  through  a  Chapter  11 
filing,"  says  accountant  Jonathan 
Phillips,  a  partner  in  the  insolvency 
practice  at  Price  Waterhouse  in  Lon- 
don. "In  Britain,  we  think  the  blame 
lies  not  with  misfortune  but  with 
mismanagement.  The  managers  who 
brought  about  the  failure  shouldn't 
be  trusted  with  the  company's  rescue, 
nor  should  lawyers  be  enriched  by  the 
process."  Indeed,  managers  of  bank- 
rupt firms  can  still  be  packed  ofito  jail 
if  they  are  excessively  slow  declaring 
insolvency. 


The  British  system  is  now  undergo 
ing  a  fascinating  transadantic  test- 
sorting  out  the  collapse  of  the  lat 
Robert  Maxwell's  media  empire.  Thcj 
largest  of  his  companies,  Maxwe 
Communication  Corp.  Pic,  owner  o; 
American  publisher  Macmillan  Inc 
and  the  Berlitz  language  school  chain, 
is  simultaneously  involved  in  a  Char 
ter  11  action  in  New  York  and  ar 
administration    order    in    Londo;; 
Overall  management  of  MCC,  which 
reported  revenues  of  $1.9  billion  in 
the  year  ending  last  March,  is  now  in 
the  hands  of  Jonathan  Phillips  and 
two  other  Price  Waterhouse  bank- 
ruptcy accountants  in  London. 

In  this  case  the  U.S.  courts,  for  the 
first  time  in  historv',  have  suspended 
normal  bankruptcy  procedures  and 
have  granted  the  Price  Waterhouse 
team  wide  fi-eedoms  to  dispose  of 
Maxwell  assets  and  begin  paWng  off 
unsecured  creditors,  who  are  owed  a 
total  of  S2.5  billion.  The  three  ac- 
countants work  in  front  of  a  6 -foot 
chart  showing  all  400  companies  in 
the  MCC  fold.  They  are  working  out 
which  can  be  salvaged,  which  should 
be  sold.  Because  they  need  no  U.S. 
court  approval  for  most  asset  sales  up 
to  $45  million,  there  will  be  much  less 
opportunit)^  for  lawyers  to  gum  up  the 
works  and  end  up  with  a  large  portion 
of  the  proceeds  from  liquidation.  At 
the  conclusion  of  the  operation,  the 
Maxwell  holding  company  will  expire 
and  the  creditors  will  have  been  paid 
what's  coming. 

Most  U.S.  bankruptcy  lawyers 
think  this  British  way  of  handling 
bankrupts  tramples  too  hard  on  the 
debtor  and  his  or  her  rights.  "It  was  to 
get  away  from  such  silly  Anglo  ideas  of  I 
justice  that  we  had  an  American  revo- 
lution 200  years  ago,"  snifis  one  New- 
York  bankruptcy  attorney.  But  there's 
more  than  a  little  self-interest  in  such 
comments.  U.S.  lawyers'  fees  in  any 
sizable  Chapter  1 1  action  topically 
top  SIO  million.  In  the  Li^"  case,  they 
have  already  surpassed  SI 00  million. 

"No  question,"  says  Colin  Bird, 
one  of  the  three  Price  Waterhouse 
bankruptcy  accountants  sorting  out 
the  Maxw  ell  mess,  "we  should  be  able 
to  do  the  reorganization  cheaper, 
faster  and  with  better  results  for  the 
creditors  than  wt>uld  be  possible 
under    an    American-style    CMiapter 
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IT'S  AMAZING  WHAT  YOU  CAN  SAVE  WITH 
A  RECYCLING  PROGRAM. 


♦^^ 


"1 


r 


'^^y^f'z^. '-    ii 


t  *.MZ.    ■    _u.  •    » 


Imagine  using  a  chemical  waste  to  make  a  lifesaving  drug. 
Today,  BP  is  helping  to  do  just  that—  using  its  own  proprietary 
process  to  recover  and  purify  acetonitrile,  a  waste  by-product  of 
chemical  manufacturing.  Sold  to  the  pharmaceuticals  industry 
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purified  aceto  is  used  to  make  insulin,  a  drug  that  means  life 
to  millions  of  diabetics.  Proof  that  sometimes  a  company's  most 
important  savings  aren't  measured  in  dollars.  For  more  infer- 
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mation,  write  BP,  200  Public  Square  36Y,  Cleveland,  Ohio  44114. 
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The  Energy  To  Change 
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A  "fair"  national  health  insurance  scheme  might  not 
be  so  fair  to  many  of  the  individuals  covered. 

Dead  but  fair 


*' 


\ 


Michael  Novak  holds  the 
George  Frederick  Jewett  chair  in  religion  and 
public  policy  at  the  American  Enterprise 
Institute  in  Washington,  D.C.  His  book  The  Spirit 
of  Democratic  Capitalism  has  been  widely 
translated  around  the  w/orld. 


According  to  many  media  com- 
mentators, the  best  peacetime  record 
of  economic  growth  in  our  history, 


during  the  1980s,  was  in  fact  terrible 
because  "the  rich"  benefited  more 
than  others.  Much  preferable,  in  their 
view,  is  the  Socialist  Syndrome,  in 
which  a  falling  tide  lowers  everyone's 
income  but  income  disparities  nar- 
row. Better  we  should  have  an  awful 
recession  than  that,  God  forbid,  we 
should  seem  to  be  unfair. 

This  syndrome  is  also  on  display  in 
the  current  discussion  about  national 
health  insurance.  The  Canadian  sys- 
tem has  been  held  up  as  a  model  of 
fairness.  But  nobody  is  looking  into 
the  rapid  deterioration  of  the  Canadi- 
an system  in  the  last  few  years,  as  the 
logic  of  nationalization  (and  govern- 
ment bureaucrats)  increasingly  takes 
hold.  Research  is  dying  out.  Waiting 
lines  for  treatment  grow  longer,  and 
so  does  the  number  of  patients  who 
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die  before  their  turn  for  certain  procc 
dures  ever  arrives. 

What  our  own  Secretary  of  Healt 
&  Human  Services,  Dr.  Louis  W 
Sullivan,  says  of  national  health  insur 
ance  is  true.  It  means,  says  Sullivar 
"combining  the  efficiency  of  th 
Postal  Service  with  the  compassion  o 
the  IRS."  And  "the  cost  accounting  o 
the  Pentagon,"  adds  White  Hous* 
personnel  director  Connie  Horner. 

The  source  of  this  deterioration  i 
the    preoccupation    with    economi<fcs£i 
equality.  Equality,  for  socialists,  is  ;    s^ 
quantitative  matter.  That  is  why  those 
infected  with  the  Socialist  Syndromt, 
(most  of  whom  would  deny  being 
socialists  at  all)  keep  going  on  and  or' 
about  differences  in  income,  numeri 
cal  quotas  and  numerical  proportions  i 
Ruthlessly,  they  ignore  differences  ot 
quality.  But  most  people  going  intcj  tii 
surgery  would  willingly  pay  more  for 
higher  quality. 

Here  is  what  quality  in  medicalAak 
care  means  to  aspiring  young  doctors  lu 
in  Canada,  as  told  to  me  by  a  Canadi 
an  doctor  who  inter\'iewed  prospec-:  cs 
tive  interns.  Each  of  the  interns  was 
asked:  "What  would  you  think  if 
Patient  A  and  Patient  B  were  both 
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riously  ill  and  nothing  to  help  them 

as   offered   through   the   national 

"^^  ealth  system?  However,  an  expen- 

ive  lifesaving  procedure  was  avail - 

"I  ble  privately.  Patient  A  could  not 

^  fford    it    while    Patient    B    could. 

Vould  you  approve  of  letting  Patient 

save  his  life  by  paying  privately  for 

"?4he  expensive  procedure?" 

''"!  I  According  to  my  friend,  nearly  all 

^'  lie  interviewees  said  no.  "That  would 

^"i  ke  unfair,"  was  the  way  they  ex- 

^"i  jressed  it.  They  felt  so  strongly  about 

*  lairness  that  they  preferred  to  let  Pa- 

^'*  lient  B  die.  A  purer  expression  of  the 

^"■feocialist  Syndrome  I  have  not  been 


(» 


ble  to  find. 


You  don't  have  to  be  a  socialist  to 
tri  )e  concerned  with  our  present  meth- 
od of  providing  health  insurance. 
><i  fears  ago  the  government  made  a 
™  jreat  mistake  (although,  as  usual, 
\ith  good  intentions).  It  provided 
30th  employers  and  their  workers  tax 
*^iil|breaks  for  health  insurance.  This  nice 
dea  has  dreadful  consequences. 

As  my  colleague  Ben  J.  Watten- 
berg  puts  it,  the  current  form  of 
:ompany-paid  medical  insurance  fails 
the  four  Ps."  It  isn't  Portable:  Lose 
J  our  job,  you  lose  it.  It  isn't  Perma- 


nent: A  new  provider  may  not  cover 
"preexisting  conditions."  It  isn't  Ple- 
nary: It  leaves  plenty  of  things  uncov- 
ered. And  it  sure  isn't  Parsimonious: 
Neither  the  company  nor  die  em- 
ployee has  an  incentive  to  weigh 
costs  for  specific  procedures,  to  shop 
or  to  save. 

So  far,  the  worst  thing  about  com- 
pany-paid insurance  is  the  involuntary 
servitude  it  imposes  on  those  who 
can't  afford  to  lose  it.  But  Senators 
Mitchell  and  Kennedy  have  found  a 
way  to  make  it  even  worse:  Impose 
the  obligation  to  provide  it  on  almost 
all  businesses,  including  many  small 
ones.  This  doesn't  solve  the  involun- 
tary servitude  problem,  and  adds  to  it 
the  probability  that  many  small  busi- 
nesses will  be  driven  under  by  the  cost 
of  the  insurance. 

Meanwhile,  both  the  Heritage 
Foundation  and  the  American  Enter- 
prise Institute  have  developed  reform 
proposals  that  go  back  to  the  begin- 
ning and  start  over.  Their  aim  is  to  get 
coverage  for  everybody  (including 
the  37  million  not  covered  now  by 
any  health  insurance);  to  meet  the 
tests  of  Wattenberg's  "four  Ps";  and 
to  keep  the  dead  hand  of  government 


out  of  the  operating  room. 

These  plans  differ  in  details,  but 
the  main  idea  is  to  have  government 
stop  giving  tax  deductions  to  corpo- 
rations for  payments  for  health  insur- 
ance and  to  invest  this  insurance  in 
every  American  without  exception, 
by  way  of  a  tax  credit.  This  tax  credit 
is  scaled  to  income.  The  rich  get  litde 
or  no  credit  and  largely  pay  their  own 
way,  the  middle  class  pay  proportion- 
ately less  of  their  way,  and  the  poor 
would  receive  vouchers.  With  their 
tax  credits  and  vouchers,  Americans 
would  purchase  the  health  insurance 
they  want.  This  insurance  would  stay 
with  each  person  for  richer,  for  poor- 
er, in  sickness  and  in  health,  until 
death  did  him  in.  Since  it  would  cost 
most  people  something,  there  would 
be  an  incentive  to  keep  costs  down. 

Perhaps  most  important  of  all,  each 
person  could  enroll  in  the  private 
program  that  best  met  her  or  his  own 
needs.  No  more  involuntary  servitude 
to  an  employer.  No  more  cold  fear 
about  losing  one's  job.  No  more  bur- 
dens on  businesses.  And  the  kicker  is: 
Good-bye,  Socialist  Syndrome, 
under  which  a  reasonable  price  to  pay 
for  fairness  is  death.  Bi 


You  invest  to  help  make  tomorrow  better 
than  today. 

That^s  the  real  bottom  line. 

For  years,  families  seeking  to  turn  their 
dreams  into  reality,  have  looked  to  a  name 
they  know  and  trust. 

Kemper. 

Ask  your  financial  representative  about 
the  investment  products  of  Kemper 
Financial  Services. 

•  Kemper  Money  Market  Fund 

•  Kemper  Mutual  Funds 

•  Kemper  Tax^  Advantaged  Insurance 

For  more  complete  information  about  these 
investment  products  including  charges  and  expenses 
obtain  prospectuses  by  calling  1-800-621-1048. 
Read  them  carefully  before  you  invest  or  send 
money.  Insurance  products  issued  by  Kemper 
Investors  Life  Insurance  Company. 


OTTOM  LINE. 
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Financial 
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A  concern  for  your  future 
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Did  An  Accident 

OF  Nature  Make  It 

The  Quietest  Car 

You  Can  Own? 

^  mong  the  most  purely  enjoyable  of  oil  the 
comforts  Lincofn  owners  enjoy  is  the  sense  of 
hushed  calm  that  envelops  the  passenger 
cabin  of  Lincoln  Town  Car  The  quietest  auto- 
mobile you  can  own.  Y  et  the  satisfaction  of 
Town  Car  occupants  may  well  be  exceeded  by 
the  satisfaction  Lincoln  engineers  take  in 
having  achieved  this  premier  rank.  Because  it 
was  only  through  years  of  painstaking  research 
in  body/chassis  isolation  techniques,  noise 
control,  drivetrain  design  and  multiple  other 
technologies  that  this  feat  was  accomplished. 
Pl'nd  unlike  research  in  handling  and  perfor- 
mance, there  were  few  models  to  follow. 
Genuine  breakthroughs  were  required.  Break- 
throughs that  include  on  advanced  overhead- 
cam  V-8  engine  which  operates  with  uncanny 
silence  and  smoothness.  And  helps  place 
today's  Lincoln  Town  Car  among  the  most  fuel 
efficient  ever  built*  Y  et  another  Lincoln 
engineering  achievement  that  was  no  mere 
accident  of  nature. 


LINCOLN 

what  a  luxury  car 
Should  Be. 

For  more  informolion  on  iht- 1992  I  im  oins,  coll  1  ■800-446-8888, 
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EDITED  BY  JOSHUA  LEVINE 


Women  with  ample  figures  couldn't  find  much 
to  wear,  but  now  they're  one  of  the  fastest-growing 
segments  of  the  fashion  business. 

Hello,  Oprah, 
good-bye,  Iman 


By  Amy  Feldman 

Chubby  women  are  coming  out  of 
the  fashion  closet.  For  years,  women 
who  wear  clothes  size  14  and  up  have 
had  two  options  if  they  wanted  to 
dress  chic:  starve  themselves  down  to 
a  size  12,  or  starve  themselves  down 
to  a  size  10.  Beyond  size  14  lay  muu- 
muu  land. 

No  longer.  One  of  the  hottest  fash- 
ion trends  these  days  isn't  the  bare 
thigh  or  decoUetage,  it's  the  spread- 
ing middle. 

Next  month  Saks  Fifth  Avenue 
opens  a  6,000-square-foot  boutique 
for  women  size  14W  and  up  in  its 
flagship  Manhattan  store,  called  Sa- 
lon Z.  The  fashions  all  come  from 
designers  who  made  their  names  cut- 
ting clothes  for  shrimp-and-water- 
cress  figures:  Pauline  Trigere,  Albert 
Nipon  and  Adrienne  Vittadini, 
among  others. 

Bloomingdale's  offers  exclusive 
large -size  lines  by  Gianni  Versace  and 
Marina  Rinaidi  in  its  Shop  for  Women 
area.  In  May  Manhattan's  Blooming- 
dale's  will  increase  the  size  of  its  Shop 
for  Women  from  8,100  to  13,500 
square  feet. 

New  York's  Fashion  Institute  of 
Technology  offers  a  class  in  designing 
clothes  for  larger  women,  and  now 
includes  for  the  first  time  these  over- 
size creations  in  its  semiannual  fash- 
ion show. 

Eileen  Ford,  the  doyenne  of  fash- 
ion model  managers,  is  getting  in  on 
the  act.  Ford  bought  the  Big  Beauties 
model  agency  in  1988  and  now  han- 
dles 45  models  size  12  and  up — much 
heftier  than  the  sylphlike  creatures  she 
usually  traffics  in.  Ford  is  being  sued 
for  $3  million  for  stealing  a  rival's 
hottest  zaftig  properties. 
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Money  is  the  lure,  of  course.  Sales 
of  large-size  apparel  have  increased  to 
some  $10  billion  from  less  than  $6 
billion  in  1982.  Among  these,  the 
fastest  movers  are  pricier  fashions  by 
name-brand  designers  who  wouldn't 
have  touched  a  size  16  with  a  ten-foot 
needle  five  years  ago.  Last  year  these 
high-priced  items  racked  up  sales  of 
some  $2  billion  during  a  dismal  fash- 
ion season,  and  volume  is  growing 
quickly. 

Much  of  the  credit  for  the  change 
goes  to  Liz  Claiborne,  the  fashion 
powerhouse  and  the  single  biggest 
brand  name  in  large  sizes.  Claiborne 
introduced  Elisabeth,  designed  spe- 
cifically for  larger  women,  in  1989.  In 
1991  sales  topped  $100  million,  6%  of 
Claiborne's  volume  but  growing. 

Now  Tamotsu,  Gispa,  Criscione, 
Caberra  and  Givenchy  have  all  started 
drawing  on  a  larger  canvas.  Givenchy 
En  Plus — French  for  "your  hips  are 
spreading,  darling" — now  offers 
dresses,  suits  and  sportswear  with 
prices  ranging  from  $250  for  a  blouse 
to  $600  for  a  dress. 

The  styles  are  almost  identical  to 
regular  Givenchy  designs.  So  are 
Harve  Benard's,  but  with  a  subde 
concession  to  the  normal  human 
meal:  elastic  waistbands. 

All  of  this  is  a  long  way  from  the 
polyester  pup  tents  that  dominated 
fashion  for  larger-size  women  at 
stores  like  Lane  Bryant,  the  mecca  of 
muumuus.  Until  recently,  stores  cul- 
tivating a  chic  image  didn't  want  big 
women  hanging  around.  Bad  for  the 
image.  Besides,  the  industry'  as- 
sumed— incorrectly — an  inverse  rela- 
tionship between  girth  and  disposable 
income;  the  plumper,  the  poorer.  In- 


deed, while  one-third  of  all  U.S. 
women  wear  large  sizes,  they  make 
only  15%  of  apparel  purchases. 

Top  retailers  and  designers  are  now 
discovering  that  the  real  reason  larg- 
er-size women  didn't  spend  more  was 
that  they  couldn't  find  an>thing  nice 
to  buy. 

Designers  and  retailers  were  ne- 
glecting a  huge  market.  While  the  diet 
industn'  has  ballooned  to  $33  billion, 
the  population  is  getting  hea\ier,  not 
lighter.  Among  women  age  40  and 
older,  some  40%  wear  a  larger  size — 
generally  a  14,  16  or  18. 

"These  customers  ha\e  had  empt)' 
closets  for  a  long  time.  Now  they're 
making  large  multiple  purchases 
while  the  rest  of  the  world  just  needs 
to  update  their  wardrobes,"  saN's 
Bruce  Nelson,  manager  of  special 
sizes  at  Dayton  Hudson  Corp.'s  de- 
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Saks'  Salon  Z 

for  large-size  fashions 

Out  of  the  closet 


Thie  Elisabeth  line 
Sales  last  year 
topped  $100  miiiion. 


partment  store  chains. 

But  a  definite  coyness  persists  in  the 
marketing  of  large-size  fashions. 

Euphemisms  abound,  the  most 
common  being  the  word  "plus," 
which  is  about  as  direct  as  manufac- 
turers get  in  naming  their  large-size 
lines.  Most  are  even  more  cryptic. 
Gianni  Versace  calls  his  large-size  line 
"Versatile,"  while  Harve  Benard  calls 
his  "Pour  la  Femme."  Go  figure. 

And,  as  in  the  svelte  world,  many  of 
the  models  aren't  nearly  as  chunky  as 
the  customers  they're  modeling  for. 
The  Limited's  Leslie  Wexner  bought 
Lane  Bryant  in  1982  and  has  upgrad- 
ed the  merchandise.  Lane  Bryant's 
ads  use  size  6  or  8  models.  Runway 
models  for  fashion  shows  to  the  trade 
tend  to  wear  sizes  16  and  18,  but 
photographers  generally  shoot  size 
12  or  14.  Heftier  than  Twiggy,  but  a 
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far  cry  fi-om  Oprah. 

But  perhaps  the  most  egregious 
chicanery  has  been  the  wholesale  re- 
definition of  garment  sizing  for  all 
sizes  of  women. 

In  1950  a  size  14  would  fit  a 
woman  measuring  36-26-36.  The 
same  woman  is  now  a  size  8,  while 
today's  size  14  fits  measurements  of 
39-29-40.  Then  there's  the  telltale 
"W"  that  began  showing  up  as  a  size 
suffix  a  few  years  back  to  denote  a 
more  ample  fit. 

The  more  expensive  the  garment, 
the  more  fiddling  with  sizes  to  create 
an  illusion  of  relative  slimness.  Mary 
Duffy,  who  heads  Eileen  Ford's  large- 
size  model  division,  wears  a  size  18W 
at  J.C.  Penney,  a  16W  in  department 
stores,  and  a  14W  in  the  Patrizia  by 
Mondi  designer  brand.  Ah,  vanity, 
thy  name  is  .  .  .  Versatile.  tM 


Givenchy  En  Plus 
Desi^nerese  for 
chic  but  plump. 
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"We  did  the  unmentionable  in  Hollywood," 
says  Republic  Pictures'  Russell  Goldsmith. 
"We  put  our  own  money  into  the  company." 

The  toirtoise 
of  Tinseltowii 


By  Lisa  Gubemick 

In  its  heyday.  Republic  Pictures  was 
a  master  of  the  B  movie,  churning  out 
dozens  of  fihns  a  year,  mostly  intend- 
ed as  the  second  feature  in  the  days  of 
the  double  feature,  but  with  an  occa- 
sional classic  like  The  Bells  of  St.  Mary's 
and  John  Wayne's  The  Quiet  Man  and 
Sands  of  Iwo  Jima. 

Then  came  television  and  the  de- 
mise of  the  double  feature.  Republic 


closed  its  studio  and  concentrated  on 
renting  its  1,000-film  library  to 
broadcasters.  In  the  mid-1970s  the 
company  was  acquired  by  NTA,  a  film 
distributor.  NTA  later  added  a  clutch 
of  old  NBC  series  {I  Spy,  Get  Smart  and 
Bonanza  among  them)  to  its  feature 
film  library.  In  1985  NTA  renamed 
itself  Republic  Pictures.  That  year  the 
company  earned  $1  million  on  reve- 


Rfepublic  Pictures  Chief  Executive  Russell  Goldsmith 
How  to  sell  a  $9.98  cassette  for  $19.98. 


nues  of  $15  million. 

Enter  Russell  Goldsmith,  42.  He  is 
a  lawyer  son  of  Bram  Goldsmith, 
chairman  of  City  National  Bank, 
known  as  the  "banker  to  the  stars" 
because  of  the  bank's  tight  relation- 
ships with  Tinseltown  talent.  In  1986 
Goldsmith  and  a  group  of  backers 
plunked  down  just  under  $9  million 
($14  per  share )  for  a  1 3%  equity  stake, 
37%  voting  control  and  warrants  in 
Republic. 

Goldsmith  took  over  as  chief  exec- 
utive and  got  the  company  into  mak- 
ing television  productions.  "We  did 
the  unmentionable  in  Hollywood," 
says  Goldsmith.  "We  put  our  own 
money  into  the  company." 

Goldsmith  did  not  dream  of  mak- 
ing big- budget  movies.  His  goal  was 
to  better  exploit  Republic's  film  li- 
brary. He  took  a  close  inventory  of  its 
assets  and  discovered  that  121  of  the 
431  Bonanza  episodes  had  never 
been  licensed  for  reruns  in  the  U.S. 
Goldsmith  hauled  the  tapes  out  of  a 
vault  and  marketed  them  as  Bonanza: 
The  Lost  Episodes.  They  were  never 
really  lost,  mind  you,  but  the  tide  gave 
them  some  marketing  zing.  The  "lost 
episodes"  were  licensed  to  the  Family 
Channel  Cable  Network  for  an  esti- 
mated $10  million. 

Goldsmith  soon  demonstrated  a 
skill  at  packaging  and  repackaging 
film  assets.  Consider  its  1946  Jimmy 
Stewart  classic  It's  a  Wonderful  Life. 
The  film  is  now  in  the  public  domain 
and  is  widely  available  on  \ideocas- 
sette  for  $9.98.  A  commodity?  Not 
yet.  Last  year  Republic  issued  a  special 
4 5th -anniversary  edition  of  It's  a 
Wonderful  Life.  The  package  includ- 
ed a  tape  made  from  a  new  negative 
(for  better  picture  qualit)'),  a  copy  of 
the  original  lobby  card  and  a  trailer 
about  the  making  of  the  film. 

Republic  retailed  the  upgraded 
tape  at  $19.98  and  last  Christmas  sold 
125,000  copies.  That  put  the  Repub- 
lic version  of  It's  a  Wonderful  Life  on 
Billboard's  bestselling  home  videos 
charts  for  more  than  nine  weeks. 

Republic  is  now  tr>'ing  to  mm  the 
same  trick  with  TIjc  Qttiet  Man,  the 
1952  John  Wayne/Maureen  O'Hara 
classic.  A  special  limited  edition — a 
tape  set,  plus  a  coffee-table  book 
about  Wayne's  films — will  be  priced 
at  $75.  Republic's  executive  \-ice  pres- 
ident, Steven  Becks,  expects  that  the 
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marketing  hype  attending  the  special 
edition  will  boost  sales  of  the  film's 
single  cassettes,  priced  at  $19.98. 
Over  the  last  five  years  that  sort  of 
marketing  panache  has  helped  push 
Republic  Pictures'  home  video  reve- 
nues from  $5  million  a  year  to  over 
$30  million. 

Goldsmith  continues  to  expand 
Republic's  asset  base.  He  recendy 
signed  deals  with  Hallmark's  Hall  of 
Fame  and  Viacom  Pictures  to  distrib- 
ute their  films  in  the  U.S.  video  mar- 
ket. Under  these  deals,  Republic  is 
renting  out  its  video  distribution  sys- 
tem. Republic  recoups  all  its  market- 
ing and  acquisition  costs  and  gets  a 
distribution  fee. 

Projects  in  the  works  include  vid- 
eos o^  Sarah  Plain  and  Tall,  starring 
Glenn  Close,  and  Foxfire,  with  Jessi- 
ca Tandy  and  Hume  Cronyn.  "We 
try  to  strike  a  balance  between  risk 
and  building  a  solid  base,"  says 
Goldsmith. 

So  far,  however,  this  tale  does  not 
have  a  happy  ending  in  Forbesian 
terms.  Since  Goldsmith  took  over. 
Republic's  revenues  have  quadru- 
pled, to  an  estimated  $80  million  last 
year.  But  earnings  declined  to 
$727,000  in  1990  (17  cents  a  share), 
and  the  price  of  Republic's  4.4  million 
over-the-counter  shares  has  dropped 
to  a  recent  7V2.  The  stake  for  which 
Goldsmith  and  partners  paid  $9  mil- 
lion is  currently  worth  about  half  as 
much.  Their  500,000  warrants — ex- 
ercisable at  12^2 — are  set  to  expire  in 
August  1993. 

But  all  hope  is  not  lost.  Republic's 
earnings  have  been  held  back  by  long- 
term  syndication  deals  on  Republic 
films  at  low  prices,  deals  set  before 
Goldsmith  took  over.  Goldsmith  is 
currently  holding  Republic's  old 
gems  like  Hi^ih  Noon  and  Sands  oflwo 
Jima  off  the  national  market  and  has 
plans  to  renegotiate  deals  as  a  lucra- 
tive package  once  all  current  agree- 
ments expire,  in  1994.  Says  Gold- 
smith: "It's  like  the  tortoise  and  the 
hare.  We  may  not  be  flashy,  but  we'll 
be  there  in  the  end." 

The  tortoise  clearly  has  its  fans.  In 
early  Februar)'  Technicolor  Inc.,  con- 
trolled by  U.K. -based  Carlton  Com- 
munications, agreed  to  pav  $3  million 
($15  each)  for  200,000  newly  issued 
Republic  shares,  twice  the  market 
price.  ^ 
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There's  nothing  like  a  13D  filing  by  raider 
Irwin  Jacobs  to  focus  the  mind.  Just  ask 
CML  Group  Chairman  Charlie  Leighton. 

Iirv  the  Catalyst 


By  Zina  Sawaya 

In  June  1989  Charles  M.  Leighton, 
chairman  of  CML  Group,  received  a 
phone  call  from  Irwin  (Irv  the  Liqui- 
dator) Jacobs.  Jacobs  informed  him 
amicably  that  he  had  accumulated  a 
14.2%  stake  in  Leighton's  company, 
which  owned  a  hodgepodge  of  spe- 
cialty retailers  and  litde  manufactur- 


mg  compames. 

On  the  telephone  Jacobs  was 
friendly  enough.  But  his  13D  filing 
with  the  Securities  &  Exchange  Com- 
mission announcing  his  CML  stake 
carried  a  different  tone.  It  stated  that 
Jacobs  was  thinking  of  breaking  up 
CML  and  selling  off  the  pieces. 


CML  Group  Chairman  Charles  Leighton 

The  phone  call  was  friendly,  the  13D  filing  hostile. 
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UNUM.  You  benefit  fi*om  long  term  care 
plans  that  meet  your  personal  needs  or  the 
needs  of  current  and  retired  employees. 
Plans  designed  by  the  nation's  leading 
disability  insurer. 

UNUM.  You  preserve  an  independent 
lifestyle  because  your  benefits  can  pay  for 
a  wide  range  of  long  term  care  services, 
including  both  nursing  home  and 
home  care. 

UNUM.  Meeting  your  benefit  needs  with 
disability  plans,  specialty  employee  benefits, 
retirement  and  long  term  care  plans. 


You  can  count  on  what  we  know. 

UNUM  Life  Insurance  Company  of  America,  Portland,  Maine  04122  (All  states  except  New  York) 
First  I'NL  M  Life  Insurance  Company.  Tarrytown,  New  York  10591  (New  York  state  only) 
©  1992  UNUM  Corporation 

1-800-63^-8026 
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There  were  plenty  of  potential 
pieces  to  sell.  After  starting  cml  with 
fellow  Harvard  Business  School  alum- 
nus G.  Robert  Tod  in  1969,  Leigh  ton 
bought  some  20  companies  over  the 
next  20  years.  All  were  small,  recrea- 
tion-oriented businesses,  with  prod- 
ucts aimed  at  affluent  middle-aged 
customers.  Among  them  were  boat- 
maker  Boston  Whaler;  women's  wear 
retailer  Carroll  Reed;  a  retailer  of 
nature -related   products   called    the 


division.  "I  told  him  that  unless  man- 
agement faced  up  to  some  hard  deci- 
sions," Jacobs  recalls,  "someone  else 
would  have  to  do  it."  He  urged 
Leighton  and  Tod  to  focus  on  a  few 
promising  businesses,  notably  Nor- 
dicTrack  and  the  Nature  Co.,  and  to 
get  rid  of  the  rest.  Leighton  says  that 
he  had  been  thinking  along  the  same 
lines  before  Jacobs  entered  the  pic- 
ture. In  any  case,  with  small  equity 
stakes  of  their  own  in  CML,  Leighton 


Corporate  raider  Irwin  Jacobs 
He  sold  out  too  soon. 


Nature  Co.;  and  NordicTrack,  the 
exercise  machine  maker. 

It  was  Boston  Whaler  that  caught 
Jacobs'  eye  in  1989;  he  had  been 
buying  up  boat  companies  like  Hat- 
teras  and  Wellcraft.  But  the  closer  he 
looked  into  cml,  the  more  he  saw  an 
undervalued  company,  one  with  a  few 
good  businesses  and  a  lot  of  excess 
baggage,  cml's  shares  were  trading  at 
around  8  (adjusted  for  subsequent 
splits),  just  eight  times  earnings  and 
four  times  operating  cash  flow.  Jacobs 
began  buying. 

After  receiving  Jacobs'  phone  call, 
Leighton  jumped  on  a  plane  for  Min- 
neapolis to  meet  his  new  shareholder. 
Jacobs  quickly  rebuffed  Leighton's 
offer  to  sell  him  cml's  Boston  Whaler 


and  Tod  were  in  no  position  to  dis- 
agree with  Jacobs. 

Over  the  next  year  cml  sold  four 
divisions:  Carroll  Reed;  Boston  Whal- 
er; SyberVision,  a  maker  of  self-help 
videotapes;  and  Gokeys,  a  luggage 
and  clothing  retailer.  Proceeds  raised: 
$45  million. 

Leighton  and  Jacobs  continued  to 
wrangle.  In  early  1990  Jacobs  made  a 
bid  for  the  company  and  attempted  a 
proxy  fight  when  cml's  board  turned 
it  down.  But  he  didn't  push  it  ver\' 
hard.  In  December  1990  he  sold  his 
stake  for  $17  million  to  Shearson 
Lehman,  clearing  nearly  $2  million 
on  the  deal. 

"He  [Leighton]  did  all  the  right 
things,"  says  Jacobs  today,  "and  I 


totally  backed  off"." 

Jacobs,  it  turns  out,  was  poorly  paid 
for  his  role  as  catalyst.  Since  he  sold 
out,  cml's  1 7  million  New  York  Stock 
Exchange-listed  shares  have  quadru- 
pled in  value  (to  a  recent  37%  a  share) 
as  the  company's  earnings  have 
surged,  to  $22  million  (SI  .36  a  share) 
on  sales  of  $339  million  in  fiscal  1991 
(ended  July  31).  Boyd  Poston,  a  re- 
tailing analyst  with  A.G.  Edwards, 
expects  earnings  will  jump  to  $1.75  a 
share  this  year. 

Will  CML  be  able  to  sustain  such 
performance?  NordicTrack  account- 
ed for  86%  of  cml's  operating  income 
last  year,  but  it's  unlikely  that  the 
$  1 3  5  million  (1991  sales )  division  can 
sustain  anything  like  the  53%  annual 
earnings  growth  it  has  shown  over  the 
past  five  years,  despite  the  equip- 
ment's high  reputation  among  fitness 
people. 

When  the  economy  finally  turns, 
CML  should  get  a  boost  from  the 
Nature  Co.,  a  retailer  of  science-  and 
nature -oriented  gadgets,  toys,  jeweln' 
and  bric-a-brac.  The  Nature  Co.  has 
71  stores  and  a  large  direct- mail  busi- 
ness. Eight  new  stores  are  planned  for 
fiscal  1992. 

Similarly,  Britches  of  Georgetowne 
(1991  revenues,  $109  million),  a 
marginally  profitable  77-store  retailer 
of  men's  and  women's  clothing  that 
CML  bought  in  1983,  could  pick  up  a 
bit.  But  over  the  long  term  Britches' 
problems  go  deeper  than  the  reces- 
sion. Poor  management  forced  the 
closing  of  the  25-year-old  chain's  11 
Britches  for  Professional  Women 
stores;  and  Britches'  17  women's 
sportswear  stores  have  been  consis- 
tent moneylosers.  The  company  in- 
tends to  refocus  around  men's  casual 
clothes,  a  ver)'  competitive  niche 
dominated  by  companies  like  the  Gap 
and  Eddie  Bauer. 

Might  Leighton  take  advantage  of 
cml's  high  stock  price  and  healthy 
balance  sheet  (debt,  which  peaked  at 
$120  million  18  months  ago,  has 
been  reduced  to  zero)  to  make  new 
acquisitions?  He  says  no,  explaining 
that  he'd  rather  focus  on  what  he 
already  has.  NordicTrack,  he  insists, 
will  carr\'  the  company  until  the  other 
operations  begin  to  pull  their  weight. 

And  if  it  doesn't?  Well,  there's  al- 
ways Irwin  Jacobs.  Ir\  the  Catalyst 
says  he  still  follows  CML.  ^ 
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^  ecial  incentives  should 
be  the  very  last  reason  to  buy 

a  new  Buick. 


l.Q, 


[uality 

Today,  the  outstanding  results  of 
Buick's  commitment  to  world-class 
quality  are  being  reported  by  the 
automotive  press,  and  by  Buick 
owners  as  well. 

2.  Power  and 
Efficiency 

Buicks  are  not  only  powerful,  they 
are  also  vety  fuel-efficient.  In  fact, 
every  Buick  model  delivers  an  EPA 
highway  estimate  of  at  least  25 
miles  per  gallon. 

3.  Safety 

All  Buicks  are  designed  with  safety 
in  mind.  Depending  on  the  model, 
available  safety  and  security 
features  include  anti-lock  brakes,  a 
driver  air  bag  and  child  security 
locks. 


4.  Luxury 

Buick  is  known  for  luxury.  Park 
Avenue  Ultra,  in  fact,  received  the 
"MotorWeek"  Driver's  Choice 
Award  as  1991  's  best  luxury  car. 

5.  Durability 

All  Buicks  are  covered  by  the 
3-year/36,000-mile  Bumper-to- 
Bumper  Plus  and  6-year/ 
100,000-mile  rust-through 
warranties.* 


7.  Cash  Back  or 

LowGMAC 

Financing 

Right  now,  you  can  get  special 
GMAC  annual-percentage-rate 
financing**  on  all  Buicks: 


6.  Comfort 


All  Buicks  offer  full-size  comfort  for 
full-size  Americans.  Buick's 
DynaRide  suspension  and  optional 
dual  ComforTemp  climate  control 
are  equally  comforting. 


Or  get  $250-$2,000  cash  back  on 
selected  models,  depending  on  the 
model  and  options  you  choose. 

•See  your  dealer  for  terms  of  tfiese  limited  warranties. 

"Examples:  24  monthly  payments  of  $42.93  per 
$1,000  financed,  36  monthly  payments  of  $29.92  per 
$  1 ,000  and  48  monthly  payments  of  $23.89  per 
$1,000.  Down  payment  example  is  20%  down.  (Your 
down  payment  may  be  more  or  less.)  Dealer  financial 
participation  may  affect  consumer  cost.  You  must  take 
retail  delivery  from  dealer  stock.  See  your  dealer  for 
qualification  details. 


Buckle  up,  America! 

©1992  GM  Corp.  All  rights  reserved. 
Century,  LeSabre,  Park  Avenue,  Regal,  Riviera, 
Roadmaster  and  Skylark  are  registered 
trademarks  of  GM  Corp. 


BUICK 

The  New  Symbol  For  Quality 
In  America. 


ADVERTISEMENT 
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Partnerships  In 
Engineering  Creativity 

Establishing  New  Records  of  Excellence 


In  a  world  of  specialization,  Allen  E.  Paulson  is  an 
anomaly.  As  chairman  and  chief  executive  officer  of  Gulf- 
stream  Aerospace,  he  heads  the  company  which  leads  in 
the  designing,  manufacturing  and  marketing  of  large  cor- 
porate jets.  At  the  same  time,  as  a  pilot,  he  holds  36 
international  flight  records,  including  world  records  for 
speed  -  around-the-world  eastbound  and  westbound 
flight  -  establishing  the  Gulfstream  IV  as  the  world's 
fastest  civil  jet. 

To  help  Allen  Paulson  and  Gulfstream  achieve  in 
both  realms,  Parker  Hannifin  Corporation,  the  world's 
largest  manufacturer  of  motion-control  components  and 


systems,  provides  its  expertise.  The  result:  Gulfstream 
aircraft  are  synonymous  with  superior  quality,  reliability 
and  extraordinary  form  and  function.  At  the  same  time, 
Paulson's  achievements  document  the  scope  of  a  man's 
abilities  to  set  new  standards,  aided  by  machines  that  are 
expertly  engineered  to  deliver  optimal  performance. 

Paulson's  westbound  around-the-world  flight  makes 
that  point.  Flying  a  Gulfstream  IV  corporate  jet,  on  June 
12,  1987,  Paulson  and  his  four  co-captains  covered 
22,886.451  miles  and  flew  into  headwinds  of  up  to  139 
knots.  His  time  of  just  over  45  hours  and  25  minutes 
established  international  marks  for  jets  of  unlimited 
weight  and  for  business  jets  weighing  up  to  77,140 
pounds.  Along  the  way,  the  flight  set  22  city-to-city 
speed  records.  His  average  speed  (including  four  enroute 
stops)  was  503.91  mph. 


Only  eight  months  after  claiming  the  westbound 
world  record,  Paulson  took  to  the  skies  again.  This  time, 
he  and  a  four-person  crew  established  the  eastbound 
around-the-world  speed  record  by  slashing  more  than 
nine  hours  off  the  previous  standard  and  clocking  in  at  36 
hours,  8  minutes  and  34  seconds.  With  four  refueling 
stops,  the  aircraft  set  an  international  speed  record  of 
637.71  mph  for  the  overall  distance. 

"Allen  Paulson's  achievements  are  testimony  to  the 
sophistication  and  reliability  of  the  Gulfstream  product," 
says  Paul  Schloemer,  president  and  chief  executive  offi- 
cer of  Parker  Hannifin. 

Aboard  both  record-setting 
flights  were  Parker  Hannifin's  hy- 
draulic and  pneumatic  components, 
motion-control  systems,  fuel-gaging 
systems,  digital  synthesized  aural 
warning  systems,  seals  and  fly-by- 
wire  electronics.  It  is  the  same  tech- 
nology that  accompanies  all  Gulf- 
stream IV  aircraft  as  they  serve  cor- 
porations and  governments  through- 
out the  world.  In  all,  Gulfstream  incor- 
porates more  than  420  Parker  prod- 
ucts in  this  advanced  aircraft. 

Aerospace  systems  and  com- 
ponents are  an  integral  part  of  Parker 
Hannifin's  global  lineup  of  products 
and  services.  Parker  products  are 
aboard  nearly  every  free-world  com- 
mercial, military  and  general  aviation 
aircraft  and  turbine  engine,  as  well  as  spacecraft  and 
their  engines. 

This  kind  of  true-tested  experience  is  the  driving 
force  behind  Parker  Hannifin's  intemational  leadership  in 
motion-control  components  and  systems.  With  more 
than  800  product  lines  for  hydraulic,  pneumatic  and  elec- 
tromechanical applications  in  over  1 .200  industrial,  auto- 
motive and  aerospace  markets,  Parker  operates  some 
200  manufacturing  plants  and  administrative  offices  inter- 
nationally and  supports  more  than  4,500  distributors 
serving  more  than  258.000  customers  in  every  comer  of 
the  world. 

Parker  Hannifin's  knowledge  of  these  markets  pro- 
vides the  diverse  know-how  that  helps  businesses  like 
Gulfstream  and  its  owner  Allen  Paulson  to  achieve  in  a 
wide  range  of  pursuits. 
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Gulf  stream  pursues  perfection  in  fliglvt 


Advanced  motion-control  technology 
from  Parker  Hannifin  has  been  an 
important  part  of  aerospace  and 
aviation  history  for  more  than  60  years. 
Recently,  it  helped  mark  another 
milestone  when  a  Gulfstream  IV 
business  jet  established  several  around- 
the-world  speed  records.  The  innovative 
Gulfstream  IV  uses  over  420  Parker 
products  in  its  advanced  motion-control 
systems. 

And  now,  after  captaining  the 
"Pursuit  of  Perfection"  on  its  record- 
setting  flight,  Chairman/CEO  Allen  E. 


Paulson  is  leading  his  company  on 
another  historic  venture. 

Gulfstream  has  joined  Advanced 
Sukhoi  Technologies  of  Russia  to 
develop  a  business  aircraft  that  would  fly 
faster  than  Mach  2  at  ranges  exceeding 
5,000  statute  miles.  And  when  the 
supersonic  prototype  takes  off  in  1994, 
Parker  technology  will  be  aboard. 

Parker's  technical  expertise  has 
contributed  to  new  levels  of 
performance  with  customers  throughout 
the  aerospace  industry,  and  in  the 
marine,  industrial,  and  automotive 


industries  as  well.  Companies  around 
the  globe  rely  on  the  innovation  and 
dependability  of  Parker  technology, 
components  and  systems. 

These  partnerships  have  helped  make 
Parker  a  $2.44  billion-per-year  leader  in 
the  motion-control  industry.  For  more 
information,  write  for  our  annual 
report:  Parker  Hannifin  Corporation, 
Department  FB-17,  17325  Euclid 
Avenue,  Cleveland,  OH  44112-1290. 
For  Parker  product  information,  call 
1-800-C-PARKER. 


A  partnership  in  vital  tecfinofogies 


Parker 
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Few  people  envied  Edwin  Garrison  when  he  took 
the  helm  at  Thiokol  Corp.  three  years  back. 

Tough 
assignment 


By  Thomas  Bancroft 

HERE'S  A  formidable  challenge:  Mor- 
ton Thiokol  was  split  in  two  in  July 
1989.  Morton  International  got  the 
profitable  salt,  specialtv'  chemicals  and 
air  bag  businesses.  Thiokol  was  left 
with  the  rocket  engine  business, 
which  had  been  thoroughly  be- 
smirched by  the  tragic  explosion  of 
the  space  shuttle  Challenger  in  1986. 
The  unenviable  job  of  straightening 
out  the  rocket  company  fell  to  Edwin 
Garrison,  now  63,  an  Alabama  native 
who  had  worked  for  Morton  Thiokol 
since  1952  in  positions  ranging  from 
project  engineer  to  marketing  special- 
ist to  the  president  of  the  aerospace 
division. 

As  if  the  Challenger  problem 
weren't  bad  enough,  Garrison  took 
charge  of  Thiokol  just  as  defense 
spending,  the  source  of  almost  50%  of 
Thiokol's  business,  was  peaking. 

Yet  under  Garrison,  Thiokol  has 
blossomed.  Since  the  breakup,  the 
return  on  Thiokol  Corp.'s  equit)^  has 
averaged  over  17%  a  year.  Revenues 
have  grown  only  slighdy  (to  $1.2 
billion),  but  net  income  surged  from 
$36  million  in  1989  to  $53  million 
($2.75  per  share)  in  fiscal  1991,  end- 
ed last  June. 

From  the  beginning,  one  of  Garri- 
son's priorities  was  to  mend  Thiokol's 
goodwill  in  Washington  after  the 
Challenger  disaster.  To  do  so,  Thio- 
kol took  on  a  $400  million  redesign 
program  of  the  booster  rockets  for  the 
shutde  program.  The  government 
fijnded  the  project,  but  Thiokol  did 
the  work  at  cost. 

This  will  stand  Thiokol  in  good 
stead  as  it  negotiates  new  contracts 
with  NASA.  The  company's  current 
$2.6  billion  contract  to  produce  its 
redesigned  solid-fiiel  rocket  boosters 
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Thiokol  Chief  Executive  Edwin  Garrison 
Proving  there  is  life  after  Ciiallenger. 


for  the  shutde  program  is  scheduled 
to  run  out  in  1997.  At  that  point, 
NASA  is  scheduled  to  start  buying  a 
new,  more  advanced  booster  from 
Lockheed.  But  the  very  budget  cut- 
backs that  threaten  defense  contrac- 
tors may  work  in  Thiokol's  favor. 

Strapped  for  fiinds,  NASA  may  yet 
decide  to  continue  using  Thiokol's 
proven  redesigned  boosters  rather 
than  switch  to  new,  more  expensive, 
untested  Lockheed  boosters.  In  Janu- 
ary then  NASA  Administrator  Richard 
Truly  announced  he  was  temporarily 
suspending  funding  for  the  Lockheed 
project. 

Garrison  says  that  NASA  has  already 
approached  Thiokol  about  extending 
its  redesigned  booster  contract  an- 
other three  years,  which  could  make  it 


worth  another  $800  million.  Reason: 
Lockheed's  new  advanced  booster 
might  not  be  ready  until  2000. 

Garrison  has  other  good  pros- 
pects. In  November  McDonnell 
Douglas  and  Martin  Marietta  select- 
ed Thiokol  as  a  subcontractor  to 
compete  with  them  on  a  bid  for  the 
Army's  Strategic  Defense  Initiative 
program  called  Theater  High  Alti- 
tude Area  Defense.  If  the  team  gets 
the  contract,  Thiokol  will  supply  the 
propulsion  systems  for  the  pro- 
gram's missiles.  The  contract  would 
be  worth  well  over  SI 00  million. 

Garrison,  however,  is  sharply  aware 
that  he  must  supplement  his  govern- 
ment business  with  more  commercial 
work.  He  has  set  this  goal:  By  1996 
Thiokol  must  generate  at  least  50%  of 
its  sales  from  civilian  customers,  up 
from  15%  today.  To  this  end,  he  has 
been  negotiating  with  prime  contrac- 
tors for  Motorola  Corp.  to  use  Thio- 
kol's hardy  Castor  rocket  motors  to 
power  a  series  of  satellites  that  would 
control  a  mobile  telephone  network 
from  space.  Garrison  estimates  this 
deal  could  generate  as  much  as  SI 00 
million  a  year  in  new  revenues  if  he 
can  pull  it  off. 

In  November  Garrison  took  a  big 
stride  toward  building  nondefense  or- 
ders by  paying  $150  million,  cash,  for 
Huck  Manufacturing  Corp.  Based  in 
Irvine,  Calif,  Huck  manufactures  fas- 
teners like  high-grade  rivets  and  lock 
bolts  for  aircraft,  trucks,  bridges  and 
other  markets.  Thiokol  Chief  Finan- 
cial Offrcer  James  Wilson  says  Huck 
should  contribute  about  10  cents  a 
share  to  Thiokol's  fiscal  1992  earn- 
ings and  about  20  cents  a  share  in 
fiscal  1993. 

Yet  fads  are  fads,  and,  defense  stocks 
being  out  of  favor,  Thiokol  shares 
recendy  traded  at  16  a  share,  less  than 
six  times  earnings,  estimated  by  ana- 
lysts to  hit  $2 .80  a  share  in  the  current 
fiscal  year.  That's  a  20%  discount  from 
the  defense  contractors'  average  earn- 
ings multiple  of  7.5  and  even  a  bigger 
discount  from  the  Standard  &  Poor's 
500  market  multiple  of  23.  If  this 
perturbs  Garrison,  he  doesn't  let  on. 
"My  job  is  to  see  that  we  can  handle 
the  programs  that  we  can  win,"  he 
says  matter-of-facdy,  "and  to  know- 
when  the\'  are  going  to  be  phased 
out."  That's  a  task  he  seems  to  have 
mastered  exceedingly  well.  ^ 
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Will  it  cost  your  company 


your  company 
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Ready  for  one  of  the  most  difficult  challenges  ever  to  confront 
corporate  America?  One  that's  estimated  to  cost  up  to  $400  billion. 

New  FASB  regulations  will  force  companies  to  measure  and  post 
as  a  debit  their  health  expense  obligation  to  current  and  future  retirees. 

The  effect  of  this  new 
liability  on  your  financial 
statements  could  be 
enormous.  In  fact,  some 
corporations  could  see 
profits  cut  by  as  much  as 
25%.  And  now  is  the 
time  for  you  to  address  it 
We  can  help.  We  offer 
actuarial,  retirement  and 
health  benefits  expertise. 
We  can  correctly  assess 
your  current  situation. 
And  help  you  better 
prepare  for  the  future. 
We  will  do  everything 
fi:'om  measuring  your 
expense  and  liability  to 
evaluating  plan  redesign  alternatives  and  advance  funding  options. 

The  end  result:  we'll  help  you  minimize  the  financial  impact  of  these 
regulations  and  still  enable  you  to  remain  responsive  to  the  benefit 
needs  of  employees.  Write  or  call  Mark  Lynch,  CIGNA  Employee 
Benefits  Services,  Dept  M-50,  Hartford,  CT  06152,  (203)  725-2186. 
After  all,  the  clock  is  ticking. 
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We  get  paid  for  resultsf 


CIGNA 
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Why  should  you 

phone  companies 

when  you're 

perfectly  happy 

with  the 
one  you've  got? 


We  know.  You've  already  made 
up  your  mind  about  what  phone 
company  is  right  for  you.  But 
take  a  minute  to  look  over  the 
points  below  and  you  might 
just  find  a  reason  or  two  to.give 
Sprint  a  try.  After  all,  Sprint's 
not  your  typical  phone  com- 
panj^,  and  this  isn't  your  typical, 
boring  phone  company  ad. 
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Sprint's  international 
network  spans  six  out  of 
the  seven  continents. 
And,  of  course,  Sprint  also  lets 
you  call  anywhere  in  the  U.S. 
including  such  exotic  locations 
as  Cairo,  Nebraska;  Paris, Tfexas; 
and  New  London,  Connecticut. 
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VV^  give  free  calls  to  mili- 
tary personnel  world- 
wide 
on  Thanks- 
giving and 
Christmas. 
It's  the  least 
we  can  do. 


.V  >1VA  >1VA  >tVA  XVA  »VA  >/t^^ 
^       >\VA  MVA^VA  >*V/A  >IVA^t^^ 
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THE  MORE  Y<^ 


TALK,  THE  nORi  YOU  ^AVe. 
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Sprint  built  the  first  and 
only  nationwide  100% 
digital,  fiber  optic  net- 
work. So  every  call  to  your  Aunt 
Edna  is  so  clear  you  can  hear 
her  dentures  slip. 
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With  Sprint 
your^Us  go 
througlTin 
less  time  than  it  take: 
to  skin  a  mosguito 
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With  Spi  i  nt's  substantial 
volume  discounts,  the  more 
you  call  th(  •  more  you  save. 
In  fact,  if  you  make  a  lot  of  long 
distance  calls,  it  would  be  nuts 
to  use  anyone  else. 


Sprint  built 

the  first  prive 
owned  transat  lar 
tic  fiber  optic  cable.  Nov 
can  hear  people  over  there 
perfectly  clearly;  of  course, 
you  may  still  have  no  idea  what 
they're  saying. 


Sprint  has 
24-hour  operators,  so  you  can 
find  a  friendlv.  helpful  voice 
en  at  3  a.m. 

You  don't  have  to  dial 
an,v  extra  numbers 
to  make  a  call  with 
Sprint.  So  it's  just  as  easy 
use  as  the  phone  com- 
fin,\-  you  ha%  e  now.*  y^ 

You're  just  too 

voiHigtobe 
associated 
with  anything  that 
o\er  100  years  old 
like  you  know  Nvho. 
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We  have  special  consul- 
tants that  can  help  just 
about  any  small  business 
find  the  right  telecommunica- 
tion services,  and  turn  into  a 
bigger  business. 


7. 
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The  FONCARD  is  the  only 
calling  card  that  lets  you 
set  upyouroNs  n  three-wa,v 
A  gi'cat  way  to  save  time 
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and  impress  friends. 
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You  like  red 
l)ettei' than 
vou  like  blue 


Check  out  our 


logo. 


During 
the  re- 
ccni 
coup  Sprint 
helped  provide 
the  only  con- 
stant stream 
of  news  out 
of  Moscow. 
Quite  a  coup. 


•Whal  would  a  phoiu'  coinpai\v  nd  be  wllhoul  n  link-  Hno  prim?  I^ilnl  #11  applli-»  i<>«|iuil  ai'<\t»i  aiviw  onl,v  c  IHlt!  I  SSprlni  Ciimiminliwlloiimmiiwio  l.lmlUHl  I>>nii«-r»l>lp 

All  IrademarkH  arv  pi\tiX'n,v  of  tholr  it^Mixt-llvT'  owiu'n*.  The  color  shown  In  lhl^  iid  Ih  prinltHi  hi  ftnil^e^tlor  pi^xxf*  and  l?*  ntu  Inlende*!  to  nuilch  Ihe  «iUd  rvvn^NK  Cohw  !4Hndnn1. 

Ftor  Ihe  RMVTONK  Color  Suindard.  nifr  to  tin-  iiirn'nl  edltlon»  of  1  \e  mNTXlNi;    olor  Publlcalloilsv  nVNTDNK*  In  a  rxitlwrt^"*'  Inulemnrk  of  FXnlone  hn 
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)rint  provides 

lecommu 
Ication 
[rvices  for  lots 

big  companies. 
Ike  FTD?  Isn't  it  nice  to 

low  that  the  flowers  you  send  on 
[other's  Day  are  in  good  hands? 


18. 
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sprint's  customer 
service  representatives 
are  so  knowledgeable 

)u'll  get  the  strange  sensation 

ley  already  know  you. 


^^^^\\\\y     N    Sprint  is 
providing 
long  distance 
services  for  key 
departments  of  the 
federal  government. 
^-^       If  you're  patriotic, 
that's  reason  enough  to  switch 
to  Sprint. 
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It's  so  darn  easy  to 
switch  to  Sprint.  All 
•  it  takes  is  one  call. 


POPULATION 
435,146 


6  Sprint  was 
the  first 
•  major  tele- 
hone  company 
with  Frame  Relay, 
VPN.  SS7,  and  a 
whole  bunch  of  other  stuff 
that's  really  cool  if  you've 
got  a  Ph.D.  in  electrical 
engineering  or  just  want 


KANSAS  CITY 


ELEVATION 

944 
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^,       the  latest  in  technology. 
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i^/^  Sprint 

^^f\<J%  conduct 
a  business  meeting 
over  our  videocon- 
ferencing network, 
so  you  don't  have  to  spend  so 
many  nights  away  from  home. 

Life's  too  short  not 
to  try  something 
•  new. 


Sprint's 
based  in 
Kansas  City, 
y  so  we're 
bound  to 
be  nicer. 


Sprint  has  been 
selected  by  more 
» than  95%  of  the 
FORTUNE  500.  Not  bad  for  a 
company  that's  only  six  years  old. 

^"^  ^"^  Sprint's  volume 

^^     -^  discounts. 
^J^^%  We've  men- 
tioned them  before,  but 
they're  worth  repeating. 

^"^  A  You  have  close 
^  /\  relatives  in  200 
r^m  JL  •  countries  and  loca 
tions  around  the  world.  Sprint 
lets  you  dial  them  all.  Direct. 

^"^  1*^  Sprint  didn't  go 
y^  ^^  down  recently  and 
f^m^^J%  leave  about  a 
kabillion  people  stranded  like 
you  know  who. 


We  don't  have  the 
word  "telegraph"  any- 
where in  our  name. 
However,  we  do  have  the  world's 
largest  public  data  network. 


^"^  ^^  ^^  matter  what  other 
^^     /  telephone  compa- 
f^^  m  •  nies  want  you  to 
believe.  Sprint  gives  you  instant 
credit  for  wrong  numbers  the 
instant  you  ask  for  it. 


Sprint  found  a  way 
for  a  patient  to  con- 
i  suit  with  a  medical 
specialist  a  thousand  miles  away 
without  leaving  his  hometown. 

^■^y'^  You  have  to  call  your 
y^  ^^^  mother  at  least  twice 
r^m  %^%  a  week.  With  our 
volume  discounts,  at  least  you 
can  save  some  money.  Have  we 
mentioned  volume  discounts 
enough?  yak  VAK  yak  yak  yak 
YAK  YAK  YAK  YAK  VAK  YAK  YAK 
YAK  YAK  YAK  YA<  YAK  YAK  YAK 


30, 
31 


Sprint  just  sounds 
a  lot  faster  than 
I  AT&T.® 


Sprint's  telephone 

number  is  so  darn 

•  easy  to  remember. 


1-800-US-SPRINT 


How  many  more  reasons  do  you 
need?  Call  right  now.  And  find 
out  how  much  happier  you 
can  be  with  Sprint. 


Sprint 

Not  just  another  phone  company.'" 


Do  publishers  deny  authors  their  fair  share  of  royalties? 
Erica  Jong,  Salman  Rushdie  and  the  author  of  a  popular 
massage  book  think  they  might. 


Cooking 
the  books 


By  Dana  Wechsler  Linden 

Gordon  Inkeles,  a  masseur  and 
writer,  was  startled  to  see  "Over  one 
million  copies  sold"  emblazoned  on 
the  cover  of  his  book,  The  Art  of 
Sensual  Massage.  Inkeles  says  that  at 
least  400,000  of  those  books  have 
never  shown  up  on  his  Simon  & 
Schuster  royalty  statements.  Inkeles 
thinks  that  he  might  be  owed  at  least 
$400,000  and  is  thinking  of  suing  his 


publisher. 

Fear  of  Flying  author  Erica  Jong 
figures  she's  owed  over  $1  million  in 
back  royalties  for  the  20  million 
copies  of  her  books  sold  in  25  coun- 
tries since  1973.  She  says  her  publish- 
ers had  renewed  several  licenses  with- 
out telling — or  paying — her. 

Authors  and  their  agents  have  long 
complained  about  publishers'  hard- 


Author  and  masseur  Gordon  Inkeles 

Will  "The  Art  of  Royalty  Collection"  be  next? 


to-decipher  royalty  statements.  Bufl 
the  noise  level  has  now  reached  the 
point  where  the  powerflil  Authors 
Guild  is  beginning  to  underwrite  spot^ 
audits  for  its  writers;  at  least  one — 
Inkeles — may  soon  bring  the  issue 
public  in  the  courts. 

There's  a  lot  at  stake.  For  hardcover^ 
trade  books,  authors  typically  get  10%j 
of  the  retail  price  for  the  first  5,0001 
copies  sold,  12.5%  for  the  next  5,000' 
and  15%  thereafter. 

Most  royalty  lapses  by  publishers 
may  well  be  the  result  of  unintention- 
al errors  by  overburdened  clerks. 
Only  recendy  have  a  few  houses, 
among  them  Bertelsmann's  Double- 
day  &  Co.  and  News  Corp.'s  Harper- 
Collins Publishers,  begun  to  modern- 
ize the  antiquated  computer  systems  | 
in  their  back  offices.  This  may  explain ' 
why  Viking  Penguin,  publisher  of  Sal- 
man Rushdie's  Satanic  Verses,  credit- 
ed the  author  with  the  wrong  royalty 
rate  on  sales  in  the  U.K.  and  on  a 
portion  of  books  sold  in  the  U.S. 
Underpayment  to  Rushdie:  a  rather 
trivial  $10,000. 

Rushdie's  agent  uncovered  that 
underpayment  after  commissioning 
an  audit  of  her  client's  royalty  state- 
ments. But  few  authors  exercise  their 
audit  rights.  Requiring  somewhere 
between  a  few  days  and  two  weeks  of  a 
specialized  accountant's  time  at  up  to 
$200  an  hour,  an  audit  can  easily  cost 
$5,000  or  $10,000,  more  than  die 
average  author  can  afford. 

When  an  author  does  unleash  a 
royalty  auditor,  the  auditor  usually 
heads  straight  for  what's  known  as  the 
"reserve  against  returns."  In  the  book 
business,  all  merchandise  is  returnable 
for  fiill  credit.  "Gone  today,  here 
tomorrow,"  quipped  the  late  Alfred 
A.  Knopf  about  book  inventories. 

Bookstores  now  return  over  50%  of 
the  mass  market  titles  they  buy.  Pub- 
lishers are  entitled  to  withhold  from 
an  author's  royalties  a  "reasonable" 
reser\e  against  fiiture  returns.  But 
what's  reasonable.^'  Is  it  75%  some 
mass  market  publishers  quietly  use.^ 

Auditor  Jack  Ant'aiig  collected 
$500,000  for  author  lohn  lakes  back 
in  the  late  1970s  for  questioning  what 
was  reasonable  for  Jakes'  20-book 
opus,  llh-  Kent  Family  Chronicles. 
Publisher  ]o\x  Publications  started  by 
withholding  an  unusually  high  re- 
sene  for  the  first  book  of  the  series. 
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BERfflOFANEWERA. 

It's  comforting  news.  Our  state  of  the  art  business  class 
seats,  with  adjustable  footrests,  are  wider  than  ever  before. 
Just  seven  per  row  on  the  747  and  6  per  row  on  the  767 

Equally  comforting  is  die  fact  that  many  of  our  new 
seats  are  available  on  die  smoke-free  upper  decks  of  our 
vast  747  fleet. 

Connoisseur  Class,^"  offered  only  by  United.  Where 
attention  to  detail  elevates  international  business  class  to 
its  highest  form  of  civility  Available  now  on  all  trans-    '^ 
Adantic  and  most  trans-Pacific  flights. 

Come  fly  die  airline  that's  uniting  die  world.  Come 
fly  die  friendly  skies. 


UniTED  AIRLinES 


"w^l^'^J''^ 


«  1992  The  CIT  Qcoup.  Inc 


president  Bush  said,  "For  the  untold  number  of  hardworking,  responsible 


American  workers  and  businessmen  and  women  who've  been  forced  to  go 


without  needed  bank  loans,  the  banking  credit  crunch  must  end." 


We  feel  that  the  President  was  wrong  in  just  one  respect.  He  should  have 


directed  his  remarks  at  all  lenders.  Not  just  banks. 


In  that  spirit,  The  CIT  Group  made  over  $3.3  billion  of  loans  and  leases 


last  year.  This  year  we  have  $4  billion  to  lend. 


As  America's  most  experienced  asset-based  lender,  we  have  a  long  history 


of  making  funds  available  to  the  companies  who  can  use  them  most.  Companies 


who  can  grow.  Companies  who  can  create  new  jobs.  Companies  with  assets. 


The  CIT  Group  allows  these  companies  to  access  the  value  of  those  assets 


to  gain  the  funds  they  need  to  fulfill  their  business  objectives. 


America's 

Most  Experienced 

Asset-Based 

Lender. 


For  more  information,  write:  The  CIT  Group,  inc.,  650  CIT  Drive,  Livingston,  Nj  07039. 
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On  March  3; 
youll  get  luncn. 
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Neil  H.  Borden, 

Former  Professor  of  Advertising, 

Harvard  Graduate  School  of 

Business  Administration. 


Richard  C.  Christian, 

Former  CEO  of  Marsteller,  Inc. 


Theodore  S.  Repplier, 

First  President  of  The  Ad  Council. 


TheyTl  get  their 
just  desserts. 


\TiC 
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Join  Katie  Couric,  Co-Anchor,  NBC  News'  Today,  as  she  hosts  the  induction  of  Neil  H.  Borden, 

Richard  C.  Christian  and  Theodore  S.  Reppher  into  the  Advertising  Hall  of  Fame. 

The  reception  will  begin  at  11:30  followed  by  a  luncheon  ceremony  that  will  run  from  12:30  to  2:00  PM. 

And  this  year,  we're  pleased  to  announce,  we're  moving  the  festivities  to  The  Plaza  Hotel  in  New  York. 

Individual  tickets  are  $250  and  a  table  for  ten  is  $2,250.  For  more  information,  contact  Dick  Blatt, 

American  Advertising  Federation,  1400  K  Street  N.W.,  Suite  1000,  Washington,  DC  20005.  Or  call  (202)  898-0089. 

So  join  us  on  March  31.  We'll  do  lunch.  And  give  them  their  due. 

Advertising  Hall  of  Fame  Luncheon 

March  31,  The  Plaza  Hotel,  New  York 
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Loyalties 

Tje  Bastards.  The  percentage  of  re- 
rns  was  much  lower  than  expected. 
lit  when  the  second  book  came  out, 
publisher  used  the  same  reserve 
ercentage   against  Jakes'   royalties. 
\\\t  pattern  was  repeated  with  the 
jtiird  and  fourth  books,  even  though 
pturns  remained  low. 

Jakes  presumably  would  have  re- 
eived  this  money  eventually,  after 
everal  years.  Meanwhile,  the  publish- 
r  was  getting  an  interest-free  loan 
rom  the  author.  "It's  one  of  the  few 
lources  of  cash  that  can  be  manipula- 
ed,"  says  agent  Richard  Curtis. 

Publishers  don't  really  cook  their 
books,  but  they  do  keep  two  sets. 
\ccording  to  accountant  Paul  Ro- 
cnzweig  of  New  York's  Moseley  As- 
ociates,  who  was  also  a  publishing 
executive  for  23  years,  reserves  against 
xturns  show  up  in  two  different 
[)laces  on  the  books  of  every  publish- 
er. The  first  is  a  reserve  subtracted 
from  the  amount  the  pubhsher  ex- 
pects to  receive  from  booksellers.  The 
second  reserve  is  what  the  royalty 
manager  chooses  to  deduct  from  wri- 
ters' royalties. 

"In  my  experience,  the  two  [re- 
serves] are  never  in  sync,"  says  Ro- 


Writers  Salman  Rushdie  and  Erica  Jong 
"Often  when  authors  squawk,  publish- 
ers become  punitive,"  Jong  says. 

senzweig.  "The  latter  is  always  great- 
er than  the  former." 

Author/masseur  Inkeles  is  mad 
about  things  beyond  the  400,000 
copies  he  says  are  missing  from  his 
royalty  statements.  Inkeles  says  he 
noticed  in  the  late  1980s  that  the  fees 
Simon  &  Schuster  was  passing  along 
from  his  British  publisher  were  calcu- 
lated at  the  wrong  royalty  rate.  He 
also  asked  Simon  &  Schuster  why  he 
was  receiving  only  a  trickle  of  royalties 
from  the  Qualit>^  Paperback  Book 
Club,  even  though  for  more  than  two 
years  he  kept  seeing  The  Art  of  Sensual 
Massage  in  the  club's  ads  and  had 


heard  the  book  was  one  of  the  club's 
best  sellers. 

In  May  1990  Inkeles'  book  was 
selected  by  the  Authors  Guild  as  one 
of  three  books  for  the  first  Guild- 
sponsored  audits.  Two  days  before 
the  audit  began,  Inkeles  received  a 
$6,100  check  from  his  publisher  for 
the  British  royalties.  A  few  months 
later  he  received  about  $2,000  more 
for  sales  by  the  Quality  Paperback 
Book  Club. 

The  audit  is  not  yet  completed. 
Simon  &  Schuster  has  stopped  paying 
Inkeles  royalties  for  The  Art  of  Sensual 
Massa£ie,  including  some  $5,700  he 
earned  in  1991. 

"Inkeles  owes  us  $14,000  for  a 
book  he  was  paid  for  but  never  deliv- 
ered. We  have  a  right  to  offset  his 
royalty  earnings  against  other  sums  he 
owes  us,"  say  Mark  Morril,  Simon  & 
Schuster's  general  counsel.  Inkeles 
says  the  publisher  canceled  the  book, 
and  no  money  is  due. 

"Often  when  authors  squawk, 
publishers  become  punitive,"  says 
Fear  of  Flyin£i's  Jong,  currendy  the 
Authors  Guild's  president.  Perhaps 
The  Art  of  Royalty  Collection  is  next 
from  Inkeles.  ^M 


New  Audi  Takes  Aim  At  Lexus  And  Acura. 


In  order  to  stand  out  in  the  highly  competitive  American  car  market,  Audi  has  invested  millions  of 

dollars  in  redesigning  and  rethinking  every  automobile  in  its  line-up,  starting  with  the  all-new  Audi  100  V-6.  At 

a  base  price  of  only  $29,900*  it's  clear  Audi  is  not  content  to  let  Lexus  and  Acuta  comer  the  market.  Indeed, 

Audi  believes  the  new  100  will  break  from  the  pack,  being  the  first  new  automobile  in  its  class  to  offer  German 

engineering  with  Japanese  pricing.  With  front-wheel  drive,  drivers  side  air  bag,  and  ABS  standard  on  every 

Audi  100,  Japanese  car  buyers  may  find  the  new  Audi  too  good  a  value  to  ignore. 

-  KARL  TREUTLER,  DETROIT 

•Manufacturer's  suggested  retail  price,  excluding  taxes,  license,  freight,  dealer  charges  and  options.  Price  subject  to  change.  100  S  shown  with  $470  optional  metallic  paint. 
Advertisement 
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A  husband  and  wife,  working  at  opposite  ends 
of  a  university  campus,  figured  out  how  to  connect 
distant  computer  networks.  The  company  they 
founded  is  worth  $2.5  billion. 

Long  distance 
relationship 


By  Julie  Pitta 

A  TIGHT  BUDGET  is  always  good  train- 
ing ground  for  an  entrepreneur,  and 
the  husband-and-wife  team  of  Sandra 
Lerner  and  Leonard  Bosack  put  that 
training  to  good  use  when  they  decid- 
ed to  quit  their  jobs  at  the  university 
and  commercialize  their  computer 
networking  invention  under  the 
name  Cisco  Systems  Inc. 

Lerner  oversaw  the  computers  at 
Stanford's  graduate  school  of  busi- 
ness. Bosack,  her  husband,  worked 
500  yards  across  campus  as  the  man- 
ager of  the  computer  science  depart- 
ment's lab.  Although  the  computers 
within  their  own  departments  were 
linked,  the  two  departments  were  not 
linked.  Bosack  figured  out  how  to 
connect  the  two  networks  so  they 
could  share  soft^vare  and  databases. 
"We  were  on  a  tight  budget,"  Lerner 
remembers  of  those  days  a  litde  over  a 
decade  ago. 

Accustomed  to  shoestring  opera- 
tions, they  financed  their  venture  by 
mortgaging  their  house  and  running 
up  bills  on  credit  cards,  put  a  used 
mainframe  in  their  garage  and  per- 
suaded friends  and  relatives  to  work 
for  deferred  pay.  At  one  point  in 
1986,  strapped  for  cash,  Lerner  went 
back  to  work  as  a  corporate  data- 
processing  manager. 

Bosack  and  Lerner  were  onto 
something.  The  movement  for  so- 
called  "open  systems"  was  picking  up 
steam.  This  meant  that  it  would  be- 
come possible  to  hook  up  lots  of 
computers,  even  rival  brands.  Other 
entrepreneurs  seized  on  this  trend  by 
selling  devices  to  link  computers  into 
networks.  Lerner  and  Bosack  were 


working  on  a  higher,  less  crowded 
plane:  networks  of  networks. 

Cisco's  product  is  a  router,  a  com- 
bination of  softAvare  and  hardware 
that  links  clusters  of  computers.  Not 
just  universities  need  routers.  "We 
suspected  that  Procter  &  Gamble  in 
Des  Moines  was  going  to  want  to  talk 
to  Procter  &  Gamble  in  San  Francis- 


co," says  Lerner. 

Lerner   and   Bosack   at   first  st 
mostiy  to  fellow  engineers  via  i 
panet,  an  electronic  grapevine  used 
many   universities.    But   it   was   t 
Procter  &  Gambles  of  the  world  tl 
made  Cisco  into  a  giant  success.  Jv 
five  years  after  Lerner  quit  her  l; 
outside  job,  Cisco  Systems  has  tak 
on  a  breathtaking  market  value 
$2.5  billion.  The  company  sold  or 
$183  million  of  routers  in  its  fisc 
year  ended  last  July,   but  it  has 
fabulous  24%  net  margin,  and  W; 
Street  is  expecting  a  jump  in  sales 
$300  million  for  fiscal  1992. 

Lerner  and  Bosack  offered  th^ 
technolog)',  unsuccessfully,  to  sevei 
established       companies.       Turn 
down,  they  opened  the  business 
their  own,  beating  back  a  demar>i 
from  Stanford  Universit}'  for  SI  1  mi> 
lion  in  "license"  fees  for  the  right  ti  i'O 
sell  an  invention  Bosack  developer  S 
while  still  on  the  Stanford  payroll  i^' 
Stanford  eventually  setded  for  abou:  iwi 
$150,000  plus  ft-ee  routers  and  supt  « 
port  service.  iftri 
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Bosack,  now  40,  was  the  inventor 
^^^'  S(j  d  visionary;  Lerner,  now  36,  was 
Ic  business  manager  and  trouble- 
ooter.  They  sold  their  first  router  in 
86.  A  year  later  they  were  selling 
50,000  worth  a  month — and  in 
ger  of  going  broke.  The  business 
s  profitable  but  short  of  cash.  And 
with  some  mixed  feelings,  they 
nt  to  Donald  Valentine,  the  ven- 
re  capitalist  who  ftinded  Apple 
omputer,  for  help. 
Lerner  and  Bosack  had  already  giv- 
away  a  third  of  the  stock  to  workers 
ho,  like  the  two  founders,  were  get- 
g  little  or  no  cash  salaries.  In  the 
al  with  Valentine  they  had  to  give 
"erjp  still  more  stock — and  surrender 
m  ontrol. 

ss  0  They  got  a  taste  of  what  was  in  store 
nan  :hen  Valentine  hired  John  Mor- 
mridge,  a  Silicon  Valley  veteran,  as 
It t|hief  executive  over  their  heads.  "The 
'peArst  time  I  met  John  Morgridge  he 
roliiad  already  been  hired,"  Lerner  says. 
)oufcisco's  managers  had  been  a  collec- 
upion  of  Lerner's  and  Bosack's 
riends — a  70 -year- old  retired  physi- 


cist, for  instance,  was  a  plant  manager. 
Morgridge  replaced  them  with  more 
experienced  hands.  Morgridge  also 
built  up  a  direct  sales  force  to  woo  the 
corporate  accounts. 

Says  Morgridge  about  the 
founders:  "They  were  basically  selling 
to  their  peer  group,  through  word  of 
mouth.  The  initial  customer  set  start- 
ed with  the  lunatic  fringe — the  kind  of 
people  who  are  way  out  on  the  lead- 
ing edge.  The  early  people  were  very 
technical  and  tolerant.  There's  been  a 
big  shift  in  who  uses  the  product." 

No  doubt  a  dose  of  button -down 
salesmanship  was  just  what  the  com- 
pany needed,  but  Lerner,  whose  job 
under  Morgridge  was  running  cus- 
tomer service,  did  not  take  well  to  the 
stranger  on  board.  She  and  Mor- 
gridge squabbled  constantly.  He  fired 
her  in  August  1990,  at  which  point 
chief  scientist  Bosack  quit. 

Lerner  and  Bosack  had  begun  to 
sell  their  Cisco  stock  as  soon  as  the 
company  went  public.  They  have  un- 
loaded all  their  shares  now,  for  a  total 
of  about  $200  million.  They  have 


given  away  70%  of  their  fortune.  Ler- 
ner supports  zoos  and  animal  welfare 
charities,  while  Bosack's  pet  cause  is 
"alternative"  technology;  one  of  his 
grants  was  to  a  Harvard  professor 
searching  for  extraterrestrials.  Cisco's 
founders  still  have  miUions  to  fiind 
their  next  venture.  Now  living  in  Red- 
mond, Wash.,  they  are  working  on 
Bosack's  next  invention,  electronic 
circuitry  to  speed  up  the  input/out- 
put process  of  computers. 

Regrets?  Scarcely  any  from  Bosack, 
who  had  little  interest  in  running  a 
business  day  to  day.  "We  had  to  ask 
ourselves  the  question,  'Do  we  want 
to  run  a  company  or  do  we  want  to 
make  money?'  For  us,  it  was  the  lat- 
ter," says  Bosack.  Lerner,  however,  is 
not  as  complacent.  "Len  and  I  under- 
estimated our  skills,"  she  says.  "I 
certainly  could  have  run  that  business. 
I  had  mv  hands  on  the  reins." 

Like  a  lot  of  startups,  Cisco  had  its 
share  of  growing  pains.  Unlike  many 
of  them,  it  was  built  on  an  idea 
strong  enough  to  survive  the  early 
turmoil.  WM 
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Budgets  get  cut.  Demajii 

Tradition  has  it  that  it  vou  want  something 
done  for  less,  vou  do  it  voiirsolf.  So  onre  again, 
the  eomputer  world  defies  tradition. 

IS  depart nuMits  are  diseoverinj:  that  many 
'in-house'  huietions  ean  be  handled  more 
eeonomiealk  and  better,  bv  outside  speeialists.  ^ : 
W  hieh  is  win.  as  belts  tiirhtiMi.  outsoureiiii;  has 
become  a  hot  topic. 

its  also  win  IBM  has  dramatieally  expandt 
our  ran«j:e  ol  services,  to  pro\ide  whatever  kinds 
ol  support  \ou  nvcil.  to  sa\(^  \ou  the  most  monc] 

H)r  example,  we  can  run  vour  whole 
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it.  If  you  need  help,  we  have  it. 


ta  center  (as  we're  now  doing  for  several  large 
^tomers)  or  we  can  take  responsibility  for 
lectcd  areas: 

From  disaster  recovery,  to  netwodc  manage- 
•nt.  to  application  development  and  engineer- 
^,  to  training  vour  people  and  helping  end 
crs.  to  installing  fiber  optics,  to  multivendor 
tegration  and  maintenance,  to  name  a  few. 

if  you  like,  we  can  begin  by  analyzing  your 
)eration  to  sec  where,  or  if,  we  can  help  you. 
I  you  (Ion  t  need  us.  we'll  say  so.  But  if  we  can 
»ve  you  money,  we'll  show  you  how,  up  front. 


We'll  also  put  you  in  touch  with  similar  custom- 
ers so  you  can  share  their  experience. 

The  idea  is  for  IBM  to  lighten  your  IS  bur- 
den, to  free  your  resources  so  you  can  focus  on 
your  core  business.  After  all,  our  core  business 
is  IS.  We're  already  geared  for  just  about  any 
problem  you're  likely  to  face.  So  our  economics 
of  scale  can  mean  economv  for  vou,  too. 

To  learn  more  about  how  IBM  services  can 
help  vou  meet  both  your  needs     ^zz  •— "^  ^  :zz" 
and  vour  budget,  call  us  E    ziE  ZITZ 

at  1  '800  lBM-6676,  ext.  881.      ==r  =  -  = 


COMPUTERS/COMMUNICATIONS 


Pen-based  computing  is  supposed  to  be  the  new  glamour  sector  of  the 
lagging  personal  computer  business.  It  could  be  a  big  disappointment. 

The  handwriting  that 
isn't  on  the  wall 


By  Julie  Pitta 

Ask  a  computer  indusm-  insider 
what  the  next  hot  technologs'  will  be 
and  there  is  a  good  chance  he  will 
answer,  "pen-based."  There  are  at 
least  45  startups  dedicated  to  creating 
either  hardware  or  software  to  enable 
a  personal  computer  to  accept  and 
store  the  scribblings  of  an  electronic 
st\lus.  William  V.  Campbell,  chief 
executive  of  GO  Corp.,  perhaps  the 
best  known  of  these  new  outfits,  can 
scarcely  contain  his  excitement.  "It 
will  be  the  growth  market  of  the 
1990s,"  he  says.  "Pen  and  paper  are 
something  people  are  familiar  with." 
Says  Vern  Raburn,  chairman  of  Slate 
Corp.,  another  pen  software  firm,  "A 
pen  fundamentally  changes  the  expe- 
rience of  computing." 

Pen-based  computers  indeed  look 
friendly,  and  some  have  been  in  com- 
mercial use  since  1989.  But  whether 
they  will  ever  capture  a  significant 
fraction  of  computer  sales,  or  keep  45 
startups  in  business,  is  another  matter. 
With  personal  computer  sales  slowing 
to  single-digit  growth,  there  is  a  tone 
of  desperation  to  the  hype,  says  Wil- 
liam Bluestein  of  Forrester  Research. 
Even  in  1993,  he  says,  pen-based 
computers  will  capture  only  5%  of  the 
market. 

Why  not  more?  One  reason  is  that 
the  machines  can't  read  handwriting, 
and  won't  be  able  to  for  several  years. 
Today's  models  can  handle  only 
check-off  boxes,  block  printing  and 
some  simple  gestures  (like  circling  a 
figure).  Another  is  that  the  keyboard 
is  only  a  small  part  of  what  makes 
computers  intimidating.  To  use  a 
spreadsheet  program,  for  example, 
you  have  to  know  a  hierarchy  of  com- 
mands and  you  have  to  think  clearly 
about  how  different  sets  of  numbers 
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Pen  comouter 

But  could  rt  read 

a  doctor's  prescription? 


relate  to  one  another.  Pens  don't  alter 
that  realit}'. 

Where,  then,  are  the  pen  comput- 
ers likely  to  be  competitive  with  the 
keyboard  varietx'.'  Mosdy  where  the 
user  is  walking  around  and  so  has  onl\- 
one  hand  free  for  input.  Tandy  has 
sold  about  30,000  Gridpads  for  use 
by  field  workers  collecting  inventory 
and  similar  data.  Sales  representatives 
from  Gerber  Products,  for  instance, 
stroll  down  supermarket  aisles  with  a 
Grid  pen  computer,  taking  notes  on 
shelf  facings  for  baby  foods.  The  com- 
puters allow  them  to  send  data  elec- 
tronically to  a  database  at  division 
headquarters  for  quick  analysis. 

In  this  electronic  clipboard  market. 
Grid  faces  a  lot  of  competition.  NCR 
Corp.  and  Korea's  Samsung  have  an- 
nounced similar  products.  An  offer- 
ing from  IBM  using  go's  software  is 
expected  by  summer.  The  lapanese, 
having  invested  millions  in  handwrit- 
ing recognition  s\'stems  for  their  com- 
plex kanji  alphabet,  will  inevitably  join 
in.  Communication  Intelligence 
Corp.,  a  new  softrvvare  company  in 
Redwood  Cit\',  Calif,  offers  an  in- 
triguing feature  for  pen  systems:  Us- 
ing algorithms  developed  at  think 
tank  SRI,  the  program  can  verif\-  signa- 
tures, taking  into  account  that  the 
way  a  person  signs  his  name  can  vary. 

How  do  pen  computers  work?  Be- 
neath the  surface  of  what  appears  to 
be  a  standard  liquid  cn.stal  display  is  a 
digitizer,  a  grid  of  circuits  able  to 
receive  the  electronic  emissions  of  the 
sulus.  The  stylus  either  has  a  batter>- 
or  bounces  back  electromagnetic 
waves  broadcast  from  the  grid. 

The  software  allows  gestures  to  be 
understood  as  commands.  To  enter  a 
command,  for  example,  a  user  takes 


the  stilus  and  taps  on  a  selection- 
"create  a  new  file" — from  a  list  of 
commands.  The  sofh\are  also  allows 
the  computer  to  translate  printed 
block  characters  into  text  data,  v^^th 
an  a\erage  accuracy'  rate  of  between 
90%  and  95%  for  the  first-time  user. 
But  it  won't  read  scraw  led  notes  and 
can't  act  on  a  written  command  like 
"Please  erase  that  tile."  "These  ma- 
chines aren't  the  answer  to  the  noxice 
user,"  says  Daniel  Huttenlocher,  a 
computer  science  professor  at  Cor- 
nell. "At  least  with  a  keyboard,  when 
you  t>pe  'A,'  you  get  'A.'  " 

The  pen-computing  bulls  also 
should  not  forget  the  price  competi- 
tion that  will  come  from  an  older 
technologN',  the  pencil  and  paper. 
Hardware  startup  Momenta  Corp., 
gambling  on  a  wider  market,  is  push- 
ing its  computer — w  hich  sports  both 
a  keyboard  and  pen — through  retail 
outlets.  It  costs  55,000.  You  can  buy  a 
lot  of  ballpoints  and  lined  pads  for 
S5,000.  ^ 
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One  of  these  proposals  will  be  left  in  the  dust. 


You've  spent  months  on  a  proposal, 
complete  with  text,  photos  and  computer 
generated  material.  With  a  Canon  Color 
Laser  Copier,  you  can  be  sure  your  work 
will  go  the  distance. 
That's  because  with  a  Canon  Color  Laser  Copier  you 
can  produce  the  world's  best  digital  color  copies  and  trans- 


you  can't  afford  to  be 
patencies.  You  can  even  reduce  or  enlarge  images      ^^^^^tl^^tl      without  one 

COLOR  LASER  COPIERS 


Plus,  with  optional  equipment,  the  text  and  color 
images  you  generate  on  your  personal  computer  can  be 
printed  with  unsurpassed  quality 

Canon  Color  Laser 
Copiers.  If  you  think  you 
can't  afford  one,  maybe 


to  present  them  in  the  exact  size  you  want. 


For  information,  call  1-800-OK-CANON. 
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COMPUTERS/COMMUNICATIONS 


Peer  pressure 
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COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


Computer  networks  don't  have  to 
be  costly  or  complex  to  get  the  job 
done.  Most  people  use  a  network 
only  for  sending  messages  to  other 
computers  in  the  same  office,  or  for 
sharing  small  files  from  time  to  time. 
Which  is  why  a  relatively  obscure 
Tucson,  Ariz,  company,  Artisoft:  Inc., 
has  prospered  by  making  simple  net- 
works at  a  time  when  the  more  widely 
known  names  in  networking — No- 
vell, Microsoft:  and  Banyan  Systems — 
emphasize  powerfiil,  complicated 
systems.  Think  of  it  as  personal 
networking. 

Artisoft:'s  networks  are  called  peer- 
to-peer  systems  because  they  connect 
computers  as  equals  rather  than  in  the 
more  common  hierarchy  known  as 
client/server  networking.  The  com- 
pany has  done  so  well  that  Microsoft: 
is  planning  to  incorporate  peer 
networking  in  fiature  versions  of  its 
Windows  operating  system.  In  addi- 
tion, Novell  recendy  launched  its  own 
peer-to-peer  product.  (Apple  Com- 
puter has  long  had  peer  networking.) 

At  $99,  Artisoft:'s  product,  called 
LANtastic,  is  much  less  expensive  than 
the  leading  client/server  design,  No- 
vell's NetWare,  which  sells  for  $895 
or  more,  depending  on  the  number  of 
computers  connected  to  it. 

LANtastic  isn't  about  to  displace  the 
Microsoft,  Novell  or  Banyan  systems 
that  today  connect  millions  of  person- 
al computers,  particularly  those  used 
for  critical  jobs  in  large  corporations. 
But  its  peer  networking  concept  is 
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clearly  filling  an  important  niche. 

There's  no  agreement  about  the 
best  way  to  connect  desktop  comput- 
ers. Currendy  the  most  popular  way  is 
to  let  a  central  computer,  or  "server," 
run  a  sophisticated  (and  expensive) 
network  operating  system  and  act  as 
the  repository  of  files  and  clearing 
house  for  printing,  electronic  mail 
and  other  services  requested  by  the 
"clients,"  all  the  other  computers  in 
the  network. 

By  contrast,  T^rtisoft:  says  client/ 
server  networking  is  a  relic  of  the  past, 
nothing  but  a  mainframe  architecture 
transplanted  to  a  desktop  environ- 
ment. According  to  this  reasoning, 
the  logical  way  to  connect  personal 
computers — as  many  as  several  hun- 
dred— is  to  let  every  PC  act  as  both 
client  and  server.  In  this  way  the 
networking  software  can  distribute  an 
inexpensive  and  memory-efficient  op- 
erating system  all  around  the  network. 

Although  the  computer  industry  is 
in  a  slump,  there's  no  slowdown  in  the 
rate  at  which  computers  are  being 
plugged  together.  Peer-to-peer 
networking  is  growing  especially  rap- 
idly because  more  computers  are  be- 
ing sold  to  small  businesses  and  home 
offices,  which  lack  the  budgets  and 
staff  needed  to  support  complex  net- 
works. Other  companies  also  are  im- 
portant in  peer  networking. 

Among  them  are  Sitka,  a  subsidiary 
of  Sun  Micro  Systems,  and  Tiara 
Computer  Systems.  LANtastic  until 
now,  however,  has  been  almost  un- 
contested in  peer  networking  for 
computers  that  use  the  DOS  operating 
system,  the  largest  group.  In  the  six 
months  just  ended,  Artisoft's  sales 
were  up  74%  to  $31.5  million,  while 
earnings  more  than  doubled,  to  $5.4 
million.  Artisoft's  gross  margin  per- 
centages are  in  the  high  50s.  This 
despite  the  fact  that,  in  addition  to 
networking  software,  the  company 
also  makes  hardware,  which  is  gener- 
ally less  profitable.  One  impressive 
new  gadget  is  called  Artiscribc,  a  dig- 
ital dictation  system  that  stores 
speech  for  later  transcription.  It  also 
makes  the  Central  Station,  a  small 
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box  used  for  connecting  laptop  corr ' 
puters  and  peripherals,  as  well  as 
wide  assortment  of  plugs  that  cor  j 
nect  network  wiring. 

The  stock  market  has  been  appre 
ciative.  Artisoft  went  public  last  Sep 
tember  at  16  and  first  traded  at  20- 
despite  an  announcement,  a  few  day 
earlier,  that  Novell  was  introducinj 
its  NetWare  Lite  (price:  $99),  intend 
ed  to  kill  LANtastic.  Artisoft's  stock  ha^ 
since  gone  on  to  30  (52  times  earn 
ings);  the  company  is  now  trying  tc 
sell  more  shares  to  the  public. 

At  present,  I  think  LANtastic  hail 
littie  to  fear  from  Novell.  One  reasorJ 
is  that,  apparendy  in  an  effort  tc 
protect  its  more  expensive  products,  riee 
Novell  has  limited  to  25  the  numbei 
of  connections  that  NetWare  Lite  can, 
handle.  The  LANtastic  limit  is  300.' 
Moreover,  reviews  of  NetWare  Lite 
haven't  been  that  good.  Finally,  the 
distribution  systems  are  different.' 
Artisoft  sells  through  retailers,  Noveli(§)Qel! 
through  specialists  who  make  most  of 
their  money  by  designing  compleXjjLjn 
extensive  networks. 

Still,  Novell  is  flexing  its  muscle. 
For  example,  with  early  copies  of 
NetWare  Lite  it  gave  aA^ay  copies  of 
DR  DOS,  its  operating  system  that  imi-  -  ^ 
tates  the  market  leader,  DOS  from 
Microsoft.  Later  on,  it  may  even  find 
ways  to  combine  the  two  products. 
Novell's  strong  brand  image  is  also  a  i 
potent  selling  point. 

Microsoft  also  is  a  threat.  Soon,  I 
expect  that  Microsoft  will  try  to  make 
networking  a  plug-and-play  feature  of 
ever)^  Windows  computer,  with  better 
performance  and  wide-area  connec- 
tivity than  Apple  no%\"  provides. 

In  addition,  a  dozen  or  so  small 
companies  lately  have  jumped  into 
the  market  to  challenge  Artisoft  in 
peer-to-peer  nenvorking. 

Artisoft  is  already  taking  defensive 
steps.  The  latest  version  of  LANtastic 
works  with  Microsoft's  W^mdows 
graphical  operating  system.  In  addi- 
tion, Artisoft  is  expanding  its  network 
of  retailers,  strengthening  its  research 
eftbrt  and  making  a  \  ersion  of  L.\Ntas- 
tic  that  can  plug  into  other  networks. 

As  for  the  future  of  pccr-to-pecr 
networking,  skeptics  have  only  to  visit 
the  offices  of  Artisoft  to  see  a  serNer- 
less  network  supporting  the  actiNiries 
of  more  than  200  computer  users.  It 
may  not  be  fancy,  but  it  works.      WM 
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To  WmThe  Lai^est  CAD/CAM 
iontract  In  Histoiy  We  Had  To  Pass 
A  Lot  Of  ScreenTests. 


1  No,  they  weren't  the  kind  of 
reen  tests  that  result  in  great 
:asipollywoocI  movies.  But  as  you 
n  see,  they  produced  beautiful 
lictures  just  the  same. 
Marine   architecture.   Complex 
odeling  of  everything  from  pre- 
ision   parts   to  entire  shipboard      Which  helps  explain  why  the  U.S. 


Intergraph 's  Engineering  Modeling  System 

(I/EMS)  includes  a  complete  set  of  geometric 

and  mass  properties  analysis  tools. 


integrated  applications  —  are  just 
\)diat  the  Navy  needs  to  make  and 
keep  everything  shipshape. 

To  find  out  how  your  company 
can  benefit  from  the  advantages  we 
offer— from  microCAD  on  PCs  to 
sophisticated    systems    solutions— 


ystems.    Finite    element    analysis.  Navy  awarded  us  the  CAD/CAM 

Combined  raster/vector  data  ma-  systems  and  services  contract  for 

lipulation   with  scanned   images,  the  Naval  Sea  Systems  Command 

tructural  engineering  for  marine  (NAVSEA)  portion  of  its  estimated 


raft.  And  much,  much  more. 
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$2  billion  CAD-2  program. 

For  Intergraph 's  $362  million 
contract  — the  largest  of  its  kind     call  703-264-5600  if  you  are  a  Fed 


Intergraph  s  Vehicle  Design  System  supports 

the  design,  manufacturing,  and  construction 

of  integrated  ship  systems  and  structures. 


From  design  and  development  to 

manufacturing  and  support,  Intergraph  offers  a 

CALS-compliant  approach  to  integrated 

product  data  management. 


ever  awarded  —NAVSEA  required  eral  customer.  Or  call  800-826-3515, 

off-the-shelf,  state-of-the-art  prod-  if  you  are  a  commercial  customer, 

ucts  for  the  design,  construction.  In    Canada,    call    403-250-6100. 

maintenance,  overhaul,  alteration  We'll  be  more  than  happy  to  show 


and  repair  of  Navy  ships  and  ship-      you  an  example  of  screen  tests  in 
You  see,  Intergraph  has  been      board  systems.  Our  commercially      which  we've  played  a  starring  role, 
doing  business  with  the  Federal      proven,   interactive   graphics   sys-      I  ^U  I  r^r^T  nps/xf^H 


Government  for  more  than  20  years,      tems  —  supporting  a  broad  set  of 


Everywhere  you  look. 
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INSIGHTS 


SCIENCE  a  TECHNOLOGY 


On  money 


COMMENTARY  BY  PETER  RUBER 


Peter  Huber,  a  senior  fellow  of  the  Manhattan 
Institute,  is  the  author  of  the  just  published 
Galileo's  Revenge:  Junk  Science  in  the 
Courtroom  (Basic  Books). 

While  Europe  strains  to  give  birth  to 
a  new  currency,  Boris  Yeltsin  toils  to 
resurrect  a  dead  one.  With  private 
markets  triumphant  everywhere  else, 
however,  the  mystery  is  why  govern- 
ments still  have  to  manufacture  mon- 
ey at  all. 

It  is  still  often  taken  for  granted  that 
the  one  thing  private  markets  cannot 
make  is  money  itself:  Only  govern- 
ment can  do  that.  But  new  govern- 
ments of  young  nations,  especially 
nations  with  turbulent  histories,  can't 
make  money,  either.  Nobody  quite 
trusts  them,  and  without  trust  the 
paper  lovingly  engraved  at  the  gov- 
ernment mint  is  valueless. 

Until  recendy,  people  put  up  with  a 
lot  of  government  paper  because  even 
bad  paper  was  more  convenient  dian 
the  alternative,  which  was  barter.  Ev- 
ery self-respecdng  capitalist  knew  that 
government  paper  was  a  perishable 
good,  that  it  always  decayed,  slowly  in 
Switzerland,  fast  in  Brazil,  and  most 
just  put  up  with  it.  But  if  capitalists 
can  produce  candies  that  melt  in  your 
mouth,  not  in  your  hand,  why  not 
currencies,  too.> 

Money,  as  I  wrote  here  two  years 
ago  (Forbes,  May  14,  1990),  is  just 
another  net^^vork,  our  oldest  medium 
of  systematic  communication.  And 
new  communications  technologies 
are  fast  surpassing  the  old.  The  paper- 
less bank,  unlike  the  paperless  office, 
is  at  hand. 

When  it  works,  the  old-fashioned 
paper  we  call  money  reliably  records 
past  effort  and  promises  ftiture  return. 
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It's  all  a  matter  of  communication 
among  stable  communities  of  pro- 
ductive people.  This  is  why  individ- 
uals can  issue  currencies,  too — per- 
sonal checks,  lOUs,  that  sort  of  thing. 
Once  it's  established  of  an  individual 
that  her  word  is  her  bond,  she  can  in 
fact  issue  private  currency  at  will,  at 
least  among  people  who  know  her. 

But  the  trouble  with  private  cur- 
rencies has  always  been  their  informa- 
tional overhead.  Personal  checks 
bounce,  the  "I"  behind  the  lou  ab- 
sconds to  Monaco,  Macy's  defaults 
on  its  bonds.  Private  paper  is  also 
volatile;  pegging  current  value  re- 
quires specialized  information  from 
Wall  Street,  or  a  bank  in  Oshkosh,  or 
a  trading  pit  in  Chicago.  In  the  past, 
it's  often  been  cheaper  to  put  up  with 
the  steady  but  modest  thievery  of  a 
central  bank,  which  peels  off"  3%  (will 
it  soon  be  6%.^)  of  your  dollar  ever}' 
year  through  inflation,  than  to  sort 
out  whose  private  paper  is  worth 
what  at  any  given  moment. 

Computers  and  fiber-optic  com- 
munications are  changing  all  that. 
Our  new  central  bankers  can  be  con- 
cerns like  TRV^  and  Dun  &  Bradstreet, 
which  track  who's  solvent  and  who's 
a  deadbeat  and  convey  the  informa- 
tion instandy,  at  the  touch  of  a  but- 
ton, wherever  it's  needed.  Our  new 
mints  and  engravers  can  be  compa- 
nies like  Visa  and  at&t,  which  clear 
millions  of  transactions  daily,  both 
here  and  abroad. 

What  enterprises  like  these  supply 
are  the  informational  ingredients  of 
money.  They  already  are  far  better 
than  Alan  Greenspan  at  stabilizing 
value  by  assembling  baskets  of  private 
paper  as  varied  and  diversified  as  the 
global  economy.  Information  about 
who  earned  a  credit  yesterday  or  who 
can  be  trusted  to  pay  back  a  debt 
tomorrow  can  be  passed  around  as 
easily  as  a  dollar  bill.  More  easily, 
in  fact. 

Like  religious  liturgies  conducted 
in  some  otherwise  dead  language, 
transactions  may  still  be  dent)ted  in 
dollars  or  yen,  but  these  \  estigcs  of  an 
earlier  age  will  ultimately  give  way  to  a 


new  financial  vernacular.  If  everxbot 
paid  for  everything  (wages  include< 
by  credit  card,  for  example,  the  a 
counts  could  just  as  well  be  denott 
in  pork  bellies,  IBM  stock,  quarte 
pounders  with  cheese,  or  (more  lik« 
ly)  some  very  large  basket  of  hui 
dreds  of  different  private  goods  an 
serxices,  tangible  and  intangible. 

The  Lynch,  for  example,  might  b 
a  share  in  a  standard  pool  of  con: 
modit)'  receipts  maintained  by  Mei 
rill  Lynch.  Nobody  would  fijlly  tnu 
the  Lynch,  of  course,  e\'en  if  backer 
by  100%  reser\'es,  but  nobody  woul. 
have  to.  Nobody  trusts  his  food  sup 
ply  to  any  one  farmer,  either.  Yoi 
diversify,  you  assemble  baskets  of  bas 
kets,  and  you  constandy  search  fo 
qualit}'  goods  and  reliable  supply 
Same  with  money.  When  the  networl 
and  the  computers  behind  it  are  pow 
erfiil  enough,  no  central  authority 
can  or  should  supply  the  currency 
any  more  than  a  central  authorit)'  car. 
or  should  supply  the  sausage.  Private 
money  pays  no  annual  tribute  by  waj 
of  inflation  to  the  government  mint: 
And  with  private  money,  private  for^ 
tunes  will  no  longer  be  held  hostage 
to  public  ineptitude  in  the  Kremlin  or 
on  Capitol  Hill. 

So  back  to  Yeltsin  and  how  we  cam 
help  him.  Despite  the  corrupting  in 
fluences  of  the  regulator}-  collectivistsi 
on  our  own  shore,  America's  phonei 
companies  and  banks  are  still  the  best 
in  the  world.  Yeltsin  needs  them,  fan 
more  than  he  needs  the  Internationa^ 
Monetar)'  Fund,  Pizza  Hut  or  West-i 
em  investment  in  Russia's  oil  indus-j 
tr\'.  Modern  telefinancial  enterprises 
can  deliver  the  real  oil  of  the  econo- 
my: truly  stable  media  of  exchange. 

The  biggest  contribution  Yeltsin 
can  make  to  Russia's  fiscal  policy  is  to 
make  way  for  currency  capitalists.  No 
exchange  controls,  no  bank  insur 
ance,  no  loan  guarantees,  no  criminal 
prosecution  for  ordinary'  bankruptcy., 
nothing  but  basic,  narrowly  interpret- 
ed laws  against  outright  fraud. 

Will  the  new  private  banks  some- 
times fail?  Of  ctnirse  they  will.  Will 
widt)\\s  then  be  ruined?  C'ertainly.  So 
what  else  is  new  ?  In  Russia  today  the 
only  bank  in  town  has  tailed  miser- 
ably, and  the  one  cold  ccMnfort  for 
widows  is  that  the  ruin  is  universal. 
Give  it  a  tr) ,  Boris.  You  have  nothing 
to  lose  but  your  rubles.  H 
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For  39  years  in  a  row,  Diebold  has 
increased  its  quarterly  dividend. 

We  are  proud  to  have  one  of  the 
strongest  records  for  consecutive 
dividend  growth  of  any  company  hsted 
on  the  New  York  Stock  Exchange. 

This  year  directors  voted  to  increase 
the  first  quarter  dividend  another  five 
percent,  to  42  cents  per  share. 

We  continue  to  have  the  cash  flow 
and  a  strong  balance  sheet  to 
accomplish  our  long-term  business 
plans  for  growth. 

Diebold  is  a  world  leader  in  the 
automation  of  self-service  transactions, 
security  products,  software  and  service, 


with  annual  revenues  of  more  than 
$500  million. 

In  1991,  all  of  our  business  units 
experienced  significant  growth,  and  we 
realized  substantial  savings  due  to 
manufacturing  restructuring.  We  also 
dramatically  expanded  our  global 
presence,  helping  accomplish  one  of 
Diebold's  key  strategies  for  growth. 

For  a  copy  of  our  Annual  Report, 
write  to  Diebold,  Incorporated,  Investor 
Relations,  Dept.  9-79-FD,  P.O.  Box 
8230,  Canton,  Ohio  44711-8230. 

For  information  on  our  Dividend 
Reinvestment  Plan,  or  other  shareholder 
matters,  call  1-800-766-5859. 


DIEBOLD 

INCORPORATED 
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With  an  area  the  size  of  California  and  a  population 
of  only  3  million,  New  Zealand  boasts  a  lot  of 
walking-around  room.  But  the  Milford  Track  is  special. 

Rousseau 
mthout  the  lions 


^  ■^v=r"^v. 


-r.^v 


By  Toddi  Gutner 

Tucked  away  in  the  southwest  corner 
of  New  Zealand's  South  Island  is  a 
trail  through  a  spectacular  subtropical 
rain  forest.  Walking  it  is  like  stepping 
into  a  painting  by  Rousseau,  minus 
the  lions. 

Called  the  Milford  Track,  the  33- 
mile  trail  through  Fiordland  National 
Park  skirts  hundreds  of  waterfalls  and 
is  roofed  by  a  canopy  thick  with  huge 
ferns,  rimu  trees  and  silver  and  red 
beech  trees.  The  woods  echo  with  the 
calls  of  exotic  birds  like  the  morepork, 
the  bellbird,  the  paradise  shelduck 
and,  of  course,  the  kea,  the  indige- 
nous New  Zealand  mountain  parrot 
that  will  steal  whatever  it  can  get  away 
with.  (Birds,  and  perhaps  an  occasion- 
al trout  leaping  in  one  of  the  glacial 
lakes,  are  about  all  the  wildlife  you  are 
likely  to  encounter.  There  are  no 
snakes  in  this  Eden.) 

The  Milford  Track,  so  named  by 
seal-hunters  from  Milford  Haven, 
Wales,  links  Milford  Sound  to  the  tip 
of  southern  New  Zealand's  Lake  Te 
Anau.  The  trail  is  a  relatively  easy 
stroll — folks  from  10  to  87  have  man- 
aged it — that  taxes  the  eye  and  the 
mind  more  than  the  body. 

The  track,  as  it's  called  down  un- 
der, takes  three  days,  and  all  that  is 
needed  are  a  good  pair  of  hiking  boots 
and  warm  clothing  (there  is  a  list  of 
necessary  clothes  in  Milford  Track's 
brochure),  binoculars  and  enthusi- 
asm. The  weather  is  often  overcast 
and  rainy,  with  temperatures  ranging 
from  90  down  to  40  (and  below 
freezing  with  the  wind  chill),  but  that 
does  not  hinder  the  beauty  and  expe- 
rience of  the  track.  And  you'll  get 
plenty  of  solitude.  New  Zealand's  De- 
partment  of  Conservation   restricts 


the  number  of  hikers  to  82  per  day. 

The  trek  starts  in  Te  Anau,  which  is 
a  three-hour  puddlejump  from 
Christchurch,  South  Island's  interna- 
tional port  of  entry.  There  are  two 
ways  of  making  the  hike — indepen- 
dently as  a  "freedom  walker"  or  on  a 
guided  tour.  Freedom  walkers  stay  in 
the  national  park's  primitive  huts  and 
they  must  carry  their  own  food,  cook- 
ing utensils  and  sleeping  gear.  The 
cost  is  about  $90  for  the  permit  and 
transportation  between  the  park  and 
Te  Anau. 

If  you  don't  want  to  carry  a  lot  of 
gear  halfway  around  the  world,  take 
the  six -day,  five -night  guided  tour 
operated  by  the  Tourist  Hotel  Corp. 
It  includes  guides,  hot  showers  and 
home -cooked  meals  at  three  staffed 
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huts  along  the  trail.  Also  included  are 
hotel  accommodations  in  Te  Anau 
and  Milford  for  the  nights  before  and 
after  the  trek,  all  transportation  to  and 
from  the  trailhead  and  a  sightseeing 
cruise  on  the  Milford  Sound;  the  trip 
is  priced  at  $610  to  $735  per  person, 
depending  on  where  you  buy. 
(Round-trip  airfare  from  Chicago  to 
Te  Anau  is  around  $1,200  to  $1,600, 
economy.) 

The  guided  trek  begins  and  ends 
with  a  launch  cruise.  The  92-year-old 
Tawera  ferries  trekkers  on  a  two-hour 
cruise  from  Te  Anau  Downs,  across 
Lake  Te  Anau,  a  deep-blue  glacial  lake 
rimmed  with  the  southern  rata  tree, 
which  is  spotted  in  red  at  ftill  bloom. 
After  the  cruise,  the  hikers  amble  a 
half-mile  up  the  path  to  Glade  House 
for  their  first  night's  rest.  The  even- 
ing's entertainment  consists  of  play- 
ing board  games  and  singing  national 


anthems,  all  designed  to  get  fellow 
hikers  acquainted.  Our  group  consists 
of  seven  Americans,  three  Japanese, 
one  Dane  and  five  Australians,  and 
ranges  in  age  from  20  to  64.  The 
remainder  of  the  evening  is  devoted 
to  a  slide  show  about  the  flora,  fauna 
and  sights  to  be  taken  in  during  the 
next  day's  hike. 

After  a  ftiU  breakfast  the  next  morn- 
ing, we  cheerfijUy  set  out  for  a  10- 
mile,  five -hour  trek.  For  most  of  the 
day  the  trail  covers  flat  terrain  and 
hugs  the  Clinton  River.  The  trail 
skirts  the  Black  Forest,  named  for  its 
gnarly  beech  trees  and  carpeted  with 
moss  and  vines.  It  then  cUmbs  up  to 
give  trekkers  a  first  glimpse  of  the 
towering  walls  of  Clinton  Canyon, 
scarred  from  huge  landslides  that  de- 
stroy everything  in  their  path. 

The  keas  introduce  themselves 
when  we  break  for  lunch.  Keas  are 


noisy  and  mischievous,  not  unlike 
North  American  magpies  in  their  be- 
havior, and  will  fly  off  with  anything 
that  is  not  securely  fastened,  usually  a 
hiker's  sandwich. 

The  remaining  miles  of  the  first 
day's  track  end  with  a  rocky  ascent  to 
Pompolona,  the  second  night's 
lodge.  Nestled  against  the  canyon 
wall,  the  rustic  Pompolona  is  a  warm, 
cozy  haven.  An  old  wood-burning 
stove  and  a  seating  area  packed  with 
overstuffed  pillows  keep  trekkers 
comfortable.  For  entertainment, 
there  are  board  games  and  an  antique 
but  operable  pianola.  We  all  join  in  a 
spirited  sing-along  of  old  favorites. 

Up  and  out  by  8  a.m.,  we  face 
another  10-mile  day,  including  the 
steep  ascent  through  Mackinnon 
Pass,  named  after  Quintin  Mackin- 
non. He  and  another  explorer,  Ernest 
Mitchell,  blazed  the  trail  in  1888. 
There  are  11  gendy  graded  switch- 
backs on  the  ascent  out  of  the  Clinton 
Valley  to  Mackinnon  Pass.  Near  the 
top,  the  narrow  and  rocky  trail  breaks 
out  of  the  rain  forest  above  the  tree 
line.  The  trail's  edge  is  lined  with 
giant  buttercups,  known  as  Mount 
Cook  lilies,  and  other  alpine  flowers. 

When  you  look  back  down,  the 
panorama  of  the  Clinton  Valley  re- 
veals the  previous  day's  walk.  A  kea 
rests  upon  the  memorial  cairn  erected 
to  Mackinnon.  One  of  the  bird's  rela- 
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The  Subaru  SVX 
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(Which  explains  why  were  only  making  12,000  of  them.) 


i\>-i-V<  1 1^  'np  HE  CLASSIC 

JL  sports  car 
entnusiast  tends 
to  he  a  solitary 
creature.  Tnat's 
Decause  most  or 
tneir  iree  time  is 
usually  spent  alone  trying  to  repair  tneir 
sports  car  and  wnen  tney  rinally  get  it 
running  tnere's  oiten  little  room  or 
comrort  to  take  anyone  along  ror  a  ride. 

Wnicn  leads  us  directly  to  tne  new 
Sunaru  SVX." 

Tne  Subaru  SVX  is  a  dirrerent  type  or 
sports  car.  For  starters,  it  won't  nreak 
down  every  otner  Tnursday.  It  nas  room 
ror  more  tnan  one,  possibly  two  emaciated 
adults.  And  it's  also  loaded  witn  tne 
comrort  reatures  and  amenities  you'd  only 
expect  rrom  an  obscenely-priced  Euro- 
pean luxury  coupe. 

Okay,  let's  begin  witn  tne  reliability 
aspect  ot  an  SVX. 

All  we  nave  to  say  is  tne  SVX  is  a 
Subaru.  And  93%  of  all  Subaru 


Subaru  SVX 


cars  registered  in  tne  last  10  years  are  still 
on  tne  road  and  running  today  1  (We  like 
to  tnink  tne  otner  7%  are  on  blocks  being 
stored  as  collectors  items.) 

How  about  tne  room  tor  more  tnan 
two  starved  adults? 

Well,  tne  SVX  nas  roomy  back  and 
rront  seats  and  over  S5  cubic  reet  or 
passenger  space  in  all.  Tnat's  enougn 
room  ror  rour  adults  wno  naven't  been  on 
a  diet  in  years. 

Lastly,  tne  lire-improving  amenities. 
Tne  SVX  nas  a  sunroor.  A  sort  grain 
leatner  interior.  AJl-Wneel  Drive.  A  6- 
speaker  CD  player.  A  4-Cnannel  Anti- 
Lock  Braking  System.  Driver's -side  air 
bag.  A  patented  noise -reducing  window 
design.  And  you  can  buy  a  rully-loaded 
SVX  now  ror  well  under  $30,000,* 
wnicn,  in  tne  overpriced  perrormance 
category,  qualities  as  a  remarkable  deal. 

Tne  limited  edition  230  norsepower 
Sunaru  SVX.  It's  designed  ror  those  rare 
well-adjusted,  socially-involved  sports  car 

aricionados. 


Subaru,  W^hat  to  dri\ 


TM 


rive. 


'  Based  on  R.L.  Polk  &  Co.,  registration  statistics.  "BaseJ  on  suggested  retail  price  of  $28,350  {or  tKe  SVX  with  optional 

Touring  PacUage  and  Rear  Deck  Spoiler.  Does  not  include  dealer  preparation,  inland  transportation,  taxes,  license  and  title  fees.  Dealer's  actual  price  may  vary. 

For  additional  information,  1-800-284-8584.  See  your  participating  dealer  atout  tlie  SVX  Freedom  Lease.  ©  Subaru  of  America,  1991. 
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LEFT: 

The  ridge 
between 
Clinton  and 
Arthur  Valleys. 


ti\"es  gets  his  claws  into  a  bra  strap 
dangling  from  one  hiker's  backpack, 
but  another  hiker  \\Tests  it  back. 

Suddenly,  the  temperature  drops 
into  the  teens,  the  wind  howls,  clouds 
move  in  and  it  begins  to  rain. 

After  trekking  briefly  along  the 
ridge  { highest  point  3,735  feet)  of  the 
pass  between  the  Clinton  Valley  and 
.■\rthur  \'alley,  we  reach  the  Pass  Hut. 
It  is  surrounded  by  imposing  moun- 
tains and  glaciers.  A  guide  prepares 
hot  drinks  and  soup  to  accompany 
sack  lunches.  Eager  to  begin  the  de- 
scent, the  hikers  file  out  for  the  three- 
hour  trip  down  to  Quintin  Lodge, 
that  evening's  accommodation. 

To  avoid  a  dangerous  avalanche 
area,  the  trail  detours  from  its  usual 


path  and  follows  a  steeper  route  along 
Roaring  Creek  into  the  lush  rain  for- 
est of  the  Arthur  Valley.  Thick  wire 
strung  between  trees  at  shoulder 
height  gives  trekkers  the  necessan' 
handholds  as  they  pick  their  way  over 
slipper)',  moss-covered  rocks. 

From  Quintin  Lodge  we  take  a  side 
trail  leading  up  to  Sutherland  Falls, 
the  world's  fifth-highest  waterfall. 
Cascading  down  1 ,904  vertical  feet,  it 
is  200  feet  higher  than  Chicago's 
Sears  Tower. 

Thoroughly  soaked,  we  return  to 
the  lodge  and  help  warm  ourselves 
with  nips  fi-om  a  flask  of  brandy 
thoughtftilly  pro\ided  by  one  of  the 
hikers. 

That  night's  slide  show  reveals  that 
the  next  day's  hike,  though  mostly 
downhill  and  over  easy  terrain,  will 
cover  the  longest  distance:  13  miles, 
to  the  track's  end. 

The  rain  is  still  with  us  when  we  set 
out  next  morning,  but  we  are  remind- 
ed that  without  it  there  would  not  be 
the  numerous  w  aterfalls,  nor  the  lush 
vegetation.  This  seven -hour  portion 
of  the  track  is  set  along  the  Arthur 
River  and  files  past  falls  and  lakes  and 
out  into  wide  open  canyons  with 
\iews  of  towering  peaks. 

We    reach    the    final   destination. 


Glade  House, 
where  hikers 
rest  the  first 
night. 


Sandfly  Point,  late  in  the  afternoon, 
four  days  after  the  trek  began.  Hot 
coffee,  tea  and  a  warm  fire  await.  A 
brief  launch  cruise  and  short  bus  ride 
to  the  Milford  Sound  Hotel  carries 
the  group  back  to  ci\ilization.  That 
evening,  each  group  member  is 
awarded  a  certificate  of  achievement f 
in  a  festive  dinner  celebration. 

The  final  day  is  a  breeze.  The  only 
walkins;  to  be  done  is  between  the 
upper  and  lower  decks  of  the  boat  that 
takes  the  group  sightseeing  on  the 
Milford  Sound.  Seals  and  penguins 
play  on  the  rockx-  shores  as  the  boat 
ferries  out  to  the  Tasman  Sea  and  back 
to  Milford. 

For  more  information  contact  the 
New  Zealand  Tourism  Board,  501 
Santa  Monica  Boulevard,  Suite  300,  . 
Santa  xMonica^  Calif.  90401;  800-  I 
388-5494.  The  hiking  season  in  the 
park  runs  from  the  end  of  October  to 
the  first  week  in  April — spring  and 
summer  down  under. 

Resenations  for  the  guided  walk 
can  be  made  through  stateside  tra\el 
agents.  For  unguided  "freedom  walk-1 
ing,"  contact  Fiordland  National 
Park  Visitor  Centre,  Department  of 
ConserN ation,  P.O.  Box  29,  Te  Anau, 
New  Zealand;  phone:  64-3-249- 
8514;tax:64  3  249  8515.  ■ 
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Only  you  know  how  much  time,  money  and  effort  you've 
invested  to  build  your  business.  When  it  is  time  for  you 
to  convert  some  or  all  of  the  equity  in  your  business 
into  a  liquid  asset,  you  will  want  to  receive  the  max- 
imum return  for  this  investment.  To  do  so,  you  may 
need  to  place  an  objective  and  supportable  value  on  all 
or  part  of  your  business. 

Consider  the  valuation  professionals  at  Merrill 
Lynch  Business  Brokerage  and  Valuation,  a  division  of 
Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated, 
who  have  wide-ranging  experience  in  valuing  closely- 
held  firms.  When  you  decide  to  sell  or  recapitalize  your 
business,  buy  another,  set  up  an  ESOP  or  plan  your 
estate,  they  can  help. 

If  your  decision  is  to  sell  your  business,  the  business 
brokerage  experts  can  use  their  global  resources  to  find 
the  right  buyer,  and  do  so  with  speed,  accuracy  and 
discretion. 

To  find  out  how  Merrill  Lynch  Business  Brokerage 
and  Valuation  can  help  you  realize  the  value  of  your 
business,  talk  to  a  Merrill  Lynch  Financial  Consultant, 
return  the  coupon  below  or  call  us  toll-free,  Monday 
through  Friday,  and  we  will  provide  you  with  more  infor- 
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A  tradition  of  trust. 


By  encouraging  us  to  think  of  ourselves  as  victims  and 
puppets,  tlie  politically  correct  bestseller  "Backlash" 
is  an  insult  and  a  disservice  to  women. 

A  whineir's  bible 


3 


By  Gretchen  Morgenson 

In  a  triumph  of  political  correctness 
over  literary  merit  and  common 
sense,  Susan  Faludi  has  a  hot  book  on 
her  hands.  Backlash:  The  Undeclared 
War  Against  American  Women  has 
vaulted  to  near  the  top  of  the  New 
Tork  Times  bestseller  list.  It  has  been 
on  the  list  for  over  14  weeks.  It  even 
won  the  National  Book  Critics  Circle 
Award  for  nonfiction.  Never  mind 
that  it  is  badly  written,  shoddily  re- 
ported and  insulting  to  intelligent 
women. 

Backlash  alleges  that  during  the 
Eighties  American  women  lost 
ground  in  their  batdes  for  equality 
and  a  significant  role  on  the  world 
stage.  Today,  Faludi  argues,  females 
are  worse  off  than  we  were  in  the 
Seventies,  when  feminism  was  just 
taking  off. 

If  you  are  naturally  paranoid,  you 
may  like  the  book.  It  weaves  an  in- 
triguing if  improbable  theory:  Wom- 
en today  are  the  victims  of  a  conspira- 
cy perpetrated  by  the  media,  govern- 
ment, Hollywood,  lawyers,  fashion 
designers,  and  men  of  all  stripes. 

Women  who  pick  up  Backlash 
looking  for  a  jaunty  bit  of  male  bash- 
ing will  be  disappointed.  Faludi 
doesn't  write,  she  pomposes.  "The 
backlash  has  moved  through  the  cul- 
ture's secret  chambers,  travelling 
through  passageways  of  flattery  and 
fear,"  she  writes,  meaning  heaven 
knows  what.  "If  the  American  man 
can  claim  no  ancestral  coat  of  arms  on 
which  to  elevate  himself  from  the 
masses,  perhaps  he  can  fashion  his  sex 
into  a  sort  of  pedigree."  Another 
musing:  "Nothing  seems  to  crush  the 
masculine  petals  more  than  a  bit  of 
feminist  rain — a  few  drops  are  per- 
ceived as  a  downpour."  Yech! 

Why  has  this  claptrap  made  the 
bestseller  list  and  won  plaudits?  It's  a 
sign  of  the  times.  The  book  is  politi- 


cally correct  in  the  worst  sense.  There- 
fore, all  true  believers — who  infest  the 
media — must  rally  round  it.  The  per- 
secution theme  resonates  in  the  vast 
and  deep  echo  chamber  that  exists 
among  women's  pop  culture  maga- 
zines. Women's  magazine  editors,  in 
constant  search  of  something  to  slip  in 
between  stories  on  crash  diets  and 
new  plastic  surgery  techniques,  are 
happy  to  tout  anyone  talking  up  the 
women- as -victims  theme.  Faludi 
turned  up  in  December  in  Vanity 
Fair,  about  the  same  time  she  scored 
three  pages  in  People  magazine. 

Book  reviewers — also  part  of  the 
echo  chamber — have  been  kind  to 
Backlash  as  well.  Reviews  in  the  influ- 
ential New  Tork  Times  Book  Review, 
the  New  Yorker  and  Atlantic  were 
glowing.  In  all  this  praise  there  is  a 
certain  amount  of  logrolling:  Author 
and  columnist  Barbara  Ehrenreich 
called  Faludi's  book  "a  rich  and  juicy 
read,  informed  by  powerful  logic  and 
moral  clarity."  Ehrenreich's  own 
writings  are  cited  no  fewer  than  12 
times  in  Faludi's  book. 

Faludi  tries  to  build  her  conspiracy 
theory  by  pelting  the  reader  with  fac- 
toid after  factoid;  she's  also  big  on  the 
supposedly  telling  anecdote.  What  re- 
sults: a  labyrinth  of  nonsense  followed 
by  80  pages  of  footnotes. 

Such  footnoting  may  pass  for  "daz- 
zling investigative  powers,"  as  re- 
viewer Ehrenreich  puts  it.  But  a  trip 
through  Faludi's  footnotes  reveals 
that  her  case  is  largely  built  on  a 
rehash  of  feminist  works  from  the  past 
two  decades  and  a  slew  of  dated  maga- 
zine and  newspaper  articles.  Lamen- 
tably few  of  Faludi's  sources  in  Back- 
lash are  primary — odd,  for  an  investi- 
gative reporter.  Of  the  thousands  of 
citations  in  her  footnotes,  most  are 
quotes  from  books  and  articles  that 
appeared  in  Vanity  Fair,  People,  the 


National  Enquirer,  the 
New  York  Times,  the  Amer- 
ican Journal  of  Public 
Health,  the  San  Francisco 
Chronicle  and  other  peri- 
odicals. Backlash  is  basically 
a  clip-and-paste  job. 

Here's  how  the  backlash 
allegedly  works.  A  1986 
Harvard-Yale  study  said 
college -educated,  unwed 
women  over  the  age  of  35 
had  but  a  5%  chance  of 
getting  married.  According 
to  Faludi,  this  study  had  an 
enormous  impact  on  Amer- 
ican women.  Following  the 
release  of  the  Harvard-Yale 
study,  women  everywhere 
went  into  a  simultaneous 
depression.  We  did?  Then 
she  claims  the  study  pushed 
women  to  marry  earlier 
than  they  had  been  marry- 
ing before.  Oh?  What's  the 
proof?  Faludi:  "In  a  Los 
Angeles  Times  story%  thera- 
pists reported  that  after  the 
study's  promotion,  single 
female  patients  became 
'obsessed'  with  marriage, 
ready  to  marry  men  they 
didn't  even  love,  just  to 
beat  the  'odds.'  " 

Want  to  see  more  of  the 
backlash  in  action?  Start 
with  the  wildly  popular 
1987  film  Fatal  Attraction. 
The  villain,  a  maniacal  sin- 
gle working  gal,  loses  her  man  to  a 
beneficent  homemaker — e\idence, 
Faludi  claims,  that  working  women 
are  resented  by  men.  Move  on  to  the 
fashion  world.  You  may  have  thought 
Christian  Lacroix  was  a  designer 
whose  clients  were  wealthy,  tri\  olous 
females;  wrong  again.  Lacroix  is  a 
backlash  co-conspirator,  humiliating 
women  by  dressing  them  as  "daddy's 
littie  girls." 

Plastic  surgeons  are  in  the  backlash 
gang,  too.  They  don't  operate  on 
women  because  they're  asked  to;  the\' 
put  women  under  the  knife  to  control 
them.  After  all,  "women  under  anes- 
thesia don't  talk  back,"  says  Faludi. 

Though  the  media  has  rallied 
around  Faludi,  she  considers  newspa- 
pers and  magazines,  including 
FoRBFS,  major  contributors  to  the 
backlash.  For  instance,  Faludi  argues 
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Bestselling  author  Susan  Faludi 
Many  of  her  facts  are  fiction. 


at  one  1986  story  in  Fortune  dis- 
ouraged  oodles  of  women  from  ap- 
lying  to  M.B.A.  schools  and  pursu- 
ing a  career  in  commerce.  "The  For- 
tune story  left  an  especially  deep  and 
troubling  impression  on  young  wom- 
en aspiring  to  business  and  manage- 
ment careers."  Her  conclusion:  "The 
\'ear  after  Fortune  launched  the  'bail- 
ing out'  trend,  the  proportion  of 
women  applying  to  business  schools 
suddenly  began  to  shrink — for  the 
first  time  in  a  decade." 

Interesting.  But  wrong.  There  was 
no  shrinkage  following  the  Fortune 
story.  According  to  the  American  As- 
sembly of  Collegiate  Schools  of  Busi- 
ness, which  reports  on  business 
school  graduates,  the  proportion  of 
women  graduates  increased  every 
year  from  1967  through  1989,  the 
most  recent  figures  available. 


There  is  more  such  disinformation. 
As  evidence  of  the  backlash  in  the 
beauty  business,  Faludi  states  that  in 
the  recent  past  fewer  and  fewer  plastic 
surgeons  were  operating  on  women 
"who  might  actually  benefit  from 
plastic  surgery."  Instead,  most  of 
these  misogynist  doctors  were  per- 
forming more  frivolous  but  profitable 
face-lifts,  breast  enlargements  and  li- 
posuction, thereby  "improving  their 
own  control  over  their  patients."  As  a 
result,  according  to  Backlash,  the 
number  of  reconstructive  operations 
performed  on  burn  victims  and  breast 
cancer  patients  declined  in  the  late 
Eighties. 

Not  according  to  the  American  So- 
ciety of  Plastic  &  Reconstructive  Sur- 
geons in  lUinois,  the  outfit  Faludi 
claims  as  her  source.  The  society  says 
that  reconstructive  breast  surgery  in- 


creased 25%  from  1988  to  1990;  be- 
tween 1981  and  1990,  114%.  Total 
reconstructive  surgery  increased  4%  in 
the  last  two  years  of  the  decade  and 
70%  from  1981. 

So  women  have  made  little  prog- 
ress in  the  executive  suite .>  The  U.S. 
Bureau  of  Labor  Statistics  reports  the 
percentage  of  women  executives,  ad- 
ministrators and  managers  among  all 
managers  in  the  American  work  force 
has  risen  from  32.4%  in  1983  to  41% 
in  1991 .  Faludi  ignores  such  inconve- 
nient facts.  She  writes:  "Women  were 
pouring  into  many  low-paid  female 
work  ghettos." 

To  determine  exacdy  how  many 
women  "poured"  into  these  ghettos, 
turn  to  the  notes  for  this  documenta- 
tion: "The  secretarial  pool,  for  exam- 
ple, went  from  98.9%  female  in  1979 
to  99.2%  in  1986."  Sound  like  a  tidal 
wave!"  It's  a  three-tenths  of  1%  in- 
crease over  seven  years. 

When  asked  about  these  discrepan- 
cies, Faludi  dithers  and  has  trouble 
recalling  sources  other  than  vaguely 
related  magazine  articles. 

Faludi  is  a  reporter  for  the  Wall 
Street  Journal,  and  reporters  don't 
make  big  money;  so  you  can't  blame  a 
reporter  for  wanting  to  supplement 
her  income.  The  trouble  is  that  this 
kind  of  book  is  damaging  to  women. 
In  encouraging  women  to  think  of 
themselves  as  victims,  Faludi  discour- 
ages them  from  making  the  efforts 
required  to  succeed  in  a  murderously 
competitive  society;  people  who  feel 
sorry  for  themselves  don't  usually  put 
forth  maximum  effort. 

The  women  Faludi  describes  react 
to  backlash  stimuli  like  so  many  mari- 
onettes on  strings.  To  the  millions  of 
spirited,  accomplished  females  in  this 
country,  this  is  deeply  insulting.  Only 
mindless  bimbos  can  be  maneuvered 
the  way  women  in  Faludi's  world 
seem  to  be.  How  many  women  do 
you  know  who  would  retreat,  sob- 
bing, into  the  kitchen  because  of 
something  they  read  in  a  magazine? 

In  the  opinion  of  this  career  wom- 
an. Backlash  is  a  last  gasp  of  Seventies 
feminism,  a  final  attempt  to  rally 
women  to  a  shrill,  anti-male  cause 
that  has  been  comatose  for  years.  ^ 


Forbes  ■  March  16, 1992 


153 


EDITED  BY  JOHN  R.HAYES 


The  good  life 

Alan  J.  Hirschfield  has  carved  out 
an  enviable  lifestyle  since  1984,  the 
year  he  left  20th  Century  Fox  Film 
Corp.  "by  mutual  decision"  with 
then-owner  Marvin  Davis.  He  re- 
paired to  a  luxurious  log  cabin  in 
Jackson  Hole,  Wyo.,  where  he  hikes, 
skis  and  fly- fishes.  From  time  to  time 
he  flies  to  one  coast  or  the  other,  to 
minister  to  troubled  companies. 

Made  famous  in  David  McClin- 
tick's  Indecent  Exposure  as  the  chief 
executive  who  had  to  deal  with  the 
David  Begelman  embezzlement  scan- 
dal at  Columbia  Pictures  in  the  late 
1970s,  Hirschfield  started  his  career 
as  an  investment  banker  at  Allen  & 
Co.  Now  he's  making  deals  again. 

In  1990  Hirschfield  teamed  up 
with  Allan  Tessler  as  co-chief  execu- 
tives of  Financial  News  Network  Inc. 
and  its  47%  owner,  Infotechnology 
Inc.,  which  were  on  the  verge  of 
bankruptcy.  They  persuaded  credi- 
tors to  hold  off  until  they  sold  two 
assets,  FNN  to  CNBC  and  the  51%- 
owned  Learning  Channel  to  the  Dis- 
covery Channel.  Then  they  put  the 
companies  through  bankruptcy  to 
cleanse  them.  Next  month  they  hope 
the  court  will  allow  their  management 
group  to  emerge  with  a  30%  stake  in 
what  remains  of  fnn:  Data  Broadcast- 
ing Corp.,  which  provides  stock  data 
to  individual  investors,  and  Shark  In- 
formation Systems,  which  serves  pro- 
fessional traders. 

On  another  front,  Hirschfield  has 
been  hired  to  restructure  Carolco  Pic- 
tures, the  shaky  independent  studio, 
and  its  54%-owned  Live  Entertain- 
ment Inc.,  a  home  video  company. 

"Honest  and  truly,  I  never  really 
enjoyed  being  an  operating  execu- 
tive," says  Hirschfield,  now  55.  "To 
mc,  the  most  creative  thing  you  can 
do  in  business  is  take  a  business  that's 
failing,  or  languishing,  and  make  it 
work  successfully.  Once  it  gets  that 
rhythm,  my  interest  starts  to  fade." 
-Kathryn  Harris 

Blind  ambition 

Like  MOST  SUCCESSFUL  women,  Laura 
Sloate — who  has  been  blind  since  she 
was  6 — doesn't  think  of  herself  as  a 
victim  or  a  member  of  a  minority 
group.  (For  a  related  story,  see  p.  152.) 
But  to  states  like  California  and  Penn- 


"~l   Former  studio  i 
•J^l  Alan  Hirschfield 
Life  after 
the  Begelman 
scandal. 


BELOW: 

Money  manager 
Laura  Sloate 
"I  never  thought 
of  myself  as 
a  minority." 


sylvania,  which  want  public  pension 
ftinds  to  hire  minority-owned  invest- 
ment firms  to  manage  some  of  their 
assets,  women  and  blind  people  count 
as  minorities.  A  47-year-old  money 
manager,  Sloate  points  out  that  the 
states'  definitions  make  her  a  double 
minority,  and  if  that  helps  her  expand 
her  business,  she's  not  going  to  com- 
plain. "I've  never  thought  of  myself  as 
a  minority,"  she  says,  "but  I  decided 
that  it  made  good  business  sense  to 
take  advantage  of  the  rules." 

Sloate  started  her  own  money  man- 
agement firm  in  1974,  when  she  was 
29;  she  now  manages  over  $300  mil- 
lion, primarily  for  indi\iduals.  Her 
forte  is  rigorous  research  that  relies  on 
copious  consumption  of  information. 


She  gets  much  of  her  information  byj 
listening  to  high-speed  tapes  of  ana- 
lysts' reports  and  trade  journals  and] 
talking  computers  that  scan  docu- 
ments and  databases.  The  return  on  I 
her  largest  limited  partnership — $67 
million  assets — has  averaged   17.8%  I 
for  the  last  four  years,  slighdv  better  | 
than  the  S&P  500. 

After  failing  to  break  into  the  mi- 
norit)'  management  business  on  her 
own  two  years  ago,  she  brought  the 
idea  to  Bear,  Stearns  &  Co.,  which  has 
cleared  her  trades  for  18  years.  "I  told 
them:  'I  can't  get  money  without  you, 
and  you  can't  get  money  without 
mc,'  "  Sloate  says.  Bear,  Steams  bit. 

The  new  outfit,  to  be  called  Sloate, 
Weisman,  Bear  Stearns  Capital  Man- 
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John  Thomas:  Ford  Employee 


'1  want  you  to  be  as  proud  of  your  car  or  truck  as  I  am  to  build  it:' 


Mm; 


At  Ford  Motor  Company, 
quality  begins  on  the  draw- 

M  ing  board  and  extends  all 
the  way  through  to  dealer 
service.  However,  no- 
where is  quality  more 
important  than  in  the  way 
we  build  our  cars  and 

•^  trucks.  Proof  of  that  is  the 
fact  that  for  11  years  in  a 
row  Ford  Motor  Company 
has  designed  and  built 
the  highest  quality  Amer- 
ican cars  and  trucks* — 
and  that's  a  lot  to  be 
proud  of. 


F'Td  •  Lincoln  •  Mercury*  Ford  Trucks 


'!  V'ltor  Company  collision  repair  parts. 
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FACES  BEHIND  THE  FIGURES 


agement  Inc.,  will  be  launched  at  the 
end  of  the  month.  Sloate  will  own 
55%;  Bear,  Stearns  will  control  the 
rest.  Carol  Bellamy,  onetime  New 
York  City  Council  president  and  a 
Bear,  Stearns  managing  director  since 
1990,  is  chairman.  Well  connected 
among  state  and  local  government 
officials,  Bellamy  will  take  care  of 
marketing  while  Sloate  picks  the 
stocks. 

Which  stocks  does  she  like  in  the 
current  market?  Allied-Signal  (she 
likes  new  management).  Internation- 
al Game  Technology  ("Gambling  is 
exploding;  I'm  not  sure  I'd  buy  at  59, 
but  I  would  buy  on  any  weakness"). 
And  Schlumberger  ("Under  60,  it  is 
the  class  act  in  world  oilfield 
services").  -Lisa  Gubernick 

Gold  medals 
for  cost-cutting 

Twelve  companies  paid  $170  mil- 
lion to  be  official  sponsors  of  the  1992 
Olympics.  Unfortunately  for  Brian 
McGrath,  some  sponsors  are  wonder- 
ing if  they  could  have  received  just 
as  much  Olympic  goodwill  for  a  lot 
less  money. 

McGrath,  a  49-year-old  American, 
is  president  of  ISL  Marketing,  a  Lu- 
cerne, Switzerland- based  company 
that  woos  sponsors  for  the  Interna- 
tional Olympic  Committee.  He 
learned  about  television  during  stints 
at  Viacom  International,  Columbia 
Pictures  and  Coca-Cola  Television, 
and  joined  ISL  last  fall  after  several  top 
executives  left  the  company  to  start  a 
competing  firm. 

McGrath's  problem:  Companies 
have   figured  out  how  to  bask  in 


Olympic  glory  without  paying  isl's 
hefty  sponsorship  fees.  Visa,  for  exam- 
ple, paid  $20  million  for  its  sponsor- 
ship of  this  year's  winter  and  summer 
games;  that  money  goes  to  the  Inter- 
national Olympic  Committee.  But  ri- 
val American  Express  has  paid  just 
$150,000  to  sponsor  die  U.S.  cycling 
and  swimming  teams.  AmEx's  money 
goes  direcdy  to  the  teams,  and  AmEx 
can  then  advertise  its  support  heavily. 
Likewise,  Eastman  Kodak  is  paying  a 
big  fee  to  be  the  official  film  of  the 
1992  Olympics  but  Fuji  Photo  has  a 
six -year  contract  to  sponsor  the  U.S. 
track  and  field  teams. 

"It's  a  real  problem  with  our  spon- 
sors and  it's  a  real  problem  with  the 
International  Olympic  Committee," 
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Olympics  sponsor- 
ship salesman 
Brian  McGrath 
K's  hard  to  keep 
sponsors  on  the 
reservation. 


Daniel  Ng, 
managing  director 
of  McDonald's 
in  Hong  Kong 
"Kids  don't  ^o 
to  Chinese  tea- 
houses anymore.' 


says  McGrath.  "But  it's  very  difficii 
to  police."  McGrath  insists  he  w| 
raise  more  than  this  year's  $170  m] 
lion  for  the  International  Olymp 
Committee's  winter  1994  and  si 
mer  1996  games.  His  former  empk 
er  Coca-Cola  has  already  signed 
for  $40  million.  But  Kodak  still  has  i 
negotiate  its  fee,  and  Visa  is  evaluatii 
what  recognition  it  received  for 
year's  sponsorship  fees  before  corrj 
mitting  to  the  next  Olympics. 

-Linda  Killi 


East  eats  West 

The  Chinese  may  rival  the  French 
culinary  chauvinism,  but  7  of  the 
busiest  McDonald's  restaurants  in  th 
world — each  with  more  than  2  mil 
lion  transactions  a  year — are  situate( 
in  Hong  Kong.  "For  Chinese,  ai 
American  hamburger  is  ethnic  food,' 
jokes  Daniel  Ng  (pronounced  Ing) 
managing  director  and  one-thirc 
owner  of  McDonald's  Restaurants 
(Hong  Kong)  Ltd.  The  U.S.  pareni 
owns  the  other  two-thirds. 

A  Hong  Kong-bred,  U.S.-  anc 
U.K. -educated  chemical  engineer. 
Ng,  55,  set  up  McDonald's  first 
Hong  Kong  outiet  in  1975  aftei 
meeting  McDonald's  executives 
through  a  local  venture  capital  com- 
pany. Ng  set  a  low-price  strategy  with 
the  world's  cheapest  Big  Macs — 
$1.15  apiece  today,  versus  about  $2 
in  most  U.S.  oudets — and  bought 
many  of  his  store  sites. 

Today  60  McDonald's  oudets — 52 
of  them  company-owned  and  8  fran- 
chised — feed  250,000  people  a  day  in 
Hong  Kong,  more  than  4%  of  the 
colony's  population.  The  average 
oudet  serves  more  than  twice  as  many 
customers  a  year  as  a  U.S.  McDon- 
ald's restaurant  does.  "Kids  don't 
want  to  go  to  Chinese  teahouses  any- 
more," says  Ng.  "They  want  to  go  to 
McDonald's." 

Ng  will  open  6  to  8  new  oudets  this 
year,  including  his  second  oudet 
across  the  border  in  China's  Guang- 
dong Pro\ince.  The  first  Chinese 
McDonald's  opened  in  October 
1990  and  is  a  huge  success.  With  his 
double -digit  sales  growth,  Ng  shuns 
the  parent  company's  pizza  and  salad 
experiments.  "Our  next  new  product 
is  large  coffee,"  he  quips. 

-Andrew  Tanzer  ^ 
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Introducing  The  Dreyfus 
Growth  and  Income  Fund. 


This  fund,  designed  for  long-term 

investors,  currently  seeks  to  build  a 

portfolio  consisting  primarily  of  growth  and 

dividend  producing  stocks. 


To  seek  high  growth  and  current  income, 

the  Fund  utilizes  a  flexible  investment  policy 

For  example,  while  the  Fund  could  be  substantially 

invested  in  stocks  to  take  advantage  of  a  bull  market,  the 

portfolio  could  switch  into  debt  or  cash  positions,  when  warranted. 

•  No  sales  load 

•  Low  $2,500  minimum  investment 

•  24  hour  fund  information  and  transaction  service. 


Available 

for  your 

IRA! 


@ 


reyfus— — — — — — 

Growth  and  Income  Fund,  Inc. 

P.O.  Box  3498,  Camden,  NJ  08101 


For  more  complete  information,  including  management  fee,  charges  and 
expenses,  obtain  a  Prospectus  by  calling  toll  free  or  by  sending  this  coupon. 
Please  read  the  Prospectus  carefully  before  you  invest  or  send  money. 

D  Please  send  additional  information  on  IRA  and  Rollover. 
I   D  Please  send  additional  information  on  Keogh. 

I 
I 

I    Address . 

I    City 

I    Zip 

■  Ql  612 

Net  asset  value  and  investment  return  fluctuate.  Dreyfus  Service  Corporation,  Distributor. 


Name. 


.  State . 


Phone .- 


1-800-373-9387 

Ask  for  Extension  4505 


047-001 


PRESIDENTS,  CEOs,  CFOs,  INVESTOR  RELATIONS  EXECUTH 


S  P  R  I  N  C 
;A  N  N  U  A  L 
RE  P  O  R  T 
PORTFOLIO 


Put  Your  Annual 
Report  in  the  Hand 
of  Active  Investors 
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s  investors  flock  to  the  stock  market  with  renewed  confi- 
A.  J}l  dence,  it  is  an  ideal  time  to  expand  your  shareholder  base. 
Make  your  annual  report  visible  to  an  active  institutional  and  priva 
investor  market — the  2.4  million  readers  of  FORBES — by  advertisinim^^^ 
in  the  FORBES  Magazine  Spring  Annual  Report  Portfolio. 


FORBES'  Spring  Annual  Report  Portfolio  is  the  leading  section  of  its  kind 
among  business  magazines.  Placing  an  ad  in  this  section  puts  you  in  touch  with 
FORBES  readers  just  when  they  are  seeking  investment  information  and  plan- 
ning their  stock  transactions. 

You  also  enable  them  to  request  your  annual  report  easily  and  directly.  Readers 
need  only  return  the  postage-paid  card  that  is  bound  into  the  section.  FORBES 
will  provide  you  with  labels  and  all  the  information  you  need  to  send  out  your 
annual  report. 

For  more  information  about  the  Spring  Annual  Report  Portfolio,  call  Virginia 
Carroll  at  212-620-2339  or  Sarah  Madison  at  505-275-1282/3. 

Issue  Date:  May  25, 1992 

Showcase  your  annual  report  where  it  will  receive  high  visibihty 
and  great  response — call  now  for  details! 
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BY  ERIC  S.  HARDY 


it  time  for  value  again?  In  the 
crcharged  bull  market  of  1991, 
wth  stocks — those  trading  on 
pes  for  future  earnings  and/or  sales 
IS — comfortably  outperformed 
more  conservative  value  stocks, 
e  ones  trading  on  the  strength  of 
eir  earnings,  balance  sheets  and 
eakup  values.  But  during  the  six 
eks  ended  Feb.  20,  Sharpe/Barra's 
owth  stock  index  lost  4%,  while  its 
ue  index  gained  3%. 
Denis  Laplaige,  manager  of  the 
ainstay  Value  Fund,  thinks  it's  high 
le  for  value  stocks  to  make  a  come- 
ck.  "The  gap  [in  p/e  ratios]  be- 
een  growth  stocks  and  cyclicals  is  as 
de  as  I've  seen  it  in  15  years,"  he 
vs.  Laplaige's  portfolio  sells  at  16 
mes  trailing  earnings,  versus  the 
arket's  multiple  of  26.  Some  recent 
ditions  include  GenCorp  and  Mark 
Industries.  Laplaige  also  likes  a  few 
nance  companies,  such  as  Beneficial 
d  Green  Tree  Acceptance. 


Special  focus 


As  a  group,  the  S&P  500  sells  for  26  times 
trailing  earnings.  But,  as  Josh  Weston  of 
Automatic  Data  Processing  Inc.  points 
out,  the  earnings  figure  incorporates  losses 
of  moneylosing  firms.  Remove  the  88 
losers  ft"om  the  index  and  the  remaining 


firms  are  trading  at  an  average  18  times 
earnings. 


Valuation  of  the  S&P  500 


Number  of  S&P  500  companies  with 

1 

P/Es  greater  than  2S.6 : 

104 

P/E$  between  25.6  and  15: 

180 

P/Es  less  than  15: 

124 

Negative  earnings: 
Not  available: 

88 
4 

The  overall  market 


2600 
2400 
2200 
2000 
1800 

1600 

1400 

1200 
1000 


The  Barra  All-US  index  as  of  2/2Q/92: 

Market  value:  $3,955.4  billion 

P/E;28.6 

P/E  minus  negative  EPS:17.7 

Price/book:2.4 

Yield:  2.7% 


12-montli  closeup 


Perfonnance 

Last  4  weeks 
Since  12/31/91 


Price      Total  return 

0.1%  0.4% 

0.8  1.2 


i 


1800 
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Closeup  on  the  market 


The  best  and  worst  performing  stocks'^ 


Index  or  investment 

2-week  change 

%  change  from              1 
1  year             5-year  high     | 

Barra  All-US  index 

-0.2% 

1 

18.0% 

-1.8% 

Sharpe/Barra  Growth  Index' 

-1.2 

■ 

20.0 

^.6 
-0.5 

Sharpe/Barra  Value  index  ^ 

1.6 

■1 

13.5 

Dow  Jones  industrials 

1.7 

■n 

13.5 

0.1 

S&P  500 

-0.3 

1 

13.4 

-1.6 

NYSE 

-0.1 

1.5 

-0.3 

1 

14.7 

-1.4 

Nasdaq 
Amex 

1 

41.6 
20.8 
-9.9 

-2.0 

-1.5 

-23.8 

EAFE' 

■■■ 

■■■ 

CRB  index '^ 

-0.9 

■ 

0.0 

-22.4 

6old' 

-0.6 

■ 

-2.6 

-29.7 

Yen  5 

2.3 

i^B 

-2.2 

-21.6 
-54.9 

0.5 

OIP 

-4.9            IB 

■^" 

Best 

Price 

2-week 
change 

1992 
EPS' 

Worst 

Price 

2-week 
change 

1992     1 
EPS'     1 

Showboat 

14 

47% 

$0.72 

MGI  Pharma 
MESAInc 

11V8 

-47%  $-0.97     1 

Basic  American  Medical 

18 

41 

NA 

31/8 

-39 

-0.54 

Society  For  Savings  Bncp 

91/8 

40 

NA 

Centocor 

34 

-34 

0.71 

Brand  Casinos 

23  1/4 

39 

0.30 

Menley  &  James 

10 

-30 

NA 

Onaita  tnds 

22  7/8 

38 

1.20 

Cambridge  NeuroScience 

81/4 

-30 

-1.01 

The  best  and  worst  performing  industry  factors'^                                | 

Best 

2-week 
change 

Since 
12/31/91 

Worst 

2-week 
change 

Since 
12/31/91 

Forest  products 

12.9% 

35.2% 

Tobacco 

-6.7% 

-1.2% 

Motor  vehicles 

9.6 

28.3 
10.3 

Coal  &  uranium 

-6.4 

-13.9 
-9.4 

Water  transport 

9.5 

Health  care 

-5.7 

Aluminum 

9.4 

0.4 

Cosmetics 

-5.3 
-5.0 

-1.0 
-2.8 

Trucking 

7.8 

14.1 

Pollution  control 

Note:  Data  for  perxxJ  ending  2/20/92.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  staks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
AORs.  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
growth.  'Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnlngs  ratios.  ^  A  dollar-denominated  capitalization-weighted  index  of 
more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective. 'Index  of  21  commodity  futures.  ^Knight-Ridder  Financial  Information. 
'  During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  IBES,  Inc. '  Shows  return  to  the  industry  factor  after  controlling  for  other  influences  including  company  size,  value  and 
powth  characteristics.  Multi-imjustry  firnis  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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BY  GILBERT  STEEOLEY 


Corporate  vs.  government  yields 


Corporate  dividend  revisions 

3000 

■  Positive 
2500                        ■  ""•^'"'^ 

2000 

1500 

1000 

500 
0 

1.       1 

'81        '83        '85        '87         '89        '91 

Representative  industry  yields 


Industry 

Automotive 

Banking 

Yield 

Payout 
ratio  ^ 

P/E 

Industry 

Yield 

Payout 
ratio  ^ 

P/E 

21 
16 
25 
24 

18 

4.4% 

NM 

NM 

Household  Prods 

2.1% 

40% 

3.1 

49 
71 
43 

67 

27 
17 
16 

13 

Petroleum 

5.3 

101 

Basic  chemicals 
Electrical  Equipment 
Electrical  utilities 

4.1 
2.7 

6.4 

Pharmaceuticals 

Retail 

Telecommunications 

2.3 
1.6 

4.6 

48 
40 

67 

Stocks  are  now  trading  at  34  tin 
dividends — that  is,  the  average  yi' 
in  the  market  is  a  mere  3%.  By  histc 
cal  standards,  a  multiple  of  34  tin 
cash  payout  is  a  fairly  rich  price.  I 
dividends  destined  to  climb  brisk 
The  recent  news  isn't  good.  Divide 
cuts  and  omissions  are  runni 
high — 22  in  Januar>'  of  this  year. 

After  averaging  a  7%  annual  grow 
rate  through  the  1980s,  dividends  < 
the  S&P  500  increased  just  1% 
1991 .  Last  year  was  the  worst  year  i 
dividend  increases  in  two  decades 
only  1,086  firms  raised  dividends. 

A  moderate  rebound  is  expectc 
for  dividends  in  1992.  Gregory 
Smith,  chief  investment  strategist 
Prudential  Securities,  predicts  a  5' 
rise  for  S&P  500  dividends. 

The  dividend  picture  is  particular 
bright  in  one  sector:  pharmaceutical 
Ronald  Nordmann,  a  drug  analyst 
PaineWebber,  says  that  Scherinj 
Plough  can  expand  both  dividenc' 
and  earnings  by  better  than  15%  fc 
the  next  several  years.  Nordmann  als 
likes  Syntex,  which  is  currendy  vdelc 
ing  less  than  the  industry  average  c 


ii 
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» 
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2.5%,  but  he  thinks  it  should  delivt'  '^^ 
dividend  growth  of  about  18%  pt*  '^^ 
year  through  the  mid-1990s.  The  t; 
ble  at  lower  left  shows  other  stock'  ^ 
with  good  dividend  growth  records.' 


Solid  dividends                                                       1 

Company                        Price 

Indicated 
rate       Yield 

Payout 
ratio 

Dividend  | 
grovrth  ^ 

Automatic  Data  Processing    46  Va 

$0.40       0.9% 

23% 

16% 

Doubtful  dividends 


CPC  International  80 

Dillard  Dept  Stores 

Interpublic  Group 

Medtronic 

Rubbermaid 

Sara  Lee  51  Vfe 

Schering-Plough  56  Vt, 

Sigma-Aldrich  47  V4 

Syntex  47  '/a 


1301/4 

0.24 

57 

0.84 

80 '/8 

0.48 

32^8 

0.34 

2.20 
0.24 
0.84 
0.48 
0.34 
1.00 
1.32 
0.25 
0.92 


2.8 

0.2 
1.5 
0.6 
1.0 
2.0 
2.3 
0.5 
2.0 


47 

4 

3 

1 

3 

3 

44 

16 

48 


34 

16 

19 

16 

35 
34 

18 
19 

13 
14 
16 
16 
18 
19 
24 
15 
23 


Company 
Arkia 

Ford  Motor 
General  Motors 
Nevada  Power 
NS  Group 
Outboard  Marine 
PS  Group 
Sierra  Pacific  Res 
Sterling  Chemicals 
Tenneco 


Price 

9^8 

38  Va 
39 

18 '/2 

7'/4 

25 
27V4 
23 '/4 

4V8 
39 '/4 


Indicated 
rate 

$1.08 

1.60 

1.60 

1.60 

0.12 

0.40 

0.60 

1.84 

0.30 

1.60 


Yield 
11.2% 
4.1 
4.1 
8.6 
1.7 
1.6 
2.2 
7.9 
6.2 
4.1 


Trailing 
EPS 

$0.28 

-4.89 

-7.49 

0.38 

-1.75 

-4.15 

-6.39 

1.66 

0.24 

-5.62 
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i\ 
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Note:  All  data,  except  where  footnoted,  as  of  2/20/92.  'Yield  on  30-year  Treasurys  adjusted  for  inflation  using  ttie  trailing  12  months'  increase  in  the  Consumer  Price  Index. 
Capitalization-weighted.  Dividends  divid 
via  Lotus  One  Source;  Standard  &  Poor's. 


^Capitalization-weighted.  Dividends  divided  by  net  income;  all  extraordinary  items  are  excluded.  ^Five-year  growth  rate.  NM:  Not  meaningful.  Sources;  Media  General,  Value  Line, 
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jthe  1980s  Mario  Gabelli's  media  stocks 
re  hot  and  he  was  a  hero.  Was  Mario 
lohnny-one-note? 

iTesterdav's 
eadliner 


n] 

ids. 

peadj 

3n  WEN   media   and   communication 

»iiit  Icks  were  in  fashion,  Mario  Gabelli 

a  5p  the  Midas  touch.  His  first  mutual 

id,  the  Gabelli  Asset  Fund,  re- 

Dlif  Tied  a  spectacular  20%  annually 

ticaj  m  its  inception  in  1986  through 

vstlSS,  compared  with  9%  for  the  S&P 

nnjo.  Gabelli  was  profiled  in  Forbes 

Aly  15,  1977,  June  1,  1987  and  July 

i  f( ,  i  989),  became  a  fi^equent  guest  on 

jjji  television  program    Wall  Street 

e|(  eek  and  sat  at  the  annual  Barron's 

e  ( lundtable  of  smart  money  manag- 

jv{  5.  He  attracted  money — lots  of  it.  At 

n(  peak,  Gabelli  Funds  Inc.,  in  which 

ti 


(cda's  calculation,  based  on  quarterly 
reports  of  stock  holdings,  ignores 
cash  and  bond  positions.) 

Gabelli's  mistake  was  in  being  too 
bearish  in  1991.  For  instance,  the 
Gabelli  Convertible  Securities  Fund 
entered  1991  with  67%  of  its  assets  in 
cash  and  finished  with  54%  in  cash.  So 
in  a  year  when  the  average  convertible 
bond  fund  returned  30%,  Gabelli 
Convertible  Securities  posted  a  mere 
12%  gain. 


Too,  Gabelli's  value -oriented  stock 
picking  has  fallen  out  of  fashion.  But 
recentiy  Gabelli  has  lagged  fellow  val- 
ue seekers  as  well,  such  as  the  Mutual 
Beacon  and  Lindner  funds  and  Select- 
ed American  Shares. 

Is  Mario  Gabelli  a  has-been,  just 
another  of  the  Wall  Street  whizzes 
who  rode  a  single  trend  to  its  exhaus- 
tion and  then  lacked  new  ideas?  The 
jury's  still  out. 

With  the  exception  of  Elizabeth 
Bramwell,  who  runs  his  Growth  Fund 
and  has  fared  very  well  on  her  own, 
Gabelli  is  reluctant  to  delegate  power. 
He  has  ten  analysts  working  for  him, 
but  he  makes  the  investment  deci- 
sions for  six  mutual  fiands  with  $1.8 
billion  in  assets  and  all  the  partner- 
ships and  private  accounts. 

Gabelli  clearly  has  no  intention  of 
deserting  his  cherished  media  stocks. 
In  Gabelli  Asset  Fund's  Sept.  30  an- 
nual report,  he  said  he  expects  their 
values  to  climb  as  consolidation  oc- 
curs among  deliverers  of  information. 
At  year-end,  36%  of  Gabelli  Asset 
Fund's  holdings  were  in  broadcast- 


is  the  majority  shareholder,  had  $7 
lion  under  its  wing. 
Gabelli's  strong  suit  was  his  meth- 
of  determining  the  private  market 
lie  of  public  companies.  He  did  this 
looking  at  their  "fi*ee  cash  flow": 
irnings  before  depreciation,  interest 
id  taxes,  but  aft:er  necessary  capital 
jtlays.  As  it  happens,  newspaper, 
I  ible  television  and  telephone  com- 
mies look  good  by  this  method,  and 
labelli    bought   them   heavily.    He 
)und  other  free  cash  flow  plays  in 
ther  sectors,  and  they  ofi:en  turned 
ito  takeover  targets.  The  stocks  went 
p,  and  investors,  both  institutional 
nd  individual,  lined  up  to  place  mon- 
y  with  GabeUi. 
Alas,  once  Gabelli's  hot  hands  at- 
jr acted  a  lot  of  money,  they  turned 
old.  Over  the  past  three  years  the 
1%  average  annual  return  of  the  Ga- 
>elli  Asset  Fund  and  the  8%  average 
irinual  return  of  the  closed-end  Ga- 
kIH  Equity  Trust  have  lagged  the 
i&P  500's  15%.  Investors  in  Gabelli's 
:>rivate   accounts  are   hurting,   too, 
.vith  an  8%  three-year  average  annual 
return  through  1991,  according  to 
DA       Investment       Technologies. 


Mario  Gabelli  of  Gabelli  Funds 

Ito's  not  about  to  soil  his  chorishod  modia  and  communication  stocks  now. 
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Diminishing  returns 


Fund 


Gabelli  Asset 

Gabelli  Convertible  Securities 

Gabelli  Equity-Income 

Gabelli  Equity  Trust* 

Gabelli  Growth 

Gabelli  Small  Cap  Growth 

Gabelli  Value 

Standard  &  Poor's  500  Index 


lyear 

-Total  return 

3  years 

Assets 

(annualized) 

($mil) 

18.1% 

11.0% 

$484 

12.5 

NA 

93 

NA 

NA 

0 

16.8 

8.3 

595 

27.6 

18.3 

423 

NA 

NA 

26 

19.9 

NA 

575 

1 


22.7% 


15.0% 


Returnsthrough  Jan.  31.    Assets  as  of  Dec.  31.    *Closed-end.    NA:  Not  available. 
Sources:  Upper  Analytical  Services;  Morningstar;  Forbes. 

Gabelli  has  fallen  behind  the  S&P  500  and  even  behind  other  value  managers 
such  as  Mutual  Beacon  and  Lindner  funds. 


ing,  cable,  entertainment,  publishing 
and  telecommunications  stocks. 

In  one  respect  his  past  success  has 
been  self-fulfilling.  By  attracting 
money  and  putting  it  into  media 
stocks,  Gabelli  has  helped  fuel  their 
rise.  A  case  in  point  is  Telephone  & 
Data  Systems,  a  smallish  company 
with  a  cellular  business  and  rural  tele- 
phone operations.  Gabelli's  accounts 


own  10.5%  of  the  common  stock, 
which  has  climbed  800%  in  seven 
years  and  is  now  going  for  50  times 
earnings.  If  redemptions  ever  forced 
Gabelli  to  unload  his  stake,  the  stock 
would  be  in  serious  trouble. 

As  if  to  hedge  his  bets,  Gabelli  has 
been  branching  out  into  new  fields.  In 
the  past  six  months  he  has  opened  two 
new  open-end  funds,  Gabelli  Small 


Cap  Growth  and  Gabelli  Equity 
come.  Also,  last  October  he  rai 
$63  million  in  capital  for  his  clos 
end  Gabelli  Equity  Trust  by  issuinj 
shareholders  rights  to  buy  additi^ 
shares  at  a  20%  discount  to  the  m 
price.  In  an  offering  like  this,  sh 
holders  have  to  exercise  or  sell  tl' 
rights  to  avoid  losing  money.  C 
rendy  Gabelli  is  contemplating  brij 
ing  out  a  balanced  fiind,  some  be 
funds  and  a  few  money  market  ftin 

All  this  new  money  will  help  fill  i 
gap  left  by  departing  investors.  L 
year  the  Gabelli  Value  Fund  sufFci 
more  than  $300  million  in  net  wi) 
drawals,  and  Gamco  Investors,  whi 
handles  $4  billion  in  partnership,  p, 
vate  and  pension  clients,  lost  a  net 
over  $500  million  through  withdra- 
als.  A  doubling  in  size  of  the  $4; 
million  Gabelli  Growth  Fund,  m; 
aged  by  Bramwell  (Forbes,  Nov, 
1989),  helped  offset  the  withdrawajj 

Gabelli  may  yet  make  a  comebac 
but  there  is  nevertheless  a  caution  : 
be  drawn  from  Gabelli's  explosr 
success  in  the  1980s:  Beware  the  m* 
ket  sector,  or  the  manager,  whose  ht. 
performance  is  to  some  degree  a  sel,  ^^ 
fulfilling  prophecy.  -S.O.  ■(  jj 
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1  Ranked  Balanced  Fund 
Over  Ten  Years. 
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1  Year* 

5  Years* 

10  Years* 

BALANCED  FUND  RANK  (LIPPER) 

#5  of  63 

#2  of  32 

#lof23 

COM  Mutual  Fund 

40.88% 

15.24% 

18.88% 

Upper  Balanced  Fund  Index 

26.16% 

10.86% 

14.72% 

CGM  Mutual  Fund  has  been  continuously  managed  since  1981  by 

G.  KENNETH  HEEBNER. 


CGM  Mutual  Fund.  Balanced.  Flexible.  A  no-load 
mutual  fund  managed  with  a  prudent  approach  in  pur- 
suit of  the  goal.  While  past  performance  is  no  guarantee 
of  future  results,  we  invite  you  to  examine  our  record. 
CGM  Mutual  Fund  has  ranked  high  among  balanced 
funds  for  1,  5,  and  10  year  periods.*  Clearly  a  measure 
of  performance. 

For  more  information,  call  1-800-345-4048  ext.  404 
or  write  for  a  current  prospectus.  Read  it  carefully  before 
you  invest  or  send  money.  The  investment  return  and 
principal  value  of  an  investment  will  fluctuate,  so  you 
may  have  a  gain  or  loss  when  you  sell  shares. 


•  Net  Compounded  Annuallbtal  Return,  periods  ending  12  31  '91,  according  to 
Upper  Analytical  Services,  Inc.,  an  independent  mutual  fund  ranking  service. 

TNE  Investment  Services  Corporation,  Distributor. 


The  CGM  Funds,  P.O.  Box  449,  Boston.  MA  02H7 
Please  send  me  a  current  prospectus. 


404 


Name 

Address  . 
City 


.  Stale . 


.Zip. 


1-800-345-4048  Ext.  404 


CGM  MUTUAL  FUND 


( .ipital  c;iimtli  Manaj;omoiu 


CI992CCM 


rsr, 


s 


9^ 

X 


3 


i 


k 


Ilis 


lelity  Magellan  can't  buy  meaningful  positions 
Itiny  o-t-c  issues.  Skyline  fund  can. 


sand 


stones 


Toddi  Gutner 


from  its  midwestern  market.  This  year 
Dutton  thinks  earnings  per  share  will 
grow  at  least  50  cents,  to  $2.50.  At  a 
recent  19,  the  stock  is  at  just  10  times 
earnings.  Better  still:  It  trades  at  book 
value,  in  a  market  where  the  average 
price/book  is  2.3. 

Other  financial  stocks  in  the  Skyline 
portfolio:  insurers  Protective  Life  and 
Mutual  Assurance,  both  of  Birming- 
ham, Ala.,  and  Integon  Corp.,  in  Win- 
ston Salem,  N.C.;  Independence  Ban- 
corp, in  Perkasie,  Pa.,  and  Cullen/ 
Frost  Bankers  in  San  Antonio. 

Imagine  buying  into  the  drug  busi- 
ness at  12  times  earnings.  Dutton  did 
UE  MANAGERS  are  stock  pickers     months  ago  at  an  average  price  of  33,     that,  buying  shares  of  PCI  Services,  a 
o  lean  toward  companies  trading  at     or  six  times  trailing  earnings.  newly  public  $67  million  (revenues) 

multiples  of  their  earnings,  divi-         "Low-p/e  stocks  have  good  poten-     firm  that  packages  pills  in  tamper- 
nds  or  book  values.  The  runaway     tial  appreciation  without  a  lot  of  risk,"     proof  blister  packs. 
11  market  of  the  past  several  years     Dutton  says.  He  trims  back  on  win-  The  mortuary  firm  is  also  in  line 

been  very  kind  to  growth  and  not     ners  that  appreciate  to  more  than  3%     with  Dutton's  value  standards.  He 
kind  to  the  value  types.  of  the  portfolio  and  sells  out  of  a  stock     began  buying  Stewart  Enterprises,  a 

There  is  an  exception  to  every  rule,  when  its  multiple  climbs  above  the  $138  million  (revenues)  owner  of 
wever,  and  this  rule's  exception  is  market's  multiple  or  that  of  its  Indus-  cemeteries  and  fiineral  homes,  last 
illiam  Dutton,  the  38 -year-old  for-  try.  "As  a  stock's  p/e  appreciates,  the  October  at  18.  The  mom-and-pop- 
er  accountant  who  manages  the  stockholder's  expectations  are  greater  dominated  fiineral  business  is  consoli- 
line  Special  Equities  Portfolio,  and  so  are  the  risks,"  says  Dutton.  At  a  dating,  and  Stewart  is  making  acquisi- 
s  $50  million  load  ftind  (3.85%  recent  38,  Thorn  Apple  Valley  hasn't  tions.  It  is  also  building  fiineral  homes 
aximum)  owns  no  U.S.  Surgical,  no  gone  up  enough  to  be  at  that  danger  at  many  of  its  cemeteries  to  make  the 
al-Mart,  no  Home  Depot.  Instead,  point  yet.  Dutton  expects  Thorn  to  ceremony  and  burial  more  conve- 
owns  shares  in  a  sausage  manufac-  increase  earnings  per  share  by  8%  to  nient.  The  stock  recendy  traded  at  20, 
irer,  a  blister-pack  firm  and  a  fiineral  $6  in  1992,  as  it  fiirther  expands  15  times  trailing  earnings, 
arlor  chain,  among  60  other  posi-  beyond  prime  cuts  of  fresh  pork  into  On  the  expensive  side,  Dutton 
o/is.  What  these  stocks  have  in  com-  smoked  sausage  and  turkey  products,  holds  Comair  Holdings,  a  small  re- 
lon  is  that  they  are  fairly  cheap —  Another  Dutton  cheapie  is  Allied  gional  commuter  airline  feeding  into 
aking  them  value  stocks.  They  have  Group,  a  Des  Moines,  Iowa-based  Delta's  Cincinnati  and  Orlando  hubs 
n  average  price/earnings  ratio  of  15,  property  and  casualty  insurer  that  has  (P/E,  20).  But  General  Physics,  an 
ompared  with  the  market's  26.  That  suffered  from  unusually  high  claims  in  $85  million  (sales)  training  and  tech- 
asn't  prevented  Dutton  from  deliv-  the  past  two  years  from  hail  damage  to  nical  support  firm  for  nuclear  power, 
ring  a  20%  compound  annual  return  homes  and  autos.  Dutton  is  betting  trades  at  Dutton's  more  typical  p/e 
>ver  the  past  three  years,  outpacing     hail  doesn't  strike  in  the  same  place     ratio  of  1 5 . 

le  S&P  500's  15%.  thrice.  He  is  also  encouraged  by  Al-         Dutton  may  envy  the  billions  flow- 

Dutton  makes  a  virtue  of  his  ftind's     lied's  ability  to  raise  the  premiums  it     ing  into  the  coffers  of  the  Twentieth 
iny  size  by  targeting  stocks  with  aver-      charges  for  auto  insurance  as  several     Century  fimds,   but  what's  wrong 
ige  market  capitalizations  of  $200     large   competitors   have   withdrawn     with  his  profitable  little  niche?        ^ 
lillion.     Name -brand     ftinds     like 
wentieth  Century  Select  Investors 
assets,  $4.6  billion)  and  Fidelity  Ma- 
gellan ($19  billion)  can't  compete 
ivith  him  there.  To  place  even  1%  of  its 
Assets  in  a  Dutton-size  target,  Magel- 
lan would  have  to  gobble  up  all  the 
stock.  The  Skyline  ftmd,  however,  can 
stablish  a  significant  stake  without 
disturbing  the  target's  price. 

One  of  those  stakes  is  1 7,000  shares 
of  Thorn  Apple  Valley.  This  hog 
slaughterer  has  revenues  of  $800  mil- 
lion but  a  market  value  of  only  $120 
million.    Dutton    bought    in    three 


Dutton's  picks 

Recent 

Latest  12-month 

Estimated 

Company/business 

price 

EPS 

P/E 

1992  EPS 

Arctco/snowmobiles 

13% 

$1.02 

13 

$1.25 

Arctic  Alaska  Fisheries/fishing  fleets 

SVa 

1.01 

8 

1.15 

BEI  Electronics/rocket  systems 

8% 

1.00 

9 

1.15 

Idex/pumps,  clamps 

19% 

1.41 

14 

1.60 

McGrath  RentCorp/modular  offices 

16 

1.34 

12 

1.50 

Oceaneering  Intl/oil  &  gas  services 

10% 

0.56 

19 

0.90 

Small,  cheap  and  obscure. 
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EXPERIENCE: 


One  of  the  ways  GE  Capital  brings  good  things  to  lij 


m 


VV  hen  you're  looking  for  a 
financial  partner,  you  want 
someone  who  understands 
your  business.  Someone  with 
the  experience  to  recognize 
problems  and  opportunities. 

Someone  like  GE  Capital. 
We're  part  of  GE,  one  of  the 
world's  largest,  most  diversified 
corporations.  And  chances  are 
good  we  know  your  business 
because,  since  our  start  in  1932, 
we've  developed  in-depth 
expertise  in  dozens  of  industries. 

So  while  other  lenders  are 
trying  to  figure  out  what  your 
business  is  all  about,  we're  busy 
putting  a  program  together. 
Working  hard  to  find  innovative 

When  Operation  Desert  Storm  began,  the 
U.S.  had  to  ship  vast  amounts  of  materiel 
0,         to  the  Middle  East.  On  very  short 

f/lf  iNk^^  notice  major  U.S. 

/•^Zo  w'  "^  m^  shipping  lines 
'A'^^f^^  W  A,-        ^l  were  asked  to 
'/    assemble 
^  thousands  of 
containers.  They 
called  on  Genstar, 
9  aGE  Capital 

subsidiary  and 
the  world's 
largest  marine 
ontainer  leasing 
mpany. 
'e  responded 
\ickly  with  an 
extraordinary 
[000  forty  ft. 
ntainers. 


When  growth-minded  businesspeople 
need  to  acquire  the  latest  equipment  — 
anywhere  in  the  world  —  GE  Capital 
Commercial  Equipment  Financing 
comes  through.  When  a  group  of 
German  doctors  needed  radiology 
equipment  to  set  up  a  clinic  in  what 
used  to  be  East  Germany,  GE  Capital 
provided  the  DM  6.9  million  they  needed. 

ways  to  make  it  all  happen. 

Putting  our  experience  to 
work  for  customers  has  helped 
make  us  one  of  the  world's 
foremost  financial  services 
companies,  with  $80.5  billion 
in  assets.  We  are  North 
America's  largest  equipment 
lessor.  The  world's  largest 
issuer  of  third-party  credit 


I 


cards.  The  number  one  name 
in  mortgage  and  debt  security! 
insurance.  And  a  leader  in 
project  finance  and  equipment « 
management . 

Experience.  Reliability. 
Creativity.  Qualities  that  have 
helped  GE  Capital  bring 
financial  solutions  to  life  for 
nearly  60  years.  Give  us  a  call  at 
1-800-243-2222  to  find  out  how  i^ 
we  can  help  you. 

Seeking  to  refinance  $76  million  in 
turnpike  bonds,  the  State  of  New 
Hampshire  put  together  a  fixed/variable 
rate  structure  combining  Dutch  auction 
and  residual  interest  bonds.  This 
enabled  them  to  sell  the  debt  at  variable 
rates  without  interest  rate  risk.  To 
increase  the  bonds' value,  the  state 
needed  a  guarantor  skilled  in 
evaluating  its  credit-worthiness  as  well 
as  the  complexities  of  such  relatively 
new  structures — at  a  competitive  price. 
One  insurer  met  these  criteria:  GE  Capital 
subsidiary  Financial  Guaranty 
Insurance  Company. 
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GE  Capital 

We  bring  good  things  to  life. 


Auto  Fleet  Financing  8c  Services  •  Coninu-irial  Equipment  Financing  •  Comnien  iai  Real  F-M.«e  Financing 

Ct>nipii(ci  Ix-asing  •  (".orporato  Finance  Croup  •  Financial  C.uarantv  Insur.uuc  ("onipanv  •  C.KtX"  Financial  Hawaii 

Gclco  Spate  •  Ceiislar  Contaiiu-i  •  Insurance  Sen-ices  •  MoMg.tv^- (\>ip»ra(ii)n  •  Polaris  Aiirrall  U-.»sni^  •  R.»ilc.H- Ser\Tccs 

Relailer  Financial  Senices  •   I'll'  •  Transpoiialion  antl  Industiial  Funding  •  \endor  Financwl  Sei-vues 
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MONEY  &  INVESTMENTS 


f 

can  increase  current  income  by  investing  in  high- 
IkJ  securities  that  will  soon  be  redeemed.  It  won't  really 
ike  you  any  richer  but  it  could  make  you  feel  richer. 

^hort-term 


toategy 


1^  BEN  WEBERMAN 


>»  ill  Weberman  is  a  columnist 
ORBES  magazine. 


;vv  PEOPLE  have  been  hit  harder  by 
e  decline  in  interest  rates  than  retir- 
s  who  must  live  off  fixed-income 
vestments.  Money  market  funds 
at  were  paying  6.5%  a  year  ago  are 
)\y  paying  only  3.8%.  The  decline  in 
)  yields  has  been  equally  dramatic. 
What  to  do?  Here's  a  suggestion  for 
ese  investors — those  who  have  at 
ast  $500,000  in  assets  with  little  or 
b  desire  to  leave  money  to  children 
grandchildren. 

Take  a  portion  of  your  savings — I'd 

commend  no  more  than  25% — and 

vest  in  securities  that  have  high- 

terest  coupons  and  thus  the  poten- 

al  for  early  redemption.  Since  such 

)nds  probably  sell  at  a  premium  to 

ce  value  in  this  market,  you  face  a 

^ss  of  the  premium  when  the  bonds 

re  called.  But  in  the  meantime  you 

ould  enjoy  higher  income. 

Using  up  principal  is  anathema  to 
nost  investors,  so  this  strategy  isn't 
:)r  everyone.  But  it's  a  way  of  getting 
lirough  this  particular  period  until 
uterest  rates  creep  up  again,  as  they 
iwariably  will  in  three  to  four  years. 
I  A  variety  of  taxable  and  taxfree 
nvestments  are  appropriate  to  this 
icrategy.  These  include  taxfree  unit 
nvcstment  trusts  that  have  a  large 


proportion  of  high  coupon  bonds  in 
their  portfolios,  mortgage  pools  con- 
taining mortgages  that  are  being  rap- 
idly repaid  and  high  coupon  tax-free 
bonds,  which  trade  at  a  high  premium 
price  because  they  don't  become  call- 
able for  three  or  four  years  or  longer. 

Lauren  Eastwood,  bond  analyst  at 
Gabriele,  Hueglin  &  Cashman,  a  divi- 
sion of  Tucker  Anthony  Inc.,  affiliat- 
ed with  John  Hancock  Mutual  Life, 
recommends  a  7.5%  Ginnie  Mae 
pool,  yielding  7.89%  today  based  on 
the  market  cost  of  98  Vi  over  the 
estimated  average  life  of  8.4  years.  If 
interest  rates  fall  even  further,  mort- 
gage prepayments  would  speed  up, 
bringing  the  investor  faster  return  of 
principal. 

Prerefiinded,  high-coupon  munis 
are  also  candidates  for  our  strategy. 
These  are  bonds  that  aren't  yet  call- 
able but  have  been  collateralized  by 
U.S.  Treasury  issues  that  will  be  used 
on  the  first  call  date  to  redeem  the 
outstanding  high-interest  debt.  Take 
the  7.2%  Henry  County,  Va.  Public 
Service  Authority,  water  and  sewer 
revenue  bonds  that  come  due  under 
original  terms  in  2019. 

Using  proceeds  of  a  more  recent 
issue,  the  bonds  are  now  collateral- 
ized by  Treasurys  that  will  be  used  to 
pay  off  the  debt  in  2000  at  101 .  Rated 
AAA  by  Moody's  and  Standard  & 
Poor's  on  the  basis  of  the  collateral, 
and  trading  at  lllVi,  the  issue  yields 
5.65%  to  call  in  eight  years.  You're 
getting  a  coupon  that's  higher  than 
the  yield  to  call,  which  is  in  effect  a 
return  of  principal  to  you  during  the 
period. 

The  same  theory  applies  to  the  tax- 
free  10%  San  Diego,  Calif,  industrial 
revenue  bonds  issued  for  San  Diego 
Gas  &  Electric  Co.  They  have  an 


original  maturity  of  2018  but  are 
likely  to  be  paid  off  at  102  on  June  1, 
1993.  They're  currentiy  selling  at 
108%.  For  more  than  a  year,  you  get 
the  10%  coupon.  The  yield  to  call  is 
only  4.5%,  but  that  tax-free  rate  is  still 
a  good  return,  considering  that  com- 
mercial bank  savings  CDs  due  in  one 
year  are  now  paying  a  fiilly  taxable  4% 
or  less,  depending  on  your  geographic 
location. 

This  investment  pattern  can  be  ap- 
plied to  tax-free  unit  investment 
trusts,  too.  While  they  carry  high 
loads  or  commissions  that  can  run  to 
5%  on  purchases  of  outstanding  units 
in  the  secondary  market,  the  load 
would  be  less  burdensome  for  some- 
one holding  for  longer  periods,  say 
five  years  or  more.  The  target  in  this 
case  would  be  a  pool  set  up  in  the  mid- 
1980s  with  a  large  proportion  of  high 
coupon  issues.  The  bonds  are  being 
redeemed  rapidly  now,  and  interest 
payments  to  investors  regularly  are 
accompanied  by  return  of  principal. 

An  example  is  Van  Kampen  Mer- 
ritt's  IMIT  Series  71,  with  average  life 
of  1 .23  years.  The  original  par  value  of 
$887.34  per  unit  has  been  halved,  to 
$409.68,  by  repayment  of  principal. 
After  sales  charge,  a  new  buyer  would 
pay  $457.90.  With  many  high-cou- 
pon, premium-priced  bonds  in  the 
portfolio,  current  yield  is  11.58%, 
though  long-term  return  is  just  4.8%. 

A  purist  would  argue  that  you  only 
fool  yourself  if  you  try  to  stretch  your 
income  by  buying  soon- to- be -called 
high-yield  bonds.  But  if  the  idea  of 
digging  directly  into  principal  horri- 
fies you,  this  is  a  relatively  painless  way 
to  do  it.  Besides,  who  knows.>  Maybe 
interest  rates  will  spike  up  before  the 
first  call  date  and  the  bonds  won't  be 
called  after  all.  Hi 
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PORTFOLIO  STRATEGY 


MONEY  &  INVESTMENTS 


Do  you  feel  a  little  dizzy  watching  the  Dow  industrials 
climb  toward  3300  while  the  economy  is  still  weak? 
Here's  why  the  market  isn't  as  expensive  as  it  seems. 

Fear  of  falling 


Kenneth  L.  Fisher  Is  a  Woodside,  Calif.-based 
money  manager.  He  has  written  two  books:  The 
Wall  Street  Waltz  an6  Super  Stocks. 


Instead  of  feeling  euphoric  about  the 
bull  market,  many  people  are  simply 
scared.  How  can  stocks  be  so  strong 
when  the  economy  seems  so  soft? 

The  Dow  Jones  industrials  is  at  30 
times  trailing  earnings,  and  other  in- 
dexes have  similarly  high  p/es.  The 
market  looks  historically  high  by 
many  other  value  measures  too:  price - 
to- book  ratios,  for  example. 

Then  there  is  the  worry  that  when 
recovery  does  come  it  will  shove  up 
interest  rates  and  this  will  pull  money 
out  of  stocks. 

But  don't  let  these  kinds  of  fears 
drive  you  out  of  a  market  that  still  has 
a  long  way  to  go.  First,  p/es  aren't  as 
out  of  line  as  they  seem,  because  they 
are  .based  on  recession-depressed 
earnings.  Over  the  long  run  corporate 
profit  margins  tend  to  average  about 
6%.  They  bounce  around,  but  overall 
they  always  end  up  right  back  at  those 
levels  within  a  couple  of  years.  Based 
on  normalized  earnings,  the  market 
has  a  P/E  of  about  13.  If  you  wait  for 
the  earnings  to  be  realized,  it's  always 
far  too  late.  The  market  is  a  discounter 
and  moves  far  ahead  of  earnings — 
always  has. 

A  P/H  of  1 3  is  an  earnings  yield  of 
about  7.7%  (1  divided  by  13  =  7.7%), 
which  is  just  fine  compared  with  yields 
on  government  bills  and  bonds, 
which  run  from  just  below  4%  for 
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short-term  paper  to  8%  for  risking  30 
years  (with  a  median  yield  of  6%). 

The  earnings  yield  on  stocks 
doesn't  have  to  be  quite  as  high  as 
bond  yields  for  stocks  to  rise.  Remem- 
ber, in  the  long  term  businesses  in 
aggregate  will  grow  in  sales,  continu- 
ing to  average  those  6%  profit  mar- 
gins. En  route,  the  earnings  yield 
from  owning  stocks  will  rise,  but  the 
interest  yield  from  bonds  bought  to- 
day is  stagnant  forever. 

What  about  other  signs  of  high 
valuations,  like  that  historically  high 
price-to-book  ratio?  Disregard  them. 
Price -to -book  is  no  longer  usefiil  in 
measuring  the  market's  value  relative 
to  its  past  because  of  too  much  infla- 
tion distortion  in  recent  decades.  It  is 
biased  by  inflation  to  the  high  side. 
Most  other  measures  that  now  signal 
prices  are  too  high  also  have  their  own 
quirks,  which  cause  them  to  mislead 
investors  to  the  painfully  wrong  con- 
clusion that  this  market  is  too  rich. 

As  for  the  threat  of  higher  interest 
rates,  a  rising  economy  doesn't  neces- 
sarily force  rates  up  and  usually  hasn't 
done  so  early  in  a  recovery.  There  is 
usually  a  time  lag.  In  fact,  often  inter- 
est continues  to  fall  well  into  recovery. 
Demand  for  short-term  money  often 
falls  with  less  need  to  finance  inven- 
tory and  receivables — and  demand  for 
long-term  money  can  fall  because  of 
the  capital  expenditure  cycle,  which 
always  lags  the  economy  on  both  sides 
of  the  business  cycle. 

You  can  always  find  things  wrong 
with  the  world.  There  is  never  a  short- 
age of  problems.  Never  has  been.  Nor 
a  shortage  of  people  who  love  to  fixate 
on  them.  The  only  thing  that  really 
counts  is:  Will  the  problems  hurt 
stock  prices  now?  Weak  foreign  econ- 
omies? Deficits?  Tax  cuts?  Hikes? 
Congressional  stupidity?  Pat  Buchan- 
an? IPO  mania?  Good  griefl 

While  these  are  all  real  problems, 
they  are  amply  discounted  in  stock 


11 


prices.  Too  many  people  are  too  pes! 
mistic.  I  find  myself  almost  shunn 
as  a  moral  outcast  for  expressing  t 
view,  which  I  believe  firmly,  that  t 
later  1990s  will  be  better  than  avera. 
for  the  American  economy.  But  ev( 
if  they  aren't — if  they  are  a  bit  wor 
than  average — the  bull  market  w 
prevail.  The  market  has  dealt  so  men 
times  before  with  vasdy  worse  prol 
lems  than  those  we  face  now.  Coui 
on  it  to  do  so  now. 

Buy  cheap  stocks  of  good 
fi"om  which  investors  don't  ex 
much,  and  then  be  patient.  Ones  lik 
these:  Interface  (12,  o-t-c)  is  cleari| 
the  dominant  vendor  of  carpet  tik 
for  large  businesses.   It  has  a  ver 
efficient  product  because  it  can  repa; 
worn  carpet  sections  where  traffic  i 
heavy  without  the  cost  of  replacin ' 
the  whole  floor.  Here,  too,  19  time 
earnings  doesn't  sound  cheap.  Bu 
the  recession  hurt  business.  Produc 
demand  will  pick  up  with  the  econo 
my.  So  will  the  stock — to  maybe  S20 
Here,  at  book  value,  this  S600  millioi 
(sales)  firm  sells  for  S200  million— 
which  is  about  six  times  what  its  earn 
ings  will  be  when  profit  margins  agair, 
return  to  normal. 

]WP  (19)  could  easily  be  S40  b> 
1994.  It's  a  bit  of  a  conglomerate,  but 
each  main  area  should  grow  nicely — ^ 
which  is  nift>'  since  it  is  selling  at 
below-average  valuations  of  23%  ol 
revenue,  12  times  earnings  that  aren't ' 
terribly  recession  sensitive,  and  at  1.7 
is  at  about  nvo-thirds  of  the  market's 
price-to-book  ratio. 

The  image  of  M/A  Com  (7),  a . 
leader  in  micro\\ave  electronics  tech- 
nolog>'  for  both  defense  and  commer- 
cial markets,  is  hurt  by  its  defense 
exposure.  But  the  stock  is  too  cheap — 
with  a  cash  flow  >ield  of  30% — hard  to 
beat.  At  40%  of  revenue,  nine  times 
earnings  and  1.4  times  book  value, 
this  $170  million  market-cap  stock 
should  double  before  1995.  ^ 
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pk  for  the  relative  strength  in  small-cap 
Icks  to  continue.  Here  are  some  good  sources 
investment  ideas  in  the  group. 

lie  least  shall 
efbrst 


r  MARK  HULBERT 


|rk  Hulbert  is  editor  of  the  Alexandria,  Va.- 
sd  Hulbert  Financial  Digest.  His  newest 
Dk  is  The  Hulbert  Guide  to  Financial 
^wsletters  (New  York  Institute  of  Finance). 


AR  AFTER  YEAR  over  the  last  decade, 

estors  were  told  that  secondary 

)cks  were  the  place  to  be.  Yet  year 

ter  year  the  secondaries  underper- 

)Aned  the  blue  chips.  But  in  1991 

le  secondaries  finally  had  their  day  in 

le  sun:  The  U.S.  stocks  with  the 

nallest  market  capitalizations  gained 

4%  last  year,  handily  beating  the  30% 

)tal  return  of  the  S&P  500. 

What  now?  As  I  pointed  out  the  last 

me  I  wrote  about  small-cap  stocks 

see  my  Au0.  19,  1991  column)^  their 

dative  strength  tends  to  come  in 

treaks.  That  is,  whenever  they  out- 

erform  larger-cap  stocks  for  more 

lan  just  a  few  months,  they  often 

:ontinue  to  do  so  for  a  number  of 

-ears.  So,  if  history  repeats,  the  small 

:aps'  relative  strength  will  continue. 

By  small  caps,  I  mean  the  20%  of  the 

U.S.  stock  universe  with  the  lowest 

market    capitalization — which    cur- 

rendy  means  those  with  a  market 

value  of  less  than  $100  million.) 

The  1991  performance  of  invest- 
ment letters  reflects  the  fact  that  they 
have  a  heavier  focus  on  small -cap 
stocks  than  other  players  in  the  advi- 
sory industry.  According  to  the  Hul- 


bert Financial  Di£[est  rating  service, 
the  average  equity  portfolio  among 
the  123  letters  monitored  beat  the 
S&P  500's  total  return  last  year,  38% 
to  30%.  This  is  the  first  time  in  years 
the  average  letter  beat  this  widely 
watched  performance  benchmark. 

Of  course,  these  letters'  improved 
relative  performance  is  traceable 
to  the  simple  fact  that  secondary 
stocks — their  special  province — have 
started  to  shine.  They  have  not  just 
suddenly  become  smarter.  Neverthe- 
less, because  smaller-cap  stocks'  rela- 
tive strength  is  likely  to  continue, 
there  is  now  additional  reason  to  pay 
attention  to  the  investment  letters. 
The  smallest-cap  part  of  the  market  is 
pretty  obscure,  and  these  letters  can 
play  a  usefiil  role  in  digging  through 
the  litde-known  names  and  bringing 
them  to  your  attention. 

Which  letters  are  the  best  bet  to 
play  the  expected  strength  in  second- 
ary stocks.''  Those  with  the  best  record 
over  the  last  several  years  are  bi  Re- 
search (edited  by  Tom  Bishop),  mpt 
Review  (Louis  Navellier),  ore  Insight 
(James  Collins),  Medical  Technology 
Stock  Letter  (James  McCamant),  the 
Oberweis  Report  (James  Oberweis) 
and  the  Value  Line  ore  Special  Situa- 
tions Service  (Peter  Shraga).  On  aver- 
age over  the  last  three  years,  these 
letters'  model  portfolios  have  gained 
241%,  in  contrast  to  just  25%  for 
Dimension  Fund  Advisors'  9-10 
Small  Company  Fund,  an  index  fiind 
constructed  to  match  the  20%  of 
stocks  with  the  lowest  market  caps. 

Which  stocks  do  these  letters  cur- 
rendy  like?  Not  surprisingly,  given 
how  obscure  many  of  these  small 
companies  are,  these  letters  are  rec- 
ommending a  bewildering  variety  of 
stocks.  There  is  not  even  one  compa- 


ny under  $100  million  in  market  capi- 
talization that  currently  is  being  rec- 
ommended by  more  than  one  of  these 
services.  But  there  is  one  industry 
grouping  that  gets  special  attention: 
medical  and  biotechnology. 

Here  are  the  small -cap  companies 
in  the  medical  and  biotechnology  are- 
nas that  these  investment  letters 
count  among  their  current  favorites: 

Merit  Medical  (recommended  by 
MPT  Review,  recent  price:  15),  which 
manufactures  disposable  medical 
products;  Century  Medicorp  (a  buy 
candidate  from  ore  Insight,  recent 
price:  20),  which  operates  an  acute - 
care  hospital  and  an  HMO;  Henley 
International  (17,  recentiy  added  to 
Oberweis  Reporfs  model  portfolio), 
which  provides  a  number  of  physical 
therapy  and  home  pain  management 
services;  Phycor  (17,  another  addition 
to  Oberweis  Reporfs  model),  which 
operates  a  number  of  multispecialty 
medical  clinics;  Imre  (4,  recommend- 
ed by  Medical  Technology  Stock  Letter 
for  purchase  under  $2),  which  treats 
various  cancers  and  autoimmune  dis- 
eases; Biotechnology  Development 
(4,  rated  buy  by  Medical  Technology 
Stock  Letter  under  $2),  which  is  in- 
volved in  the  commercialization  of 
new  technologies  in  the  biotech  field; 
Procyte  (10,  yet  another  low  cap  in 
Medical  Technology  Stock  Letter's 
model  portfolio),  which  focuses  on  a 
variety  of  medical  fields,  such  as 
wound  healing  and  hair  growth; 
American  Biodyne  (16,  recommend- 
ed by  the  Value  Line  otc  Special 
Situations  Service),  which  provides 
mental  health  care  and  substance 
abuse  treatment  services;  and  TriCare 
(14,  another  buy  candidate  fi-om  Val- 
ue Line),  which  provides  a  broad  line 
of  occupational  health  services.     ^M 
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Even  the  optimists  have  about  given  up  on  natural 
gas.  When  that  happens,  it  is  often  a 
good  time  to  buy  an  industry. 

"Not  in  my  lifetime" 


m 


BY  FREDERICK  E.ROWE  JR. 


Frederick  E.  (Shad)  Rowe  Jr.  is  the  general 
partner  of  Dallas'  Greenbrier  Partners, 
a  hedge  fund. 


Whenever  natural  gas  producers 
meet,  the  following  joke  is  almost 
invariably  told.  The  president  of  the 
Independent  Producers  Association 
of  America  asks  God  two  questions: 
"Will  the  natural  gas  surplus  ever 
dissipate  and,  if  so,  when?"  God 
rephes:  "The  answer  to  your  first 
question  is  probably;  and  the  answer 
to  your  second  question  is  not  in 
my  lifetime." 

It's  a  good  story  but,  happily,  an 
exaggeration.  In  my  opinion,  the 
free-fall  in  the  price  of  natural  gas  is 
about  to  end.  During  the  last  decade, 
the  spot  (market)  price  of  natural  gas 
has  fallen  from  more  than  $4  per 
thousand  cubic  feet  to  less  than  $1. 
I  am  bullish  on  the  price  of  natural  gas 
and  on  the  natural  gas  producing 
companies  that  survive  the  industry's 
current  depression.  Natural  gas  is 
now  a  deregulated  commodity.  The 
current  downtrend  in  supply  (capaci- 
ty) and  the  uptrend  in  demand  (con- 
sumption) will  produce  a  predictable 
result — a  dramatic  rise  in  natural  gas 
prices  that  should  occur  next  winter. 

By  nature,  natural  gas  producers 
were  an  optimistic  lot.  For  most,  that 
optimism  has  been  replaced  with  an 
attitude  of  resigned  depression, 
which  the  foregoing  joke  reflects.  In 
the  early  1980s,  remember,  the  rally- 
ing cry  for  natural  gas  producers  when 


they  first  started  seeing  their  produc- 
tion curtailed  was,  "Stay  alive  till 
'85."  Since  then,  of  course,  a  grim 
situation  has  only  gotten  worse. 

Natural  gas  used  to  be  a  highly 
regulated,  contracted  natural  re- 
source. Now  80%  of  the  gas  that  is 
produced  trades  on  the  spot  market 
and  is  subject  to  wild  price  fluctua- 
tions like  any  other  basic  commodity. 
There  is  no  OPEC  to  moderate  supply/ 
demand  imbalances.  If  there  is  excess 
supply  anywhere,  any  of  thousands  of 
gas  marketing  organizations  will  find 
a  market;  and  if  the  producer  needs 
cash,  he  or  she  will  sell,  regardless  of 
how  depressed  that  price  is. 

Thus  deregulation  and  other  fac- 
tors, like  recession  and  an  unprece- 
dented series  of  warm  winters,  have 
combined  to  drive  the  price  of  natural 
gas  to  levels  that  formerly  would  have 
seemed  unimaginable.  In  theory,  an 
mcf  (1,000  cubic  feet)  of  natural  gas 
should  sell  for  one -sixth  the  price  of  a 
barrel  of  oil.  That  is  its  heating  equiva- 
lent. Oil  at  $18  a  barrel  should  trans- 
late to  $3  per  mcf  natural  gas.  That  is 
how  natural  gas  is  priced  throughout 
most  of  the  world. 

In  spite  of  recession  and  warm 
weather,  the  consumption  of  natural 
gas  has  continued  to  rise  modestiy.  In 
1991,  for  example,  the  consumption 
of  natural  gas  in  the  U.S.  was  up  about 
4%  over  1990,  to  something  less  than 
20  trillion  cubic  feet.  In  fact,  con- 
sumption has  risen  modestiy  for  most 
of  the  last  decade.  About  10%  of  the 
gas  we  consume  comes  from  Canada. 
That  number  will  rise  modestly.  We 
are  net  exporters  of  gas  to  Mexico.  We 
get  82%  of  our  gas  from  Texas,  New 
Mexico,  Oklahoma,  Louisiana  and 
the  Gulf  of  Mexico.  The  average  life 
of  a  gas  well  is  about  seven  years. 

Since  the  finding  cost  of  natural  gas 
is  higher  than  its  market  price,  drilling 
for  gas  has  come  to  a  virtual  standstill. 
The  number  of  domestic  rigs  operat- 


ing is  at  a  50 -year  low.  Consider  tl 
the  domestic  rig  count  is  now  abo 
650.  In  tiie  early  1980s  it  was  4,500-, 
an  86%  decline. 

Is  the  fact  that  we  have  had  unus 
ally  warm  winters  for  nine  of  the  la 
ten  years  an  aberration  or  a  permanei 
state  of  affairs.'  I  vote  for  the  formi 
And,  in  fact,  conventional  uisdo: 
among  climatologists  is  that  becau: 
of  recent  volcanic  eruptions  in  tl 
Philippines  and  the  resultant  volcan 
ash  floating  around  the  world,  199 
93  will  be  a  cold  winter  throughoii 
the  world.  (The  volcanic  ash  bloc 
the  warming  rays  of  the  sun.) 

Since  domestic  natural  gas  is  a  pui 
commodity,  for  a  moment  assume 
following:  an  economic  recover) 
normal  winter  weather  in  1992-9i" 
and  supply  that  falls  short  of  demani 
(not  unprecedented).  What  coulc- 
happeni*  The  price  of  natural  ga 
could  quickly  rise  to  its  heating  oi 
equivalent  price,  about  $3  per  mcf 

How  should  an  in\'estor  pla>'  rJic 
potential  rise?  Unocal  (21)  look? 
promising.  Other  companies  thai 
look  interesting  are  Cabot  Oil  &-  Ga. 
(10),  Mitchell  Energy  &  Developmem 
(15),  Noble  Affiliates  {12),  A?iadarko 
(19)  and  Arkla  Exploration  (10).  Ail' 
of  these  companies  trade  at  three  to 
five  times  current  cash  flow.  A  mean- 
ingfiil  rise  in  the  price  of  natural  gas 
would  increase  the  cash  flows  of  the 
companies  dramatically.  Institutions 
are  "underweighted"  in  this  group, 
and  a  change  in  perception  could 
produce  exciting  upside  stock  market 
performance. 

Finally,  gutsy  speculators  might 
even  consider  Mesa  Inc.  (3),  whose 
chief  executive,  Boone  Pickens,  has 
been  the  world's  most  vocal  propo- 
nent of  natural  gas  over  the  last  15 
years,  much  to  the  impoverishment  of 
his  shareholders.  If  the  company  sur- 
vives and  if  gas  prices  rise  appreciably. 
Mesa  would  be  a  bi«  winner.  ^ 
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^  far  as  they've  fallen  already,  commercial  real  estate 
[lues  must  fall  much  further  to  clear  the  market. 

Bottom,  bottom, 
here's  the 
ottom^ 


Itephen  E.  Roulac  leads  a  real  estate 
ei§nd  economic  consulting  firm  based  in 
lan  Francisco.  His  forthcoming  book,  Reeling 
ealty,  chronicles  the  1980s  real  estate  debacle. 


pME  SAVVY  real  estate  investors  have 
een  asserting  that  the  market  is 
oised  for  a  robust  rebound,  some- 
hing  akin  to  the  recovery  in  the  late 
1970s  when  fortunes  were  made  from 
buying  up  office  buildings  and  other 
distressed  commercial  properties. 
Certainly  today's  depressed  condi- 
tions favor  the  buy  side  of  the  real 
estate  transaction.  But  hold  on  to 
your  wallet.  To  commit  capital  to  real 
estate  deals  in  anticipation  of  a  strong 
near-term  recovery  in  the  overall 
property  market  would  be  premature. 
Values  still  have  quite  a  way  to  fall. 

The  problem  is  simple.  The  market 
isn't  clearing.  Sellers  continue  to  de- 
mand prices  rooted  in  the  go-go 
1980s.  But  real  estate  investors'  psy- 
chology has  changed.  Potential  buy- 
ers no  longer  believe  that  real  estate 
values  will  rise  even  as  much  as  infla- 
tion, which  isn't  the  threat  it  used  to 
be.  Because  it  is  next  to  impossible  to 
raise  rents  in  most  projects,  the  de- 
mand for  higher  yields  can  be  met 
only  if  sellers  cut  their  asking  prices. 


Real  estate  deals  are  priced  on  the 
basis  of  capitalization  rates.  The  in- 
verse of  a  price/earnings  multiple,  the 
cap  rate  is  similar  to  the  yield  on  a 
bond.  Cap  rates  and  propert)'  values 
are  inversely  related:  If  cap  rates  are, 
say,  10%,  then  a  building  throwing  off 
a  cash  return  of  $1  million  would  be 
worth  $10  million.  Similarly,  a  5%  cap 
rate  supports  a  $20  miUion  value.  If 
the  cap  rate  is  20%,  the  building  would 
be  worth  $5  million.  Rising  cap  rates 
are  bad  news  for  property  values. 

During  much  of  the  1980s,  inves- 
tors were  willing  to  accept  relatively 
nominal,  or  even  negative,  current 
cash  returns  because  they  believed 
that  rents  and  property  values  would 
continue  to  rise  and  produce  attrac- 
tive total  aftertax  returns — cash  re- 
turns, tax  savings  and  capital  gains. 
But  the  1986  tax  act  wiped  out  most 
of  the  tax  advantages,  and  growing 
supply  surpluses  destroyed  apprecia- 
tion prospects — yet  banks  aggressive- 
ly expanded,  financing  new  projects. 
Moreover,  inflation  has  almost  with- 
ered away,  and  in  today's  market  few 
investors  perceive  future  appreciation 
as  highly  probable. 

As  a  result,  investors  are  placing 
more  emphasis  on  current  cash-on- 
cash  yield  than  on  total  return.  In 
other  words,  cap  rates  now  reflect 
almost  entirely  a  project's  cash  yield, 
whereas  before  they  represented  part- 
ly cash  and  largely  projected  apprecia- 
tion in  the  property's  value.  With 
concerns  about  the  economy  and  di- 
minished appreciation  prospects,  in- 
vestors are  typically  demanding  10% 
cash  returns  to  justify  tying  their  mon- 
ey up  in  illiquid  real  estate. 
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For  people  who  own  property  and 
for  bankers  whose  loans  are  collateral- 
ized by  property,  these  new  investor 
demands  are  scary.  They  mean  that  if  a 
piece  of  property  is  to  be  sold,  the 
seller  must  cut  his  price  by  even  more 
than  he  already  has  cut  it. 

How  far  must  prices  fall.^  One  indi- 
cation is  the  Russell- NCREIF  index, 
which  for  real  estate  is  xht  closest 
approximation  of  the  Dow  Jones  in- 
dustrial index.  Since  1987,  income 
from  properties — essentially  the  cur- 
rent cash  return — has  represented 
about  a  7%  return  on  the  index's 
portfoho  values.  But  if  the  Russell- 
NCREIF  index's  portfolio  were  reval- 
ued to  reflect  the  10%  return  that 
investors  are  now  requiring,  the  in- 
dex's current  values  would  be  adjust- 
ed downwards  by  perhaps  30%. 

Yes,  I  am  aware  of  President  Bush's 
and  Congress'  promises  to  restore 
some  of  real  estate's  tax  breaks.  But 
the  only  real  solution  to  the  real  estate 
debacle  turns  on  righting  the  balance 
between  supply  of  and  demand  for 
space.  Anything  that  stimulates  eco- 
nomic expansion  is  good  for  real  es- 
tate. But  what  we  don't  need  are  tax 
incentives  to  create  more  buildings. 

The  sooner  property  prices  fall  to 
levels  at  which  investors  will  commit 
capital  to  them,  the  sooner  lenders 
will  again  have  confidence  in  property 
as  collateral.  But  owners  of  real  estate 
assets  (and  some  bankers)  still  per- 
ceive the  values  of  those  assets  in  terms 
of  valuation  relationships  that  are  un- 
likely to  apply  in  the  1990s.  Sellers 
think  their  properties  are  still  worth 
values  based  on  7%  current  returns, 
whereas  potential  buyers  are  demand- 
ing 10%  current  returns.  A  huge  bid- 
ask  spread  has  developed.  It's  as  if  the 
stock  market  says  your  IBM  stock  is 
worth  100  but  you,  convinced  it's 
worth  150,  won't  take  a  penny  less. 

As  in  stocks,  so  in  real  estate:  The 
market  won't  clear  unless  and  until 
buyers  and  sellers  come  together  on  a 
price.  Right  now  the  buyers  have  the 
capital  and  the  upper  hand,  and 
they're  sticking  to  their  demands  of 
10%  current  returns.  Unless  you  think 
inflation  and  the  economy  will  soon 
take  off  again,  then  sooner  or  later  the 
sellers  will  have  to  budge  to  accom- 
modate the  buyers.  When  they  do, 
we'll  begin  to  find  out  where  the 
property  market  bottom  really  is.  WM 
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Peak  Profits. 


Launch  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  houses. 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing.. 
For  the  whole  story, 
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1-800-221-6063. 
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100%  Cotton/ Your  Logo!  — 
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RETAIL  COST 
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MODEL 

DESCRIPTION 

APPRX  CAPACITY 

440 

Uprigh! 

400 

700 

Upright 

600 

296 

Credenza 

280 

114 

Compoct 

114 

230 

Two  Doors 

230 

700FUR 

Fur  Vault 

8  to  10  Furs 

700HH 

His  and  Hers 

300  bottles  4/5  Furs 
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page,  art  book  Catalogue.  $6  (refundable). 
1-800-2-CANVAS,  ext  460 


"So  real  your  friends  will  think  you 
looted  the  Louvre!" 
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STOP  SWEAT 
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tive way  to  combat 
excess  sweat  — 
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Electronic  treatment 
gives  6  weeks  dry- 
ness. Reusable  — 
safe  &  effective  say 
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Send  for  free  information. 

GENERAL  MEDICAL  CO.  Dept.  FOB-51 
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COMPUTERS 
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Our  15th  year  of  DISCOUNTS 

■fcndy*  Computers 

Radio  Shack®  phones  ...  and  nnore 

Toll  Free  800-231-3680 
22511  Katy  Fwy.  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


Engineered  for 
customized  orthopedi( 
support  to  prevent 
and  relieve  back  pain. 
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"Elevette"  . 

Practical 

Luxury. 

Enjoy  the  practical     1 1 
luxury  of  "Elev-          1 
ette".  tfie  custom-    m 
built  residential  ele-  9 
vator  tfiat's  ideal      rl 
for  those  who          ,  i| 
can't  or  shouldn't     M 
climb  stairs.  Write    m 
today  for  more        ■ 
information:            B 

INCLINATOR 

COMPANY    OF    IIaMERICA 

Dept.  7                    If® 
P.(5,Box  1557               Y 
Harrlsburg,  PA 
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GRAND  CHOCOLATE 
PIZZA.. 

Corporate  Gift  Giving  At  Its  Best. 

Next  Day  Delivery  Available. 
Call  For  FREE  BROCHURE. 

(800)475-R.S.V.P. 
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Another  shoe  to  drop^ 

In  late  January  Household  Interna- 
tional, Inc.,  the  $30  billion  (assets) 
consumer  and  commercial  loan  com- 
pany, announced  its  withdrawal  from 
the  "higher  risk"  portions  of  its  com- 
mercial finance  business — commer- 
cial real  estate,  highly  leveraged  trans- 
actions and  certain  equipment  financ- 
ing operations.  Prospect  Heights,  111.- 
based  Household  set  up  a  $93  million 
reserve  for  anticipated  losses,  and 
plans  to  liquidate  $1.8  billion  of  re- 
ceivables over  the  next  few  years. 

Household  stock  (recent  NYSE  price 
of  53)  has  held  up  well  since  this  shoe 
dropped — too  well,  thinks  analyst  Sy 
Jacobs  of  New  York's  Mabon  Securi- 
ties. Says  he:  "Household's  current 
33%  reserve  coverage  on  nonperform- 
ing  assets  seems  low  even  compared 
to  most  money  center  banks." 

Nor  is  Jacobs  satisfied  by  the  level 
of  reserves  Household  takes  to  pro- 
tect against  delinquencies  in  its  core 
consumer  finance  business.  In  1991 
that  delinquency  rate  was  a  worse- 
than-expected  5.5%,  up  from  4.9%  in 
1990.  Yet  reserves  set  aside  for  this 
were  just  1.9%.  Compare  that  with 
Beneficial  Corp.,  which  had  a  lower 
3.35%  delinquency  rate,  but  reserved 
nearly  3%  to  cover  possible  losses. 

Both  Household  and  Beneficial 
(the  latter's  recent  NYSE  price,  bSVs) 
trade  at  nearly  ten  times  what  Jacobs 
estimates  they  will  earn  in  1992.  The 
difference,  says  he,  is  that  in  House- 
hold's case  there's  the  risk  that  anoth- 
er shoe  might  drop.  Jacobs'  advice: 
Trade  out  of  Household  and  into 
Beneficial.        -Howard  Rudnitsky 

Rebound  all  over  again? 

Is  IT  TIME  for  Great  Adantic  &  Pacific 
Tea  Co.,  Inc.  to  resurrect  itself  again.^ 
After  stumbling  in  the  1970s,  a&p 
rebounded  in  the  1980s  with  better 
merchandising  and  financial  controls 
and  a  successfiil  acquisition  program. 
Between  1983  and  1989  the  Mont- 
vale,  N.J. -based  company  spent  $572 
million  to  buy  such  regional  super- 
market chains  as  Kohl's,  Dominion, 
Shopwell,  Borman's  and  Wald- 
baum's.  Between  fiscal  1983  (ended 
Feb.  28)  and  fiscal  1990,  earnings 
rose  from  57  cents  a  share  to  $3.84; 
the  stock  rose  from  4  to  65  or  so. 
Nothing  goes  up  forever.  In  Octo- 


ber 1990  A&P  overpaid  for  Ontario- 
based  Miracle  Food  Mart.  Cost:  $227 
million.  Fiscal  1991  earnings  rose 
slighdy  to  $3.95  a  share.  Soon,  mo- 
mentum vanished.  Some  60%  of  a&p's 
sales  are  from  Michigan,  Ontario  and 
greater  New  York,  all  hard  hit  by  the 
recession.  By  last  December,  the 
stock  had  fallen  to  25V2.  Analysts 
Allan  Roness  and  Brian  Maimone  of 


XM' 


hi 

0 


Deli  counter  at  an  A&P  store 

All  the  fixings  for  a  hero  of  a  stock. 


New  York's  Fahnestock  &  Co.  esti- 
mate that  in  the  fiscal  year  just  ended 
A&P  earned  just  $69  million,  $1.80 
per  share,  on  sales  of  $11.7  billion. 

Recendy,  however,  the  stock  ralUed 
to  31  ¥4,  on  expectations  that  a&p  will 
enjoy  terrific  operating  leverage  in  a 
recovery.  And  its  ratio  of  long-term 
debt  to  total  capital  (at  32%)  is  well 
below  the  grocery  retailer  average. 
The  company  can  easily  expand  with- 
out damaging  the  balance  sheet. 

Roness  and  Maimone  estimate  a&p 
will  earn  $2.50  a  share  in  the  current 
fiscal  year;  they  warn  the  stock  may 
backtrack  a  few  points  but  will  hit  40 
over  the  next  12  months.  German 
retailer  Tengelmann  Group  owns 
52%  of  A&p's  38.2  million  shares. 

Globe  wanning 

In  1989  Boston  -  based  Aflfiliated  Pub- 
lications, Inc.  spun  ofl'to  stockholders 
its  shares  in  McCaw  Cellular  Com- 
munications. Last  December  it  sold 
BPI  Communications,  which  publish- 
es Billboard,  Hollywood  Reporter  and 
Adweek,  to  a  partnership,  of  which 
Affiliated  owns  33%.  Affiliated  got 
$100  million  in  cash  and  $50  million 
in  tax  benefits,  roughly  offsetting  its 
long-term  debt.  That  leaves  it  with 
just  the  $393  million  ( I99I  revenues) 
Globe  Newspaper  Co.,  which  runs 
the  Boston  Globe. 
The  Globe  has  suffered  badly  along 


with  New  England.  But  analyst  Sa 
tore  Muoio  of  Gabelli  &  Co.  thi 
that,  after  a  four-year  decline,  it 
begun  to  turn.  (Mario  Gabelli's  fti 
own  15%  of  Affiliated's  Class  A  stc 
much  of  it  bought  at  average  pn 
close  to  the  current  market. )  Straw 
the  wind:  December  1991  linage 
the  Globe  was  up  6.4%  versus  19' 
December  ad  revenues,  meanwh 
increased  4.2%  year  over  year.  Cla 
fied  linage  has  also  risen  lately.  Fina 
circulation  is  up  despite  higher  ne\ 
stand  prices  and  home  deliver)'  ratt 

Muoio  estimates  Affiliated  will  ej 
35  cents  a  share  in  1992,  more  th 
triple  199 1's  depressed  results,  a. 
that  earnings  will  rise  to  50  cents 
1993.  The  n^se- listed  stock — recei 
ly  at  IOV4 — is  up  20%  since  the  begi 
ning  of  the  year.  But  Muoio  thinks  t- 
company  will  be  worth  $19  to  $24 
share  by  January'  1996,  when  the  Jc 
dan  and  Taylor  family  trusts,  whiti^  cffl 
control  the  company,  expire. 

The  trusts  own  81%  of  Affiliatedilso' 
21.1  million  Class  B  super\otin  ^ 
shares.  This  stock  is  convertiblf 
share-for-share,  into  Class  A  stock,  (^  i 
which  there  are  49.1  million  share 
(The  A  stock  trades;  the  B  doesn't 
Muoio  says  7\ffiliated's  strong  balanc 
sheet,  the  Globe  franchise's  value,  th' 
potential  for  a  recover)'  in  New  Er'  'ff 
gland  as  well  as  in  general  ad  spenc 
ing — plus  the  possibilit)'  of  the  com'i  '^ 
pany's  sale  by  the  mid-1990s — mak'  - 
the  stock  a  good  long-term  plav.       \  ^ 


c-1' 


Powering  through 
a  recession 

Temporary  help  is  among  the  firs 
businesses  hurt  by  a  recession;  it's  alsc 
among  the  first  to  reflect  a  recover)- 
This  hasn't  been  lost  on  investors 
Consider  how  they've  bid  up  shares  01 
$843  million  (sales)  Olsten  Corp.. 
one  of  the  field's  leaders.  Over  the 
past  year  or  so  the  Amex- listed  stock 
has  nearh'  doubled,  to  a  recent  llVi.  ' 
Olsten's  management  didn't  sit  out 
the  recession.  In  December  1990  the 
Westbur)-,  N.Y. -based  company  ac- 
quired Upjohn  Health  Care  Ser\-ices 
for  $58  million.  Higher- margin 
health  care  seniccs  now  account  for 
around  35%  of  Olsten's  revenues.  Ac- 
cording to  Judith  Scott  of  Milwau- 
kee's Robert  \V.  Baird  &  Co.,  the 
Upjohn  operation  added  about  IS 


172 


Forbes  "March  16,1992 


Co., 
^ne, 

^ 

kii 

us 

■mi 
id 

■h 

ernd 

irai 

vil 

ire 

eni 

be| 

lisi 
Sii 


s  a  share  to  1991  results  (93  cents 
e,  up  from  80  cents  in  1990). 
•tt  estimates  Olsten  will  earn 
0  a  share  this  year,  and  as  much  as 
0  in  1993.  Although  the  stock 
for  a  rich  21  times  anticipated 

2  earnings — and  16  times  Scott's 

3  estimate — she  notes  that  Olsten 
cally  trades  at  a  substantial  premi- 
to  the  market.  Scott  expects  the 
k  to  hit  34  or  35,  roughly  a  25% 
,  over  the  next  12  months.  There 
9.4  million  common  shares  out- 
ding,  plus  6.2  million  shares  of 

ss  B  supervoting  stock  owned  al- 
st  entirely  by  the  Olsten  family. 


eUd'sofifLydaU 

w  HIGH  is  up?  That's  a  question 
yst  John  Walthausen  of  Albany's 
King  &  Associates  is  being  asked 
se  days  about  litde  (sales,  $135 
ion)  Lydall,  Inc.  The  Manchester, 
nn. -based  company  produces  so- 
sticated  fiber- based  materials  used 
electrical  insulation,  gasketing  and 
er  products.  Lydall's  Big  Board 
ck,  which  split  2-for-l  in  Septem- 
r,  has  more  than  doubled  since 
d-1991,  to  a  recent  31¥4. 
A  big  reason  for  the  runup,  says 
althausen,  is  that  Lydall  has  a  slew 
promising  new  products.  For  ex- 
pie,  it  makes  a  material  that  is 
tical  in  the  filtering  of  a  patient's 
n  blood  for  transfiision  during  sur- 
:ry.  It  is  supplying  leading  pencil- 
aker  Faber-Castell  with  a  composite 
recycled  cardboard  and  newspaper 
)er  that  will  replace  wood  as  the 
ain  raw  material  for  a  new  pencil.  In 
le  automotive  market,  Lydall  has 
eveloped  material  for  insulated  bat- 
ry  cases.  And  its  filtration  media 
romote  cleaner  air  everywhere  from 
ospital  operating  rooms  to  semicon- 
uctor  production  facilities. 
Last  year  Lydall  earned  $1.41  a 
hare,  flat  with  1990.  But  that  was 
ommendable,  says  Walthausen,  giv- 
n  the  economy.  This  year  he  looks 
or  $1 .65  and  expects  the  company  to 
:arn  $2  a  share  in  1993.  With  Lydall 
rading  at  16  times  next  year's  esti- 
nated  earnings,  Walthausen  admits 
le'd  rather  buy  the  stock  on  weak- 
less.  Trouble  is,  Lydall's  prospects 
(X)k  so  strong  the  stock  may  not  get 
nuch  weaker.  There  are  nearly  5.6 
nillion  shares.  Insiders  own  25%.  ^M 
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This  is  the  way  you  always 

imagined  the  South  Pacific 
to  be" 


FLjdeavi^ayRepart 


It's  the  vacation 
of  a  lifetime  for 
$2,100  a  week! 
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Taken  as  a  whole,  Fyi  is 
perhaps  the  most  idyllic  and 
hospitable  archipelago  in  the 
South  Seas,  its  essence 
springing  right  from  the  heart 
of  impretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fyi  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  thefiowwit/  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  comer  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 

and  wild  birds 

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  traditional 
fiill-blown  social  resort,  but  rather 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning vdth  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation are  enjoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling/scuba  diving  (tanks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  tropical  fish  and 
specimen  shells — 

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific  •  •  •  ■  ■ 


f .  at-^:% 


Name. 


Contact: 
Fiji  Nlanager 
Attn:  Erroi  Ryland 
Fort  Gariand,  CO  81133 
(719)  379-3263 


LJ   Fire  up  my  imagination! 

Send  me  a  free  color  brochure. 


Zip. 


4LD6 


vpr 


most  precious  thing  you  can  own 


Land . . .  what  else  can  give  you  so  much  pleasure  now  and  f6r  years  to  come? 


|M|he  land  we're  offering  is  far 
I  rrom  the  crowds  and  rat  race  of 
A  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  or  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303   2WL1 
Ft.  Garland,  CO  81133. 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  sigr-     , , 
judged  the  merits  or  value,  il  any.  o(  this  property  Equal  Credit  and  Housing  0( 
statement  has  been  filed  with  the  SocretriP/  o(  Stntp  nt  iho  Slito  of  Now  York  Ti- 
of  the  sale  or  lease  or  offer  for  sale  or 
upon  the  merits  of  such  offering   A 
Ranches.  NYA86  153.  A  staterfient  oi  rc'coi  i 
to  be  offered  to  New  Jersc-v  residents,  but  do. 
Offering  Statement  and  read  it  before  signing 


FLASHBACKS 


EDITED  DY  DERO  A.  SAUNDERS 


more  things  change . . ." 
^ears  ago  in  Forbes 

iHE  ISSUE  OF  March  18, 1922) 
British  government  has  an- 
liced  its  acknowledgment  of  the 
xndence  of  Egypt  and  the  ter- 
ttion  of  its  protectorate  over  the 
The  sovereignty  of  the  Sultan 
3e  restored." 

lliam  Rockefeller,  brother  of 
|i  D.,  is  to  spend  a  quarter-of-a- 
}()n  dollars  in  erecting  a  magnifi- 

tomb  for  himself,  the  newspapers 
bunce.  This  is  sad.  Few  men  of  his 
Ith  and  opportunities  have  more 
ipletely  failed  to  build  for  them- 
;s  a  worthy  place  in  the  hearts  of 
fellow  men.  The  only  'magnifi- 
t'  monument  William  Rockefeller 
leave  will  be  this  palatial 
lb." 

years  ago 

[)M  THE  ISSUE  OF  March  15, 1932) 


50  years  ago 

(From  THE  ISSUE  OF  March  15, 1942) 
"Vestless  suits,  which  save  the  cus- 
tomer $5  and  the  country  wool,  are 
now  on  sale.  All  new  clothes  are 
short  on  zippers,  buckles,  other 
metal  doodads.  Buttons,  for  the 
most  part,  are  made  of  wood,  bone, 
spun  glass." 

"The  ban  on  production  of  radios, 
refrigerators  and  washers,  effective 
late  in  April,  has  sent  consumers  on 
another  buying  spree.  At  the  same 
time,  it  has  sent  dealers  who  handle 
only  household  items  in  search  of 
other  lines  to  sell." 
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1932  pneumatic-tired 
hIMichelin  raiicar. 


'or  the  past  two  weeks  patrons  of 
0  southern  and  western  stores  of 
Kjlworth's  chain  have  been  crowd- 
t,  in  to  see  what  the  new  20-cent 
ice  limit  means  to  them.  If  they 
ow  their  approval  by  buying,  the 
w  lines  will  be  sold  in  the  remaining 

805  U.S.  stores Woolworth's 

lieves  that,  because  of  low  com- 
odity  prices,  it  can  offer  unusual 
irgains  if  it  raises  the  limit,  and  can 
cady  increase  its  sales  with  little 
crease  in  overhead." 

Germany  continues  to  prepare  for 
cr  great  national  election,  and  the 
rst  balloting  for  the  presidency  is 
heduled  for  March  13.  Adolf  Hitler 
by  far  the  strongest  candidate  op- 
osing  the  present  president, 
lindenburg." 


Wooden  tires? 

They  were  tried  out  in  World  War  11. 

25  years  ago 

(From  THE  ISSUE  OF  March  15, 1967) 
"We  should  protect  what  Justice 
Brandeis  called  the  'right  most  valued 
by  civilized  men' — the  right  to  priva- 
cy. We  should  outlaw  all  wiretapping, 
public  and  private,  wherever  and 
whenever  it  occurs,  except  when  the 
security  of  this  nation  itself  is  at 
stake — and  only  then  with  the  strict- 
est government  safeguards." 

-President  Lyndon  Johnson 

"More  than  75%  of  those  using  com- 
puters today  rent  them  direcdy  from 
the  manufacturers.  Only  16.2%  own 
the  equipment  themselves,  while  a 
mere  6.2%  operate  it  under  leaseback 
arrangements  with  'a  third  party.'  " 

"In  the  dear  dead  days  of  radio,  a 
great  wit,  the  late  Fred  Allen,  referred 
to  that  medium  as  'furniture  that 
talks.'  Today,  thanks  to  electronics, 
hirniture  not  only  talks,  it  records, 
shows  movies  and,  in  the  not  very 
distant  future,  is  going  to  do  for  the 


Tliis  1967  Forbes  cover  by  the  great 
Ruiie  Goldberg  was  right  on  target  about 
home  entertainment's  future. 

home  what  it  already  has  done  for  the 
office  and  factory:  automate  it.  What 
all  this  means  is  simply  that  the  color 
TV  boom,  though  faltering  a  bit  right 
now,  is  only  the  beginning  of  a  tre- 
mendous future  for  electronics  in  the 
home." 

10  years  ago 

(From  the  ISSUE  OF  March  15, 1982) 
"The  University  of  Texas  is  a  school 
with  ambitions  to  rival  Harvard  and 
the  University  of  California  as  one  of 
the  premier  U.S.  centers  of  research, 
the  hallmark  of  greatness  among  uni- 
versities today.  UT  is  doing  what  those 
other  schools  did  in  the  past:  using 
money  to  attract  the  best  brains  and 
build  the  best  facilities.  .  .  . 

"Officially,  Texas'  $1.5  billion  en- 
dowment places  second  to  Harvard's 
$1.7  billion.  But  the  university  owns 
2.1  million  acres  of  oil  lands  in  west 
Texas — ceded  to  the  university  sys- 
tem by  the  state  in  1876  and  1883 — 
[carried]  on  its  books  at  a  mere  $10 
million.  The  true  present  value  of  its 
endowment  is  well  over  $3  billion." 

"You  have  to  say  this  for  gap  Chair- 
man Jesse  Werner:  He's  a  survivor. 
For  20  years  he  has  presided  over  one 
of  the  worst  corporate  performance 
records  in  American  industry  and  yet, 
at  the  age  of  65,  he  has  just  been  given 
a  new  management  contract.  .  .  ."Bil 
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How  is  this  for  meanness? 
John  Jacob  Astor,  father 
of  the  present  Vincent 
Astor,  used  to  have  a 
Fifth  Avenue  Hotel  barber 
£jo  to  his  house  every 
day  to  shave  him.  He 
didn't  tip  the  barber 
every  day,  but  gave  him 
50  cents  a  week.  But — and 
here  is  the  rub — instead 
of  paying  the  barber  on 
the  same  day  each  week, 
he  systematically  paid 
the  tip  one  day  later 
each  week.  .  .  .  In  the 
course  of  six  weeks  he  thus 
skinned  the  barber  out 
of  a  week's  tip!  Imagine 
a  man  ofAstor's  wealth 
descending  to  such  a 
contemptible  dodge  to  save 
10  cents  a  week! 


-B.C.  Forbes 


Doing  business  without 
advertising  is  like  winking 
at  a  girl  in  the  dark. 
You  know  what  you  are  doing, 
but  nobody  else  does. 
-Steuart  H.  Britt 

The  future  you  shall  know 
when  it  has  come;  before 
then,  forget  it. 

-Aeschylus 

There  are  only  two  or  three 
human  stories,  and  they  go 
on  repeating  themselves  as 
fiercely  as  if  they  had 
never  happened  before. 
-WiLLA  Gather 

We  are  healthy  only  to  the 
extent  that  our  ideas 
are  humane. 
-Kurt  Vonnegut  Jr. 

Never  go  to  a  doctor  whose 
office  plants  have  died. 
-Erma  Bombeck 


A  Text ... 

My  brethren,  count  it 
all  joy  when  ye  fall 
into  divers  temptations; 
Knowing  this,  that  the 
trying  of  yovir  faith 
worketh  patience.  But 
let  patience  have  her 
perfect  work,  that  ye 
may  be  perfect  and  entire, 
wanting  nothing. 
-James  1:2-4 


Sent  in  by  Mrs.  Gaye  B.  Ross, 
Piano,  Tex.  What's  your  favorite 
text?  The  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Expect  only  5%  of  an 
intelligence  report  to 
be  accurate.  The  trick  of 
a  good  commander  is  to 
isolate  the  5%. 
-Douglas  MacArthur 

If  you  wish  to  avoid  seeing 
a  fool  you  must  first 
break  your  mirror. 
-pRANgois  Rabelais 

Love  is  the  delightfiil 
interval  between  meeting 
a  beautiful  girl  and 
discovering  that  she 
looks  like  a  haddock. 
-John  Barrymore 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  tO:  Forbes  Books,  P.O.  Box  11234, 
Des  Momes,  lA  50340.  Add  sales  tax  on  orders  in 
New  York  State  and  other  states  where  applicable. 


American  capitalism  has 
been  both  overpraised  and 
overindicted.  It  is  neither 
the  Plumed  Knight  nor  the 
monstrous  Robber  Baron. 
-Max  Lerner 

An  idea  isn't  responsible  for 
the  people  who  believe  in  it. 
-Don  Marquis 

Reactionaries  must  be 
deprived  of  the  right  to 
voice  their  opinions; 
only  the  people  have 
that  right. 
-Mao  Tse-tung 

The  trouble  with  the  world 
is  that  the  stupid  are 
cocksure  and  the  intelligent 
ftiU  of  doubt. 

-Bertrand  Russell 

Only  those  who  decline  to 
scramble  up  the  career  ladder 
are  interesting  as  human 
beings.  Nothing  is  more 
boring  than  a  man  with 
a  career. 

-AlEKS.^NDR  SOLZHENrrSYN 

High  people,  Sir,  are  the 
best:  Take  a  hundred  ladies 
of  qualit)',  you'll  find  them 
better  wives,  better  mothers, 
more  willing  to  sacrifice 
their  own  pleasures  to  their 
children,  than  a  hundred 
other  women. 
-Samuel  Johnson 

I  have  bursts  of  being  a 
lady,  but  it  doesn't  last  long. 
-Shelley  Winters 

The  English  have  better  sense 
than  any  other  nation — and 
they  are  fools. 
-Metfernich 

England  and  America  are 
t\vo  countries  separated 
by  the  same  language. 
-George  Bernard  Srwv 
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wn  one  of  these  leather-bound  books 
r  only  $4.95. .  .the  price  of  a  paperback! 

E  100  GREATEST  BOOKS  EVER  WRITTEN 


finest  edition  you  can  find  of  Moby 

Ik  is  the  great  Easton  Press  leather- 

jind  edition.  Now  you  can  have  this 

irious  book  (a  wonderful  value  at  its 

lular  price  of  $38.00)  for  the  price 

paperback— only  $4.95— with  no 
ligation  to  buy  any  other  book.  You 

keep  Moby  Dick  for  $4.95  forever! 


/hy  is  The  Easton  Press  making  this. 

I  we  say  it,  whale  of  a  deal?  Because  we 
|k  you'll  be  delighted  and  astonished 
m  you  see  the  quality  of  your  first  Eas- 
I Press  leather-bound  edition.  When  you 

the  quality  of  the  leather,  and  hold  the 

of  the  book.  When  you  look  at  the 

luty  of  the  binding,  and  see  the  gleam  of 

|22ktgold  Inlaid  on  the  spine! 

frankly,  we  are  hoping  you  will  be  so 

;n  with  this  first  volume  that  you  will 
It  to  own  additional  leather-bound  edi- 
Jis  from  The  100  Greatest  Books  Ever 
[tten.  But  you  are  under  no  obligation  to 

30. 

Replace  those  paperbacks 

and  forgotten  best  sellers 

with  leather-bound  classics! 

There's  a  time  in  your  life  when  you 
will  want  to  replace  your  paper- 
backs and  forgotten  best 
sellers  with  a  library  of 


The 

first  book 

is  yours  to 

keep 

for  only 

$4.95. 


beautiful  and  important  books.  That's  what 
a  great  library  is  all  about... books  so  mag- 
nificent that  they  are  your  pride  and  joy... 
a  statement  about  you.  And  a  library  of 
leather-bound  books  Is  the  best  of  all. 


Each  book  bound  in 

genuine  leather 

with  accents  of 

22]ct  gold. 

Real  Value! 

The  books  in  this  collection  are  a  genuine 
value,  not  cheap  reprints.  Not  poor-quality 
editions  in  imitation  leather.  Easton  Press 
editions  are  the  real  thing.  Real  leather  edi- 
tions of  the  finest  quality.  Heirloom  books 
elegantly  bound  and  printed  on  acid-free 
paper  so  that  they  will  last  for  generations. 
Yet  the  cost  is  not  expensive.  For  little 
more  than  the  price  of  ordinary-looking 
hardcover  books  you  can  own  these 
extraordinary  editions  —  books  that  are 
admired  and  collected  in  131  countries 
around  the  world.  Books  that  you  will  be 
proud  to  display  in  your  home  —  forever! 

Classics  by  Bronte.  Dickens. 
Dostoyevsliy.  Shakespeare.  Twain. 

Who  remembers  most  of  yesterday's  best 
sellers?  You  can  be  sure  the  world  will  never 
forget  the  works  of  Shakespeare.  Milton. 
Dostoyevsky.  Dickens.  Tolstoy.  Twain.  These 
are  the  greatest  authors  of  all  time  —  rep- 
resented here  by  their  greatest  works!  (We 
include  a  list  of  all  the  titles  with  your  $4.95 
book;  you  then  get  to  choose  which  books 
you  want  to  receive!) 

Each  volume  is  custom^bound  for  you. 

You  don't  see  luxurious  leather-bound  books 
in  most  homes,  which  is  all  the  more  reason 
you'll  be  proud  to  see  them  in  yours!  Nor  do 
you  see  these  Easton  Press  leather  editions 
for  sale  in  bookstores.  They  are  made  avail- 
able directly  to  you  —  with  no  bookstore 
mark-up  and  no  distribution  excesses.  This 
Is  what  lets  us  keep  the  price  low  and  the 
quality  high. 


Superior  craftsmanship  and  materials  go 
into  each  Easton  Press  edition.  F*remium- 
quality  leather.  Acid-neutral  paper.  Gilded 
page  ends.  Satin  ribbon  page  markers. 
Moire  fabric  endsheets.  Superb  illustra- 
tions. Hubbed  spines  accented  with  pre- 
cious 22kt  gold. 

At  just  $4.95  you  have  nothing  to  lose! 

Own  Moby  Dick  for  $4.95.  For  the  price  of  a 
paperback,  own  this  luxurious  edition  out- 
right. Then,  whether  you  buy  anything  fur- 
ther is  entirely  up  to  you.  Obviously,  you  get 
this  book  for  a  fraction  of  what  it  costs  us  to 
make.  We  do  so  in  confidence  that  you  will 
be  truly  impressed. 

To  take  us  up  on  this  unusual  opportunity, 
simply  call  us,  toll  free,  at  the  number  shown, 
or  mail  the  reservation  application  below. 

CALL  TOLL  FREE: 
1-800-367-4534,  Ext.  1-4533 

e  1991  MBI 

,________  —  —  —  —  —  —  —  —  —  —  —  —  —  —  —  —  —  — 

Reservation  Application 

The  Easton  Press 
47  Richards  Avenue 
Norwalk.  Conn.  06857 

Yes... send  my  leather-bound  edition  of  Moby 
Dick  for  me  to  keep  forever  at  just  $4. 95... and 
reserve  my  subscription  to  The  100  Greatest 
Books  Ever  Written.  If  I  like  this  book,  send  me 
further  editions  at  the  rate  of  one  per  month  at 
$38.00*  each-with  this  price  ($38.00)  held 
firm  for  the  next  two  full  years! 

I  understand  you  will  send  me  a  list  of  all  the 
titles  in  the  collection.  1  can  tell  you  which,  if 
any.  I  do  not  want,  and  I  am  free  to  tell  you  then 
to  send  me  no  further  books  at  all  if  that  is  my 
decision.  I  may  return  any  book  within  30  days 
for  a  refund,  and  either  party  may  cancel  this 
subscription  agreement  at  any  time. 

Here's  how  I  want  to  pay  for  my  $4.95  Moby 
Dick  and  future  volumes  (unless  1  tell  you  to 
cancel): 

D  VISA  D  MasterCard  D  American  Express  D  Discover 
Credit  Card  No,  Expiration  Date 

n  I  prefer  to  pay  by  check.  ($4.95  enclosed). 
Name 


Address . 


City. 


State . 


Zip. 


Signature 

All  orders  subject  to  acceptance. 

'Plus  $3.45  per  book  for  shipping  and  handling.  Any  applicable  sales 
tax  will  be  billed  with  shipment. 
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Forget  the  Japanese.  Call  off 
lacocca,  Gephardt  and  the  other  pro- 
tectionist hounds;  there's  an  $8  bil- 
For  tHe   pnidetlt         lion  American  automobile  industry 

that's  invested  in  by  nurses,  insur- 
Ittatl   who    leads    an    ance  agents  and  other  members  of  a 

broad  cross-section  of  the  popula- 
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Security 

BY  G.  GORDON  LIDDY 


Say,  Wasn '/  That 

Your  Carp  America 's 

Successful  Auto 

Industry 


tion,  and  it's  so  efficient  its  workers 
can  turn  out  a  new  vehicle  in  30  sec- 
onds for  dealers  who  can  sell  the 
same  car  to  eight  different  customers 
in  the  United  States  and  then  ship  it 
overseas.  Management.^  Some  of  it  is 
so  effective  it's 
accused  by  the 
United  States  gov- 
ernment of  being 
more  organized  than 
our  government  likes 
people  to  be.  For  Lee  lacocca,  sub- 
stitute Paul  Castellano,  onetime 
CEO  of  closely  held  Gambino,  a 
family  concern,  who  lost  his  position 
in  a  management  shakeup  that 
proved  fatal. 

Alas,  Detroit  can't  make  it  in  this 
auto  industry  either.  In  a  continua- 
tion of  the  Motor  City's  humiliation, 
it  came  in  eighth  last  year  behind 
(are  you  ready.'*)  East  Orange,  N.J.  I 
am  referring,  of  course,  to  the  United 
States  stolen  automobile  industry;  a 
business  that  pumped  out  1,635,907 
units  in  1990,  up  4.5%  over  1989. 

Perhaps  now  readers  who  have  not 
had  one  or  more  of  the  family  auto- 
mobiles stolen  will  realize  why  it  is 
just  a  matter  of  time  before  someone 
will  try;  and  perhaps  they'll  be  inter- 
ested in  what  they  can  do  to  lessen 
the  vulnerability,  not  to  mention 
slowing  the  soaring  rate  of  increase 
in  their  insurance  premiums.  We 
shall  start  with  the  latter. 

Those  of  you  who  own  yachts 
may  have  noticed  the  similarity  in 
your  boat  and  automobile  insurance 
policies.  That  is  not  an  accident.  At 
the  turn  of  the  century  it  was  marine 
underwriters  who  created  the  auto- 
mobile insurance  contract  to  protect 
mainly  against  losses  incurred  when 
automobiles  frightened  horses.  The 
policies  offered  risk  protection 
against  damage  to  \chicles  from  fire, 
theft  and  collision,  and  damage  to 


the  property  of  other  individuals — 
the  same  risk  protection  offered  the 
owners  of  ships  and  boats.  In  those 
days,  stealing  a  car  was  as  easy  as 
stealing  a  horse  (there  were  no  title 
and  vehicle  theft  laws,  and  few  cars 
had  locking  doors  or  ignitions),  and 
the  penalty  for  grand  or  petit  larceny 
was  a  lot  less  than  it  had  been  for 
horse-stealing  just  a  few  years  earli- 
er— hanging. 

These  days  there  are  locking 
doors  and  ignitions;  vehicle  identi- 
fication numbers  take  the  place  of 
brands  and  identify  cars  on  individ- 
ual title  documents,  and  there  are 
auto  theft  statutes  prohibiting  the 
interstate  transportation  of  a  stolen 
motor  vehicle.  The  problem  is  that 
it  remains  easy  to  steal  a  car;  the 
chances  of  being  caught  are  slim, 
and  the  penalty  less  than  that  of  a 
serial  murderer  willing  to  accept 
immunity  from  a  federal  special 
prosecutor  in  exchange  for  testimo- 
ny that  Ronald  Reagan  secretly 
gave  Benito  Mussolini  the  go- 
ahead  to  invade  Ethiopia.  With 
respect  to  your  insurance  premium, 
however,  you  have  another  prob- 
lem— your  neighbor. 

According  to  Detective  Frank 
Kollmann  of  the  New  York  City 
Police  Department's  Auto  Crime 
Division,  fully  25%  of  the  losses  for 
auto  "theft"  are  the  result  of  insur- 
ance fraud  by  automobile  owners. 
You  pay  the  penalrs'  in  higher  premi- 
um rates.  The  schemes  range  from 
what  the  police  call  "owner  give- 
ups" — abandoning  vehicles  on  city 
streets  to  be  stripped  and  ruined, 
then  reporting  them  as  stolen,  to 
dumping  the  car  into  a  quarry  or 
burying  it,  followed  by  a  theft  report, 
to  a  more  sophisticated  use  of  a  mid- 
dleman who  is  handed  the  \chicle, 
including  the  registration  and  keys, 
along  with  a  disposal  fee.  The  mid- 
dleman takes  the  car  to  a  "chop 
shop"  for  dismantling  and  subse- 
quent sale  of  the  parts  (an  automobile 
in  parts  is  worth  three  times  its  value 
as  a  whole),  then  returns  the  keys  and 
registration  to  the  owner,  w  ho  reports 
the  car  "stolen"  M\i\  tiles  a  claim. 
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Even  more  sophisticated  is  the 
"surgical  strip."  Here  an  owner  with 
some  degree  of  mechanical  ability 
partly  disassembles  his  car  in  his 
own  garage,  carefully  removing  and 
wrapping  up  seats,  radio,  trunk  lid, 
hood  and  other  easily  removable 
parts  which  do  not  render  the  car 
immobile,  then  drives  it  out  under 
cover  of  night  to  a  street  location. 
The  next  day  he  reports  it  stolen, 
notifies  his  insurance  company  and 
then  recovers  his  own  car  by  "find- 
ing" it  accidentally  as  he  drives 
about  in  a  rented  or  borrowed  vehi- 
cle. It  has,  of  course,  been 
"stripped."  The  owner  then  notifies 
his  insurance  company  and  the 
police,  says  he  wants  to  keep  the  car, 
accepts  the  check  for  repair  of  the 
damage,  and,  saying  he  wants  to  do 
so  himself  to  be  sure  it's  done 
right,  does  so  back  in  his 
garage  from  the  original 
parts  he  has  so  carefully 
preserved,  and  makes  a 
quick  $5,000. 

An  alternative  method 
of  owner  fraud  is  automo- 
bile arson.  Perhaps  misled  by 
Hollywood  special  effects 
practices  which,  for  the  sake  of 
"production  values,"  load  stunt 
vehicles  with  enough  flash  powder 
and  petrochemicals  to  make  them 
go  off  like  a  torpedoed  super- 
tanker when  they  crash  in  the 
chase  scene,  owners  throM'  a  match 
on  the  front  seat  and  run,  expecting 
the  same  thing  to  happen.  When  it 
doesn't,  they  pull  a  Hollywood  by 
dousing  the  interior  with  an  accel- 
erant— usually  gasoline,  and  give 
the  game  away. 

Owner  fraud  is  so  prevalent  in 
our  major  cities  that  street  punks, 
seeing  a  car  at  the  side  of  the  road 
being  worked  on,  just  assume 
they're  witnessing  fraud  or  theft 
and  jump  in  to  help  themselves,  it 
never  occurring  to  them  that  a  legit- 
imate repair  may  be  in  progress. 

Recently,  in  New  York  City,  an 
owner  had  a  flat.  He  was  still  jacking 
up  the  front  wheel  when  he  noticed 
that  the  rear  of  the  car  was  starting  to 


rise.  Someone  else  was  already  start- 
ing to  claim  the  rear  wheels  and 
tires!  When  the  owner  protested, 
"What  a  minute;  this  is  my  car!",  the 
automatic  assumption  was  fraud,  and 
the  bargaining  began:  "Okay,  just  let 
me  have  the  radio." 

To  give  you  some  idea  of  the 
extent  of  owner  insurance  fraud, 
consider  this:  last  year  the  National 
Insurance  Crime  Bureau  (previous- 
ly the  National  Automobile  Theft 
Bureau — NATB),  an  independent 
agency  supported  by  the  insurance 
industry  to  assist  police  in  preven- 
tion, investigation  and 
prosecu- 
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tion  of  insurance  crime  and  vehicK 
theft,  assisted  the  New  York  Cit^ 
Police  Department's  Auto  Crimt 
Division  in  a  S'/z-month  investiga 
tion  of  49  abandoned  vehicles.  I 
resulted  in  49  arrests  for  fraud 
Even  one  of  the  vehicles  had  been  aban 
doned  on  city  streets  by  its  oxcner  ana 
reported  stolen  to  collect  on  the  insur- 
ance policy.  If  you're  wondering 
what  kind  of  people  would  do  such 
a  thing,  try  a  nurse,  an  insurance 
agent,  a  school  principal,  a  comput- 
er analyst,  a  cafe  owner  and  a  finan- 
cial analyst! 

When  your  humble  con- 
fl     *        tributing  editor  was  an 
^      eager     young     special 
agent  of  the  FBI  operat-i 
ing  out  of  Gary,  Ind.,  the 
steel  (or  steal — it  works 
either  way  you  spell  it) 
capital  of  the  nation,  he 
received  a  letter  of  commen- 
dation from  the  late  J.  Edgar 

Hoover  for  the  arrest  and  con- 
viction of  Gus  Rubino  and  the^ 
Pronger  brothers. 

These  worthies  were  running  an 
auto-theft  ring  based  on  what  is 
known  in  the  trade  as  "the  salvage 
racket."  For  a  few  dollars  they  would 
buy  the  remains  of  a  total  wreck  of  a 
late-model  automobile  so  long  as  the 
cowl,  which  bore  the  \  ehicle  identi- 
fication number,  was  still  intact. 
With  the  wreckage  they  received 
the  title  papers  to  the  vehicle.  They 
then  stole  an  automobile  identical 
in  make  and  model,  switched  the 
\ chicle  identification  number  plate 
with  that  of  the  wreck,  used  the 
title  papers  to  re-register  the  stolen 
car  to  themselves  in  another  state 
and  sold  it  to  an  unsuspecting  buyer 
eager  for  a  bargain. 

While  I  got  the  commendation 
from  Mr.  Hoover,  the  truth  of  the 
matter  is  that  the  hard  work  of 
de\  eloping  proof  of  the  crime  was 
done  by  a  young  special  agent  of 
the  NATB  named  Hopkins.  He 
located  the  secret  serial  numbers 
in  hidden  locations  tm  the  stolen 
and  retitled  \ehicles  that  made  my 
case.   The  N A  TB  has  been  helping 
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che  police  and  the  FBI  on  auto      one  screwdriver. 

theft  cases  since  1912,  and  it's  high  Here,  according  to  Detective 

time  they  got  some  credit  for  it.      Garza,  is  how  it's  done: 

Without  them,  you    might  be  able  Step  1:  Break  a  window,  reach  inside 

to  afford  the  Ferrari,  but  you'd      andopendoor. 

never  be  able  to  handle  the  insur-  Step  2:  Enter  car,  sit  down,  insert 

ance  premium.  screwdriver  into  opening  in  plastic 

As  it  had  been  r^^pw^yj  jif.''iniM'S:'M0n«L>^M >-i±. ji. ',  .i.m'< .> 
34  years  since  I  last 
investigated  an 
auto  theft  case,  I 
was  curious  to 
learn  if  it  had 
become  more  diffi- 
cult to  steal  a  car, 
and  so  consulted 
Detective  Ric 
Garza  of  the 
General  Invest- 
igations Bureau  of 
the  Phoenix  Police 
Department. 
Because  the  inter- 
vening years  have 
seen  the  birth  of 
the  microchip,  the 
personal  computer, 
laser-guided  munitions  and  Stealth 
aircraft,  I  thought  it  would  be  much 
more  difficult.  Wrong.  It's  easier. 

In  fact,  according  to  detective 
Garza,  it  is  so  easy  that  90%  of  all 
stolen  car  prosecutions  in  Maricopa 
County  are  against  juveniles.  The 
stolen  cars  are  almost  always  recov- 
ered within  the  city  limits,  and  often 
a  short  distance  away,  because  the 
thieves  don't  even  want  them — the 
thefts  are  occasioned  by  contests 
among  youths  to  see  who  can  steal  a 
car  the  fastest.  Current  champion  is 
one  "Roberto  Burtoni"  (a  fictitious 
name),  age  16,  apprehended  in  the 
course  of  his  first  car  theft  at  age  12, 
and  who  has  stolen  some  500  cars 
since;  all  for  fun,  not  profit.  Young 
Mr.  Burtoni  can  steal  any  locked 
automobile  equipped  with  either  a 
Saginaw  or  TRW  steering  column 
(which  includes  the  vast  majority  of 
General  Motors-built  automobiles  as 
well  as  many  Chrysler  and  some 
American  Motors  products)  with  an 
elapsed  time  between  breaking  the 
driver's  side  window  and  drive  away  of  a 
record  30  seconds.  K(iuipmcnt  needed: 


90%  of  all  stolen 

car  prosecutions  in 

Maricopa  County, 

Ariz,,  are  against 

juveniles.  The  stolen 

cars  are  often 

recovered  a  short 

distance  away ,, , 

The  thieves  don '/ 

even  want  them — 

the  thefts  are  contests 

among  youths  to  see 

who  can  steal  a  car 

the  fastest. 


steering  column  housing  providec*! 
for  windshield  wiper  and/or  turn  sig 
nal  levers  and  rip  it  open,  exposing 
the  back  side  of  the  ignition  switch. 
Step  3:  Locate  small  plastic  geai 
called  "the  eight  ball"  and  pop  it  qui' 
with  screwdriver.  ] 

Step  4:  Pull  up  on 
exposed  metal  slide  on 
left  of  steering  column, 
which  starts  the  car 
and  frees  the  locked 
steering  wheel,  and 
drive  away. 

After  this  episode, 
you  will  ha\"e  your  car 
back  within  a  few  days 
with  only  a  few  miles! 
on  the  odometer,  but 
it  will  cost  you  a  good 
$750  to  repair  the 
damage  (or  $500  if  you 
have  the  typical 
deductible).  All  for 

A  professional 
thief,  on  the  other 
hand,  doesn't  want  to  damage  the 
car  he's  about  to  steal  any  more  than 
necessary.  He'll  use  a  "slim  jim"  tool 
to  go  down  the  window  glass  to  the 
inside  of  the  door  to  release  the  lock 
of  your  new  car,  then  rifle  the  glove 
compartment  for  the  warranty 
papers.  From  them  he'll  learn  the 
ignition  key  code.  Then  he'll  repair 
to  the  inside  of  the  van  he  has 
parked  nearby  and  use  the  key-cut- 
ting machinery  he  has  mounted 
inside  to  cut  a  key  to  your  car,  return 
to  it  and  drive  it  away. 

Your  stolen  car  may  be  scheduled 
for  re-sale  after  the  VIN  has  been 
altered  or  switched  for  a  salvage  VIN 
and  retitled,  or  it  may  be  slated  for 
export.  (The  late  Mr.  Castellano's 
organization,  using  the  salvage  num- 
ber switch,  once  sold  such  a  car, 
then,  using  a  duplicate  key,  stole  the 
same  car  back,  changed  the  \'IN  and 
resold  it  to  someone  else  eight  ritnes.) 

In  such  circumstances,  your  car 
has  probably  been  stolcn-to-ordcr  by 
thieves  who  maintain  "shopping 
lists."  The  lists  arc  acquired  by 
cruising  about  parking  lots,  street 
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ND-OF-SEASON  SALE.  S^WE  50. 


The  official  military  issuE 
genuine  leather  a-2  flying  jacket 


ACT  NOW 
A  piece  of  American  History  is  ON  SALE! 

From  World  War  II  to  Desert  Storm,  the  A-2  Leather  Flying 
ickct  is  one  of  the  most  famous  pieces  of  battle  gear  in  history, 
•uring  World  War  II,  the  brave  pilots  of  the  U.S.  Army  Air  Corps 
;lied  on  the  A-2  for  protection  and  comfort.  The  A-2,  updated 
current  military  spec's,  was  worn  by  our  U.S.  Air  Force  pilots 
the  Gulf  War,  too.  Lightweight  and  comfortable  yet  "tough 
nails,"  the  A-2  identifies  its  wearer  as  one  of  an  elite, 
irave  breed  of  fighting  men.  And  now,  for  a  limited 
le,  you  can  acquire  the  A-2  for  only  $199,*  that's 
iO  off  regular  price. 

Genuine  Military  Issue. 
Not  a  Commercial  Reproduction. 
Cooper  Sportswear  was  an  original  supplier  of  the 
i-2's  worn  by  America's  World  War  n  flying  heroes. 
Now,  after  a  45-year  retire- 
ment from  active  duty,  the 
U.S.  Air  Force  has  recommis- 
sioned  the  A-2  and  selected 
Cooper  as  the  official  Govern- 
ment contract  manufacturer 
Now,  you  can  own  the  very 
same  jacket  issued  to  U.S.  Air 
Force  pilots.  Not  a  reproduction 
ind  not  a  look-alike  copy  —  this  is  the  genuine  article! 
iuailable  exclusively  from  Willabee  &  Ward. 
Proudly  Made  in  the  U.S.A. 
The  Cooper  A-2  is  made  in  the  U.S. A.  using  materials  and 
roduction  methods  specified  by  the  U.S.  Air  Force.  Premium 


MADE 


U. 


;oatskin  ensures  ruggedness  and  great  looks. 

Cnitted  cuffs  and  waistband  and  a  spun 
cotton-blend  lining  ensure  draft-free  comfort. 

details  include  regulation  snap-down  collar, 

houlder  epaulets,  and  roomy  snap<:lose  pockets. 
You'll  also  receive  a  certificate  of  authenticity 
stating  that  yours  is  a  U.S.  Air  Force  A-2.  Battle- 
proven  and  built  for  long  life,  the  Cooper  A-2  actually  gets  better- 

ooking  with  age. 

Save  $50  Off  Regular  Price. 
Payable  in  Convenient  Monthly  Installments. 
The  Cooper  A-2  Leather  Flying  Jacket  —  normally  $249  — 
can  be  yours  for  just  $  199,*  payable  in  five  convenient  monthly 
installments  of  $41 .30  charged  to  your  credit  card.  Your  satis- 
faction is  guaranteed.  If  you  are  not  completely  delighted  with 
your  jacket,  simply  return  it  in  original  condition  within  30  days 
for  exchange  or  refund.  Take  advantage  of  this  remarkable 
end-of-season  sale.  Order  today.  Available  in  sizes  34-52  regular 
and  long.  Call  about  larger  sizes  (to  60)  available  for  $50  more. 
(For  best  fit,  order  one  size  larger  than  normal  jacket  size.) 


Accept  no  substitutes!  This  is  the  one-and-only 

official  A-2... ihc  actual  jacket 

supplied  to  the  United  States  Air  Force. 


Have  questions  about  sizing?  Call  us  —  we'll  fit  you  over  the  phone. 
Quantities  are  limited,  so  call  now! 

Phone  orders  normally  shipped  next  business  day.        'Plus  $7.50  shipping/handling. 


CAH  TOIX-FREE:  l-H0()-3M-185fi  EXT.  6J6-J55 


O  1992  MBI 


Willabee  &  Ward 
47  Richards  Avenue 
Norwalk,  CT  06857 


CALL  TOLL-FREE:  1-800-331-1858  ext.  636-255 

Please  send  me Cooper  A-2  Genuine  Leather  Flying 

Jackct(s). 


Size  (Even  sizes  34-52):                                D  Regular        D  Long 

Change  each  of  5  installments  of  $4 1 .30**  to  my  credit  card. 
D  MasterCard      D  VISA      D  Discover      D  Am.  Ex. 

Credit  Card  * 

Exp.  Date 

Satisfaction  Guaranteed 


Name. 


{PLEASE  PRINT  CLEAHLY) 


Address. 


City/State/Zip_ 
Signature 


(All  orders  subject  to  acceptance.) 

D I  prefer  not  to  use  a  credit  card  and  will  pay  by  check.  Enclosed  is 
my  check  for  $199  plus  $7.50  shipping/handling,  a  total  of  $206.50.** 

"Applicable  sales  tax,  if  any,  will  be  billed  with  shipment. 


parking  in  residential  areas  and  other 
places  where  one  might  expect  a 
particular  car  to  be  parked  regularly. 
The  usual  parking  locations  of  desir- 
able automobiles  are  duly  noted. 
Then,  when  an  order  comes  in  for, 
say,  one  Porsche  911 
Carrera,  the  lists  are 
checked,  and,  sure 
enough,  one  is  avail- 
able for  theft  at  a  side 
street  off  Fifth 
Avenue  on  the  Upper 
East  Side.  The  next 
night,  it's  gone. 

How  to  protect  your- 
self against  all  these 
malefactions.''  First,  you 
can  make  a  contribution 
to  combating  fraud  by 
avoiding  the  abetting  of 
it.  The  typical  owner  of 
a  damaged  vehicle  asks 
two  things  of  a  propri- 
etor of  a  prospective 
repair  shop:  can  you 
cover  the  deductible.?  And,  when  can  I 
have  my  car  back.^* 

An  honest  repairman  cannot 
cover  the  deductible  and  make  a 
profit.  Neither  can  he  have  your  car 
finished  right  away;  he  has  to  order 
and  await  delivery  of  factory  autho- 
rized parts.  Not  so  the  dishonest 
proprietor.  He  can  immediately  call 
upon  an  inventory  of  stolen  parts 
from  a  chop  shop  and  pay  so  little 
for  them  that  he  can  easily  cover 
your  deductible  and  make  a  hand- 
some profit  while  delivering  the 
completed  repair  quickly.  Don't 
patronize  him. 

Juvenile  delinquents  engaging 
in  a  car  theft  contest  or  out  for  a 
joyride  in  your  luxury  coupe  can 
be  discouraged  by  visible  anti-theft 
devices.  An  invisible  device,  such 
as  a  "kill  switch"  which  shuts  off 
the  fuel  or  ignition  if  it  is  not  first 
disengaged,  will  keep  your  car 
there  in  its  parking  space,  but  the 
$750  worth  of  damage  will  have 
been  done  before  the  thief  realizes 
that  he  picked  the  wrong  car. 

Visible  devices  include  "The 
Hook,"  a  device  that  fastens  to  the 
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steering  wheel  and  the  brake  pedal 
to  immobilize  the  controls;  "The 
Club,"  which  fastens  to  the  steering 
wheel  and  renders  it  useless,  and 
"The  Car  Guard,"  a  patented  18- 
gauge  steel,  lockable  cover  for  the 
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The  thief  waits  until 

two  a.m.,  approaches 

the  automobile  and 

gives  it  a  shove,  then 

retreats. .  .By  the  fourth 

frustrating  trip  out  to 

the  car  to  shut  off  the 

alarm,  the  owner  has 

had  enough.  Vowing  to 

take  the  damn  thing 

into  the  alarm  dealer 

for  repair,  he  shuts  it 

off.  The  next  morning 

the  car  is  gone. 


steering  column  housing  and  h 
side  of  the  column  itself.  All  a 
brightly  colored  so  as  to  be  read 
visible  to  a  prospective  thief,  w 
will  go  on  to  an  unprotected  vehic 
rather  than  tangle  with  them.  T 
disadvantages  of  the 
devices  are  that  th 
are  awkward  to  use 
would  you  consister; 
ly  go  to  the  trouble 
setting  and  lockin 
one,  then  removing 
just    to    pop    into 
paper  store  for  a  f&i 
minutes.?  The  mo 
effective  device,  Th 
Car  Guard,  is  partici, 
larly  difficult  for 
woman  to  manage. 

None     of     thesJI 
devices  will  prote 
against    the    dete 
mined  profession 
thief  who  wants  yot 
car.  The  Hook  can  bi 
removed  by  pushing  heavily  on  thli 
brake  pedal  to  bend  the  steerin) 
wheel  and  slip  it  off,  or  by  just  cuiI 
ting  the  steering  wheel  itself.  Th' 
Club  can  be  defeated  by  either  cu 
ting  the  steering  wheel  or  sprayin; 
the  narrow  adjustment  notches  witi 
Freon  to  make  the  steel  brittl 
enough  to  break  (The  Club's  manu 
facturer.  Winner  International,  say* 
it  recently  took  care  of  that  problcnr 
by  switching  to  a  higher  grade  o 
steel),  and  the  Car  Guard  can  be  cu ' 
off  with  an  electric  saw. 

Then  there  are  the  alarm  system  « 
which  go  off  when  motion  is  sensec" 
as  the  thief  breaks  into  the  carr 
These  are  defeated  psychologically; 
The  thief  waits  until  two  a.m.i; 
approaches  the  automobile  and  gi\  c;! 
it  a  shove,  then  retreats.  The  alarn 
goes  off.  The  sleepy  owner  rushc; 
out  to  shut  it  off  before  the  neigh 
bors  lynch  him.  After  he's  back  iri 
the  house  and  safely  in  bed,  the 
thief  does  it  again.  By  the  fourth 
frustrating  trip  out  to  the  car,  the' 
owner  has  had  enough.  Vowing  to', 
take  the  damn  thing  into  the  alarm 
dealer  for  repair  the  next  day.  he 
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"''^  jhuts  it  off.  The  next  morning  the 
''  :ar  is  gone. 

^'•'"'  Ford  Motor  Company  products, 
'*  which  have  double-sided  keys, 
^^''ii  affer  combination  door  locks  and  do 
^■^'  not  use  Saginaw  or  TRW  steering 
''''t  columns,  are  typically  harder  to 
"li'  steal.  General  Motors  is  belatedly 
"*  addressing  the  theft  problem  by 
offering,  in  some  of  its  models, 
what  is  billed  as  a  key  with  "com- 
puter chip"  or  a  "microchip."  It  is 
actually  a  variable  resistance  chip 
which  will  not  allow  the  electronic 
ignition  to  operate  unless  sensed  by 
the  system.  GM  has  also  introduced 
parts  marking  to  make  the  market- 
t'cling  of  chop  shop  products  to  repair 
shops  more  difficult  because  of  the 
risk  of  subsequent  detection,  and  in 
1990  converted  all  its  car  and  light 
truck  models  to  a  laser-etched  VIN 
plate  which  includes  a  scannable 
bar-code. 

In  this  area  of  contemporary 
cheapened  life,  however,  thieves 
have  introduced  the  ultimate  tech- 
nique in  auto  theft;  one  that  renders 
all  anti-theft  devices  save  one  use- 
less: the  auto  hijacking.  An  armed 
thief  waits  in  hiding  near  a  traffic 
light,  usually  but  not  always  at  night, 
approaches  the  driver  of  an  expen- 
sive car  who  is  stopped  for  a  red 
light,  points  a  gun  at  his  head  and 
orders  him  out  to  the  car  under 
threat  of  death. 

I  mentioned  that  this  method  ren- 
ders all  but  one  protective  device 
moot,  rhe  remaining  device  was 
recently  employed  by  an  off-duty 
police  officer  who  was  the  intended 
victim  of  a  car  hijacking.  She  shot  and 
killed  the  would-be  robber.  The  les- 
son is  clear.  If  you  can  legally  have  a 
gun  with  you  in  your  car,  do  so.  Then 
stay  alert  and,  when  approached  by 
an  armed  robber,  forget  911.  Dial 
.357 — but  be  prepared  for  a  lot  of 
paperwork  afterward.  IB 

G.  (jordon   \j\\^\^\  is  the  author  of 
the  novel.    The  Monkey  Handlers, 
published  by  St.  Martin's  Press.  He  oper- 
ates the  G.  Gordon  Liddy  Academy  for 
Corporate  Security  in  Miami,  Fla. 


If  you're  a  Jack  Daniel's  drinker,  drop  us  a  line.  We  enjoy  hearing  from  our  good  friends. 

AN  EMPTY  ROCKER  in  Jack  Daniel's  Hollow 
reminds  us  we're  making  a  bit  more  Jack  Daniel's 
these  days. 

Call  for  our  Tennessee  Whiskey  is  higher  than 
ever  right  now,  so  \ve've  had  to  forego 
some  sitting  time.  Mind  you,  we're 
not  making  Jack  Daniel's  faster.  The 
old  slo\v  \vay  \ve've  always  used  is 
the  way  we  know  you  like.  But  be 
assured  \ve  are  working  longer 
to  supply  your  needs— no  matter 
how  much  we  miss  our  rockers. 

SMOOTH    SIPPIN' 
TENNESSEE    WHISKEY 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 

Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 

Placedinthe  National  Registerof Historic  Placesbythe  UnitedStates  Government. 


Dear  FYI, 

You'll  recall  that  Reback.  got  a  new 
lady — and  they  made  it  as  perma- 
nent as  those  things  get  in  Truth  or 
Cortsequences,  New  Mexico.  His 
eighth,  her  first.  Well,  there's 
always  hope. 

Anyway,  they  got  back  here 
after  an  extended  honeymoon  and 
Porfiria  demanded  that  Reback 
get  a  job.  Reback  has  never  had 
what  you  could — or  would  want 
to — call  a  job.  Oh,  he  did  a  little 
riding  and  such  but  he's  basically 
a  thief  and  a  lunatic  and  work 
don't  suit  him  much. 

So  he  decided  to  open  Reback's 
Restaurant  &  Saloon.  He  rented 
space  in  the  Murray  Hotel,  and  com- 
menced to  doing  high  kweezeen, 
figuring  that  a  wild  game  restaurant 
would  go  over  big,  especially  with 
things  on  the  menu  like  boiled 
beaver  tail  and  magpie  fritters.  Mud- 
lug  elk  fricassee,  dodo  omelettes, 
and  the  appetizers  was  all  to  be  stuff 
he'd  picked  out  of  the  radiator  of 
Rolling   Thunder,    his    surplus- 
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Goormet 

Gallimaufry: 

Reback  Opens 

A  Restaurant 


bought  armored  personnel  carrier. 

"We're  ass  deep  here  in  movie 
stars  and  they'll  eat  anything''  he 
said,  all  chipper.  "We  got  protein 
hopping  across  the  highways  day  and 
night  and  if  it  walks  or  flics  it  dies 
and  pass  the  curry.  All  sorts  of 
rodents,  ruminants,  and  leftovers. 
Where  else  can  you  get  a  slim  roast 
of  grizzly  or  a  muskrat  ramble.^" 

"I  LOVE  IT  WHEN  YOU 
TALK  TO  ME  THAT  WAY!"  said 
his  new  bride  Porfiria.  'I'hat  girl 
seems  like  one  who  always  was  look- 
ing for  a  challenge,  and  she  sure  as 
hell  has  one. 

"I'tl  as  druther  cat  at 
McDonald's,"  1  growled. 

Reback  made  impolite  noises 
about  my  narrow  vision. 

"Narrow,   hell."    1    savs.    "I 


know  how  this  story  turns  out." 

Well,  he  wore  me  down  and  bein| 
low  on  funds  I  took  on  the  job  of  pre 
curer.  This  meant  I  got  to  rack< 
around  the  back  roads  in  Rollinl 
Thunder     after     anything     thai 
crawled,  walked  or  wiggled.  I  woulJ 
get  to  pick  hawks  off  fencepostsj 
blast  porcupines  out  of  trees.  Nic( 
work,  if  you  can  get  it. 

V\\  do  a  lot  for  a  friend.  Prett'l 
quick  the  walk-in  cooler  looked  likl 
the  Deliveries  room  at  thd 
Smithsonian. 

One  day,  hungover  as  all  hell  ancl 
in  a  partikerlarly  misanthropic  moodj 
I    blew   away   two   llamas   and 
Himalayan  Dinkelpfeffer  or  souk 
damn,  expensive,  imported  thingl 
dressed  and  skinned  them,  and  huna 
them  on  hooks  next  to  the  peacocks 
wild  turkeys,  porcupines,  and  a  quar-j 
ter  horse  what  had  got  into  the  jim-| 
son  weed  and  begun  behaving  likt 
one  of  the  local  teenagers. 

Reback  clapped  a  tall  chefs  hail 
on  his  Stetson  and  commenced  stir-i 
ring  this  and  frying  that  and  chop- 
ping up  garlic  and  using  ten-dollarl 
words  like  "soupcon"  and  "roux"| 
and  "saucier". 

The  menu  ran  18  pages,  and! 
included  everything  that  runs  inl 
Montana  but  joggers,  and  most  ofl 
what  swims — I  tossed  five  pounds  ofl 
dynamite  into  a  deep  pool  in  the 
dark  of  night  and  dipped  up  trout, 
whitefish,  suckers,  sculpins,  and  a| 
Labrador  Retriever. 

In  a  life  abundant  with  demented  I 
e\ents  this  was  up  there  with  mar- 
riage and  politics. 

Now,  it  had  never  occurred  to  me 
that  there  were  folks  dumb  enough 
to  eat  this  crap,  but  come  opening] 
night  there  were  lines  outside. 

There  was  a  howling  mob  of  ani- 
mal rights  acti\  ists  chanting  \arious 
slogans,  but  they  stayed  outside  after 
one  foray  which  brought  Reback 
boiling  out  of  the  kitchen  brandish- 
ing a  clca\cr  two  feet  long,  stare- 
eyed  and  cussing  that  hed  cube 
them  all  and  make  em  kebabs. 

Some  mo\  ie  crew  is  forever  film- 
ing something  iir  other  here — and 


u>  i'()uni;s 
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THE  UJCASFIM  THXSOUNDSYSTEMTHAT  OVERWHELMS  VOUATTHEMOVIS 
ISNOIIIfRECREArH>R)RMOREMTMArESEmN(i$. 


The  Lucasfilm  THX  System, 
designed  for  the  cinema,  faithfully 
reproduces  a  film's  original 
soundtrack,  with  the  quality  and 
realism  that  the  director  intended 
audiences  to  hear 

Technics  has  recreated  this 


sound  system  for  more  familiar         whisper  tickle  the  hair  on  the  back 
surroundings.  Like  your  home.  of  your  neck. ...  It's  only  a  movie, 


So  the  sound  of 
footsteps  follows  the 
actors  on  the  screen. 
And  you  almost  feel 
the  warm  breath  of  a 


Teclmics 


LUCASFILM 


i  Licasdlm  THX  i^  <i  registered  trademark  of  LucasArts  Entertainment  Company 
1*5  •  &  e  1975  Universal  Pictures.  Available  on  video  cassette  by  MCA/Universal  Home  Video 


but  you'll  still  turn  around 
just  to  be  sure. 

To  reach  an  authorized 
Technics  Home  THX  dealer, 
call  l-800-365-l5l5,ext.  222. 
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Beaver  tail,  magpie  fitters,  mudlug  elk  fricassee,  dodo  omelettes. 


We  got  protein 

hopping  across 

the  highways  day 

and  night  and  if  it 

walks  or  flies  it 

dies  and  pass  the 

curry.  All  sorts  of 

rodents,  ruminants, 

and  leftovers.  Where 

else  can  you  get  a 

slim  roast  of  grizzly 

or  a  muskrat 

ramble? 


they  all  showed  up  and  tucked  into 
the  exotic  casseroles  and  such  as 
apricot,  garlic  and  muskrat  stew. 
The  room  was  full  of  happy  diners 
throwing  off  a  thick  yellow  spray  as 
they  scarfed  away.  I  could  see  the 
franchises:  "REBACK'S  RECY- 
CLED GOORMET  GALLI- 
MAUFRY." I  was  some  puzzled,  but 
then  mobs  have  never  exactly  made 
much  sense  to  me. 

The  first  shift  staggered  out  to 
the  lounge  for  brandy,  cigars,  and 
speculations  on  whatever  it  was  that 
they  just  et. 

Next  there  was  what  seemed  to 
be  a  passel  of  food  writers.  They 
held  forkfuls  of  whatever  up  to  the 
light  and  made  notes  before  chaw- 
ing down.  And  frequently  got 
stricken  looks  before  poking  away 
at  the  mess  of  whatever,  trying  to 
discover  food  in  there  somewheres. 
Loud  arguments  erupted,  and  I 
suddenly  realized  that  no  one 
believed  that  what  was  on  the  menu 
was,  by  CJod,  on  the  menu. 

Well,  the  Hamas  had  taken  longer 
to  cook  than  Rcback  expected,  but 


he  had  a  great  stainless  steel  cart  all  had    a    whole    pineapple    in    its 

garnished  up  with  lettuce  and  pilaf,  mouth — waving  a  carving  knife 

and  he  plopped  the  larger  of  them  made  out  of  an  old  International 

low-rent  camels  on  it  and  rolled  the  truck  spring.  He  commenced  slicing 

cart  right  out  into  the  dining  room,  off  steaming  hunks  and  flopping 

standing  over  this  crispy  critter —  them  onto  plates. 

I  got  to  racket  around  after  anything  that  crawled,  walked  or  wiggled. 
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toyounk 


iroughout  your  bpok. 
Fcburse,  you  can  also  i^kan 
ahead  with  the  v/t^^  month 
and  year  sections.  Refer  to 
your  convenient  phone/ 
address  section.  Or  custo- 
mize your  organizer  with 
a  variety  of  accessories. 
So  mak^  a  note  to  see  our  whole 
line.  Available  wherever  office  prod- 
ucts are  sold.  And  get  organized. 

"Koit-H"  is  a  trademark  of  3M. 


Now,  camel  as  you  may  know  is  a  very  strong- 
smelling  meat,  sort  of  like  beef  boiled  in  urine.  Assuming 
you  are  familiar  with  that  particular  dish. 


Now,  camel  as  you  may  know  is  a 
very  strong-smelling  meat,  sort  of  like 
beef  boiled  in  urine.  Assuming  you 
are  familiar  with  that  particular  dish. 

Me,  I'm  standing  there  in  a  Levi, 
Strauss  tuxedo,  all  weathered  soft 
blue,  feeling  like  a  fool.  Maitre  d' 
indeed. 

"What's  the  secret  of  that  there 
roux.?"  I  asks.  "Ammonia.''" 

Sundry  folks  who  hadn't  enough 
booze  in  their  radiators  got  pale 
looking. 

One  well-dressed  lady  stared  hard 
at  the  menu  and  she  stood  up  and 
strode  back  to  the  kitchen.  I  heard 
Porfiria  tell  her  to  get  out,  then  a 
sound  like  a  watermelon  makes 
when  it  falls  four  stories  to  the  side- 
walk, and  then  this  eldritch  bcUcr: 

"OH  MY  GOD,  rOOKlH   IS 


HANGING  IN  THE  COOLER!" 

Never  one  to  be  forward,  and  it 
mattering  not  a  sioux  to  me  at  this 
point  whether  Pookie  was  the 
Labrador — though  I  shoulda  taken 
the  damn  collar  off — or  the 
Himalayan  Dinkelpfeffer  or  one  or 
another  rare  bird,  I  sidled  through 
the  lounge,  and  out  the  door  toward 
Rolling  Thunder.  I  fired  it  up  and 
eased  away  from  the  curb. 

Reback  come  Hying  through  the 
plate  glass  window.  He  picked  him- 
self up  and  run  toward  me  and  the 
APC.  He  clambered  up  the  side  and 
hung  on  to  the  2()-mm.  cannon  while 
1  ran  through  the  gears  and  headed 
through  town  and  then  off  through 
someone's  horse  pasture,  hell  with 
the  fence. 

Sometime  later,  safe  up  a  dry 


draw,  I  got  out  and  clambered  up  tot 
see  if  Reback  had  survived  all  thei, 
brush,  stands  of  trees,  fences  and  the 
one  barn  I  had  to  drive  through  to 
make  good  our  escape.  He  was  ten- 
derized pretty  good. 

I  slud  his  moaning  body  off, 
poured  a  huge  dram  of  Wally  Waten 
in  him,  and  fishing  around  inside  i 
Rolling    i'hunder  for  some  new 
clothes  since  his  had  pretty  well 
rubbed  off. 

"South,"  he  croaked.  "I  think 
maybe  we  ortcr  go  south." 

"And  do  what.''"  I  snarled,  "Open 
a  puppy-dog  taco  stand.''" 

It's  a  life.  I  guess.  IMi  let  you 
know  how  things  turn  out.  V 

C  vt  \  o  T  K   J  A  c  K  v'rirrs  noz'f/s  and 
such  under  the  name  "Peter  Bowen" 
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FRE  SO  SURE  GEVALIA  KAFFE  WILL  BECOME 
YOUR  SWEDISH  OBSESSION,  THIS  ELEGANT 
GIFT  IS  YOURS  JUST  FOR  TRYING  IT 


■er  a  century  ago,  in  the  small 

of  Gavle,  Sweden,  Victor 
,eodor  Engwall  started  a  corn- 
any  that  led  to  a  most  demand- 
ig  search.  It  became  a  quest 
at  would  span  generations  of 
tngwalls.  Even  today  they  con- 
nue  their  obsession  to  achieve 
a  coffee  blend  that 
comes  as  close  to  per- 
,  fection  as  possible. 
Today,  we  invite 
you  to  share  the 
Engwall  obsession, 
I  ii,irjb.^uf>'aiL   starting  with  a  gift: 
the  European-style  Automatic 
prip  Coffeemaker.  It's  an  ideal 
way  to  enjoy  the  ftill,  rich  flavor 
of  Gevalia®  Kaffe  quickly,  simply 
and  at  its  finest. 

The  Engwall  family  would 
have  wanted  nothing  less.  For 
they  spent  years  tirelessly  roast- 
ing and  blending  and  tasting 
and  testing  the  finest  beans  from 
the  world's  great  coffee 
plantations. 

This  grand  achievement  was 
rewarded  with  Gevalia's  appointment  as  coffee 
purveyor  to  the  Swedish  Royal  Court— 
an  honor  we  still  hold  today. 

MAKE  GEVALIA 
YOUR  OBSESSION. 


Gevalia  Kaffe  is  not  sold  in  stores  in  the 
U.S.  But  now  you  can  enjoy  it  in  your  home 
or  office  through  the  Gevalia  Kaffe  Import 
Service. 

You  may  order  Gevalia  whole  bean 
or  ground.  And  if  you  prefer  de- 
caffeinated, prepare  for  a  pleasant 
surprise 

Gevalia  naturally  decaffein- 
ated coffee  is  made 
using  a  patented  pro- 
cess, with  the  same 
ingredients  found  in 
sparkling  water.  So 
caffeine  is  removed 
naturally  while 
the  magnificent 
flavor  of  Gevalia 


remains  mtact 


YOUR  GIFT: 

THE  EUROPEAN-STYLE 

COFFEEMAKER 

(RETAIL  VAUJE  $3<J.95) 

With  your  Trial  Shipment  of 
Gevalia  Kaffe  you  will  receive 
the  high-quality  Automatic  Drip 
Coffeemaker  in  your  choice  of 
jet  black  or  soft  white.  It's  our 
way  of  ensuring  that  you  enjoy 
Gevalia  at  its  best. 

The  coffeemaker  makes  up 
to  four  cups  at  a  time,  and  has  a 
European-style  filter  cone  to 
ensure  full  flavor  even  when 
making  a  single  cup. 

The  retail  value  of  this 
coffeemaker  is  $39.95.  But  it  is 
yours  as  our  gift  with  your  Trial 
Shipment  (one 
pound)  of  deli- 
cious Gevalia  Kaffe,' 
with  the  simple 
understanding 

that  if  after  trying  it  you  want 
more,  you  will  get  future 
shipments  through  our 
Import  Service, 
lb  order,  you  need  only  to  complete 
and  return  the  coupon.  For  credit  card 
orders,  simply  call  us  toll  free  at 
1-800-678.2687. 

Complete  and  mail  this  coupon  to:    1 

GEVALIA  KAFFE  IMPORT  SERVICE,  P.O.  BOX  11424,  DES  MOINES,  lA  50336      I 

I  D  YES,  I  would  like  to  try  one  pound  of  Gevalia  Kaffe  for  $10.00,  including  shipping  and  handling,  and 
I  receive  with  it  the  Automatic  Drip  Coffeemaker  in  jet  black  or  soft  white  (retail  value  $39.95)  as  a  free  gift. 
Please  send  Gevalia  Kaffe-two  Vz  lb.  packages  of  the  type(s)  I  have  indicated- with  the  understanding  that 
I  will  continue  to  receive  additional  shipments  of  Gevalia  approximately  every  six  weeks.  I  understand  that 
I  may  cancel  this  arrangement  at  any  time  after  receiving  my  introductory  shipment  without  obligation  to 
accept  further  shipments.  TTie  Automatic  Drip  Coffeemaker  is  mine  to  keep  regardless  of  my  decision. 

Check  One:  Check  One: 

A  D  Traditional  Roast  Regular  1  D  Whole  Bean    2  D  Ground 

B  D  Traditional  Roast  Decaffeinated  Check  cofYeemaker  color: 

C  D  '/2  lb.  Traditional  Roast  Regular,  Vz  lb.  Decaf  D  White  (95)    D  Black  (96) 

Charge  my:  n  MASTERCARD  DVISA  D  AMERICAN  EXPRESS  D  DISCOVER  CARD 

Exp.  Date 


For  freshness,  each  batch  of  Gevalia  is 
vacuum-sealed  in  half-pound  pouches  of 
golden  foil-whether  you  order  Traditional 
or  Decaffeinated. 


MOW  THIS  SERVICE  WORKS:  1.  Vou  must  find  Gevalia  Kaffe  pleasing  to  your  taste  or  you  may  send  a  postcard  within  10  days  after  you  receive  your  introduclory  supply  telling  us  to  cancel,  and  we  will  send  you  nothing  further. 
nwAutomatic  Dnp  Coffeemaker,  m  either  black  or  white  is  yours  to  keep  m  any  case  2.  Otherwise,  about  one  month  after  you  receive  your  introductory  package,  you  will  receive  your  first  standard  shipment  containing  four 
packages  (1/2  lb  each)  of  the  type(s)  you  have  indicated  Your  standard  shipment  of  4  packages  will  be  sent  to  you  thereafter  once  every  6  weeks.  3.  You  will  be  billed  only  $4.25  for  each  package  of  regular  Gevalia  Kaffe  and 
*^^^  ^  '*<=''  package  of  Decaflemated  A  shipping  and  handling  charge  will  be  added  4.  You  agree  to  pay  as  soon  as  you  receive  each  shipment  For  those  using  credit  cards,  subsequent  shipments  will  also  be  conveniently 
tmtd  lo  your  card  5.  The  above  pnces  are  guaranteed  not  to  nse  through  July  31 .  1992  6.  You  may  change  the  quantities  and  type  of  Gevalia  you  want  at  any  time,  or  cancel  the  arrangement  and  receive  no  further  shipments 
amply  by  notifying  us  7.  Umrt  one  membership  per  household  8.  Offer  is  open  only  to  residents  of  Continental  US.,  Alaska  and  Hawaii.  ©  1992  Vict  Th  Engwall  &  Co 
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The  writer's  voicE^bass  or 
baritone?  alto  or  soprano?  steady 
or  quavering?  as  closely  wedded 
to  the  words  of  a  novel  or  a  story 
as  an  instrument  to  a  musical 
score?  or  speaking  more  in  tune 
with  the  prose  on  the  front  page  of 
the  daily  newspaper? 

Most  readers  couldn't  answer 
these  questions  about  their 
favorite  writers  until  the  advent  of 
recording  technology.  But  now, 
with  the  help  of  audio  publishers 
large  and  small,  you  can  plug  the 
voices  of  a  vast  array  of  story- 
tellers directly  into  your  ear. 

Sometimes  it's  a  shock. 

That's  the  effect  on  me  of  listen- 
ing to  24  hours  of  Stephen  King  read- 


finding   the    time    to   listen 
King's  voice. 

Another  voice  that  has  accomp. 
nied  me  on  this  trip  is  that  ^ 
Garrison  Keillor.  Or  I  should  s^ 
voices,  since  the  wizard  of  New  Aj  ] 
radio  has  just  come  out  with  sever 
different  taped  productions.  Und' 
that  collective  title  of  "More  Nev: 
From  Lake  Wobegon"  are  four  ca 
settes,  varying  in  length  from  aboiij 
an  hour  to  an  hour  and  a  half,  Humo 
Faith,  Love  and  Hope,  each  publishe 
by  Penguin  HighBridge  at  $9.95  an 
each  containing  four  monologue 
taken  from  live  broadcasts  of  "Prairr; 
Home  Companion."  Aficionados  c 
the  show  will  certainly  want  to  ow 
these.  A  little  more  rarefied  than  tht 
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views  On  Tape 


A  new  l^vist  on  the 

oral  tradition — a 

regiment  of  writers 

making  themselves 

heard. 


By  Alan  Chruse 


ing  in  its  entirety  the  700  pages  of 
his  latest  best-seller,  Needful  Things 
(Penguin  HighBridge,  $89.95). 
There  was  the  shock  of  first  hearing 
King's  somewhat  nasal  Maine  twang 
which,  when  he  turns  up  the 
inflection  in  order  to  do  the  dialogue 
of  his  large  cast,  can  sometimes  feel 
like  having  a  needle  shoved  up  your 
nose.  And  then  there  was  the  shock 
of  admitting  to  myself  that,  after 
having  slipped  the  first  of  the  18 
nicely  packaged  cassettes  into  my 
car  stereo,  I  wasn't  just  going  to  let 
it  go  with  a  little  sampling  of  King's 
voice.  I  was  hooked! 

The  good  news  is  that,  if  you 
have  a  taste  for  supernatural 
fiction.  King's  book  is  up  there 
with  the  best  of  it,  at  least  with 
the  best  of  his  own  previous  work 
which,  despite  the  raspberries 
from  snobbish  highfalutin  aca- 
demic critics,  is  pretty  damned 
good  for  what  it  is.  The  bad  news 
is  that  this  year  I'm  commuting  an 
hour  and  15  minutes  twice  a  week 
from  Huntsvillc,  I'cxas,  to 
Houston,  and  that's  how  I've  been 


■i 


monologues  is  Keillor's  new  novel 
WLT:  A  Radio  Romance  (Penguir 
HighBridge,  $29.95).  This  six-houi 
version  of  his  sly,  often  quite  comi 
cal  and  sometimes  baffling  fourth 
book  of  fiction,  is  both  bawdier  anc 
from  time  to  time  much  more  nasrv 
than  anything  the  master  has  done 
on  the  airwaves.  Even  his  speaking 
voice  sounds  a  little  different  here. 


strained  a  touch  perhaps  by  the  long 
trek  through  a  sustained  narrative 
rather  than  merely  skipping  through 
a  monologue. 

lla\  ing  dc\  eloped  one  of  the 
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most  distinctive  voices  on  the 
jAmerican  page,  novelist  Norman 
Mailer  takes  to  the  microphone  to 
read  excerpts  from  his  recently  pub- 
lished saga  of  the  CIA,  Harlot's  Ghost 
(Random  House  Audio,  $16).  In  his 
distinctive  blend  of  cultivated  New 
York  tones,  a  touch  of  Harvard,  and 
just  the  faintest  dusting  of  his  South 
African  father's  accent,  Mailer  turns 
in  a  marvelously  entertaining  perfor- 
mance, taking  us  from  the  sexually 
charged  atmosphere  of  back  street 
Berlin  during  the  Airlift  to  the  politi- 
cally erotic  maneuverings  behind 
the  Bay  of  Pigs  landing,  all  in  about 
three  hours  of  tape.  This  is  not,  by  a 
long  shot,  the  1,300-page  novel 
itself,  but  the  master's  voice  makes 
some  wonderful  slices  from  the  big 
roast  all  the  more  delectable. 

Delicious  might  be  the  word  for 
the  voices  of  some  of  the  writers  in 
this  season's  batch  of  recordings.  For 
example,  the  voice  of  the  world's 
most  famous  writer-in-hiding, 
Salman  Rushdie,  still  on  the  lam 
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from  the  Iranian  assassins.  In  a 
three-hour  version  of  his  most  recent 
work  of  fiction,  the  fantasy  novel 
called  Haroun  And  The  Sea  Of  Stories 
(Penguin  HighBridge,  $15.95), 
Rushdie  reads  in  tones  so 
Cambridge-bright  that  they  could 
elevate  a  laundry  bill  to  the  level  of 
Homer  and  turn  an  address  in  a  tele- 
phone directory  to  lyric  beauty.  The 
Indian-born,  British-educated 
author,  long  a  resident  of  England 
(though  few  people  have  his  address 
at  the  moment),  turns  his  imagina- 


tive lights  on  the  parable  of  a  story- 
teller known  as  the  "Shah  of  Blah." 
This  short  novel  began  as  a  bed-time 
tale  for  his  young  son  and  developed 
into  a  brilliant  allegory  about  the  role 
of  the  writer  in  the  world.  More 
images  flash  past  in  Rushdie's  read- 
ing than  trees  along  the  highway. 

But  do  we  have  a  native  American 
who  can  read  as  beautifully  as  ex- 
colonial  Rushdie.''  Yes,  and  he's  a 
Native  American,  the  novelist  and 
poet  N.  Scott  Momaday,  whose 
House  Made  Of  Dawn  won  the 
Pulitzer  Prize  some  years  ago. 
Momaday  may  have  the  most 
mellifluent  and  appealing  speaking 
voice  of  any  writer  at  work  in  the 
U.S.  today.  He  uses  it  to  fine  advan- 
tage on  Storyteller  (Lotus  Press, 
$9.95)  for  an  hour  of  stories,  poems 
and  a  long  excerpt  from  his  novel  The 
Ancient  Child.  Momaday  is  a  Kiowa 
by  birth  and  a  writer-poet  by  des- 
tiny. He  turns  language  into  some- 
thing like  the  water  sprung  from  the 
Biblical  rock  struck  by  Aaron's  rod 
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Nowhere  else  on  this  earth  will  you  tind  a  resort  and  residential  community  comparable  to 
Mauna  Lani.  It  not  only  retlects  gracious  Hawaiian  luxury  at  its  tinest,  it  defines  it. 
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The  writer's  voicE^bass  or 
baritone?  alto  or  soprano?  steady 
or  quavering?  as  closely  wedded 
to  the  words  of  a  novel  or  a  story 
as  an  instrument  to  a  musical 
score?  or  speaking  more  in  tune 
with  the  prose  on  the  front  page  of 
the  daily  newspaper? 

Most  readers  couldn't  answer 
these  questions  about  their 
favorite  writers  until  the  advent  of 
recording  technology.  But  now, 
with  the  help  of  audio  publishers 
large  and  small,  you  can  plug  the 
voices  of  a  vast  array  of  story- 
tellers directly  into  your  ear. 

Sometimes  it's  a  shock. 

That's  the  effect  on  me  of  listen- 
ing to  24  hours  of  Stephen  King  read- 


finding   the    time    to   listen   to 
King's  voice. 

Another  voice  that  has  accompa-.- 
nied  me  on  this  trip  is  that  of 
Garrison  Keillor.  Or  I  should  say^ 
voices,  since  the  wizard  of  New  Age 
radio  has  just  come  out  with  several 
different  taped  productions.  Underi 
that  collective  title  of  "More  News 
From  Lake  Wobegon"  are  four  cas-i 
settes,  varying  in  length  from  about t 
an  hour  to  an  hour  and  a  half.  Humor,  ■, 
Faith,  Love  and  Hope,  each  published 
by  Penguin  HighBridge  at  $9.95  and 
each  containing  four  monologues 
taken  from  live  broadcasts  of  "Prairie 
Home  Companion."  Aficionados  of 
the  show  will  certainly  want  to  own 
these.  A  little  more  rarefied  than  the 
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A  nevr  tvfist  on  the 

oral  tradition — a 

regiment  of  writers 

making  themselves 

heard. 


By  Alan  Cheuse 


ing  in  its  entirety  the  700  pages  of 
his  latest  best-seller,  Needful  Things 
(Penguin  HighBridge,  $89.95). 
There  was  the  shock  of  first  hearing 
King's  somewhat  nasal  Maine  twang 
which,  when  he  turns  up  the 
inflection  in  order  to  do  the  dialogue 
of  his  large  cast,  can  sometimes  feel 
like  having  a  needle  shoved  up  your 
nose.  And  then  there  was  the  shock 
of  admitting  to  myself  that,  after 
having  slipped  the  first  of  the  18 
nicely  packaged  cassettes  into  my 
car  stereo,  I  wasn't  just  going  to  let 
it  go  with  a  little  sampling  of  King's 
voice.  I  was  hooked! 

The  good  news  is  that,  if  you 
have  a  taste  for  supernatural 
fiction.  King's  book  is  up  there 
with  the  best  of  it,  at  least  with 
the  best  of  his  own  previous  work 
which,  despite  the  raspberries 
from  snobbish  highfalutin  aca- 
demic critics,  is  pretty  damned 
good  for  what  it  is.  The  bad  news 
is  that  this  year  I'm  commuting  an 
hour  and  15  minutes  twice  a  week 
from  Huntsville,  Texas,  to 
Houston,  and  that's  how  I've  been 


monologues  is  Keillor's  new  novel,  , 
WLT:  A  Radio  Romance  (Penguin  i 
HighBridge,  $29.95).  This  six-hour 
version  of  his  sly,  often  quite  comi- 
cal and  sometimes  baffling  fourth 
book  of  fiction,  is  both  bawdier  and 
from  time  to  time  much  more  nasty 
than  anything  the  master  has  done 
on  the  airwaves.  Even  his  speaking 
voice  sounds  a  little  different  here. 


strained  a  touch  perhaps  by  the  long 
trek  through  a  sustained  narrative 
rather  than  merely  skipping  through 
a  monologue. 

Having  developed  one  of  the 
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most  distinctive  voices  on  the 
American  page,  novelist  Norman 
Mailer  takes  to  the  microphone  to 
read  excerpts  from  his  recently  pub- 
lished saga  of  the  CIA,  Harlofs  Ghost 
(Random  House  Audio,  $16).  In  his 
distinctive  blend  of  cultivated  New 
York  tones,  a  touch  of  Harvard,  and 
just  the  faintest  dusting  of  his  South 
African  father's  accent.  Mailer  turns 
in  a  marvelously  entertaining  perfor- 
mance, taking  us  from  the  sexually 
charged  atmosphere  of  back  street 
Berlin  during  the  Airlift  to  the  politi- 
cally erotic  maneuverings  behind 
the  Bay  of  Pigs  landing,  all  in  about 
three  hours  of  tape.  This  is  not,  by  a 
long  shot,  the  1,300-page  novel 
itself,  but  the  master's  voice  makes 
some  wonderful  slices  from  the  big 
roast  all  the  more  delectable. 

Delicious  might  be  the  word  for 
the  voices  of  some  of  the  writers  in 
this  season's  batch  of  recordings.  For 
example,  the  voice  of  the  world's 
most  famous  writer-in-hiding, 
Salman  Rushdie,  still  on  the  lam 
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from  the  Iranian  assassins.  In  a 
three-hour  version  of  his  most  recent 
work  of  fiction,  the  fantasy  novel 
called  Haroun  And  The  Sea  Of  Stories 
(Penguin  HighBridge,  $15.95), 
Rushdie  reads  in  tones  so 
Cambridge-bright  that  they  could 
elevate  a  laundry  bill  to  the  level  of 
Homer  and  turn  an  address  in  a  tele- 
phone directory  to  lyric  beauty.  The 
Indian-born,  British-educated 
author,  long  a  resident  of  England 
(though  few  people  have  his  address 
at  the  moment),  turns  his  imagina- 


tive lights  on  the  parable  of  a  story- 
teller known  as  the  "Shah  of  Blah." 
This  short  novel  began  as  a  bed-time 
tale  for  his  young  son  and  developed 
into  a  brilliant  allegory  about  the  role 
of  the  writer  in  the  world.  More 
images  flash  past  in  Rushdie's  read- 
ing than  trees  along  the  highway. 

But  do  we  have  a  native  American 
who  can  read  as  beautifully  as  ex- 
colonial  Rushdie.'^  Yes,  and  he's  a 
Native  American,  the  novelist  and 
poet  N.  Scott  Momaday,  whose 
House  Made  Of  Dawn  won  the 
Pulitzer  Prize  some  years  ago. 
Momaday  may  have  the  most 
mellifluent  and  appealing  speaking 
voice  of  any  writer  at  work  in  the 
U.S.  today.  He  uses  it  to  fine  advan- 
tage on  Storyteller  (Lotus  Press, 
$9.95)  for  an  hour  of  stories,  poems 
and  a  long  excerpt  from  his  novel  The 
Ancient  Child.  Momaday  is  a  Kiowa 
by  birth  and  a  writer-poet  by  des- 
tiny. He  turns  language  into  some- 
thing like  the  water  sprung  from  the 
Biblical  rock  struck  by  Aaron's  rod 
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and  offers  a  marvelous  rhetorical 
alternative  to  the  American  plain- 
style  (no  pun  intended).  An  hour 
of   Momaday    will    whet    your 


appetite  for  reading  some  of  his 
complete  works. 

I'm  afraid  that  listening  to  three 
hours  of  Charles  Johnson  reading 
from  his  prize-winning  novel,  Middle 


voice  to  tape,  Hillerman,  a  number  of 
whose  Navajo  detectives  are  already 
available  in  their  entirety  from 
Recorded  Books,  reads  abridged  ver- 
sions of  A  Thief  Of  Time,  The  Blessing 
Way,  Talking  God,  Skinwalkers  and 
Coyote  Waits  (all  Harper  Audio,  $16). 

Harper  Audio  is  in  fact  the  owner 
of  the  granddaddy  of  all  audio  ven- 
tures, the  old  Caedmon  Records  line, 
whose  backlist  includes  the  voices  of 
such  literary  masters  as  T.S.  Eliot, 
James  Joyce,  William  Faulkner  and 
Dylan  Thomas.  And  even  as  you're 
passing  your  eyes  along  this  line. 
Harper  is  shipping  ten  recordings 
from  the  old  Caedmon  list,  remas- 
tered and  repackaged,  to  bookstores 
around  the  country.  Among  these  are 
T.S.  Eliot  (Harper  Audio,  $19)  read- 
ing from  Four  Quartets  and  the  com- 
plete The  Wasteland,  and  William 


their  entirety.  There's  the  gifted 
Richard  Ford  reading  the  title  story 
from  his  powerful  collection  Rock 


Springs,  and  the  first  chapter  of  The 
Sportswriter,  and  the  late  great 
Raymond  Carver  doing  three  of  the 
stories — "Nobody  Said  Anything," 
"A  Serious  Talk"  and  "Fat"— that 


The  spirit  of  the  old  Caedmon  label  is  alive  and  well  at 

American  Audio  Prose  Library.  There's  hardly  an  interesting 

contemporary  writer  whom  they  haven  'tgot  on  tape. 


Passage  (Penguin  HighBridge, 
$15.95),  may  have  somewhat  the 
opposite  effect.  Johnson  does  not 
have  a  great  reading  voice — he  just 
doesn't — and  so  even  if  you  admired 
this  novel  on  the  page,  you're  going 
to  grow  impatient  with  it  as  you  lis- 
ten. This  audio  version  is  also  an 
adaptation  made  by  hands  other 
than  the  author's,  and  so  the  combi- 
nation of  truncated  narrative  and 
not-so-great  voice  makes  this  a  less 
compelling  venture  than  most.  I'd 
recommend  reading  the  novel,  a  his- 
torical fiction  about  a  freed  slave 
named  Rutherford  Calhoun  and  his 
adventures  on  the  slave  ship  The 
Republic,  instead. 

Along  with  Stephen  King,  Tom 
Clancy  and  Tony  Hillerman  seem  to 
be  vying  for  the  title  of  most-record- 
ed author  of  the  decade.  While 
Clancy  has  yet  to  commit  his  own 


/^/2'///^;/^r  (Harper  Audio,  $12)  reading 
from  his  great  novel  As  I  Lay  Dying. 

The  spirit  of  the  old  Caedmon 
label  is  alive  and  well  at  American 
Audio  Prose  Library.  There's  hardly 
an  interesting  contemporary  writer 
whom  they  haven't  got  on  tape  (ex- 
cept perhaps  for  yours  truly  and  a 
half-dozen  of  his  writing  friends),  and 
in  many  instances  you  can  hear  these 
writers  speak  a  short  story  or  two  in 


have  endeared  him  to  an  entire  gen- 
eration of  fiction  lovers.  They've  got 
Pulitzer  Prize-winner  Annie  Dillard 
reading  her  extraordinary  narrative 
essay  "Total  Eclipse"  from  her  col- 
lection Teaching  A  Stone  To  Talk,  and 
E.L.  Doctorow  reading  two  stories — 
"The  Writer  In  The  Family"  and 
"The  Leather  Man" — from  his  col- 
lection Lives  Of  The  Poets.  Most  of 
these  tapes  run  about  an  hour  and 
cost  around  $14.  A  list  of /-///the  writ- 
ers taped  by  AAPL  would  take  up  an 
entire  page  of  this  magazine.  So  write 
to  P.O.  Box  842,  Columbia,  MO 
65205,  or  call  800-447-2275  for  a  cata- 
logue. Order  a  half-dozen  or  more 
and  you  can  make  a  literary  festival 
right  in  your  own  ear.® 

.\  I  A  N  C  H  E  u  s  K  V  latest  novel.  The 
Light  Possessed,  is  published  by 
Harper  Perrnnial. 
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FOR  FURTHER  INFORMATION  CONTACT;  BURBERR^S  TAILORED  CLOTHING, 
SUITE  2130,  1290  AVENUE  OF  THE  AMERICAS,  NEW  YORK,  NY.  10104.  TELEPHONE:  (212)  581-6028. 


Bad  Boys 
On  Tour 


It  was  one  or  the  most  compelling 
scenes  in  tine  world  of  golf  in  1991. 
Better  than  the  18th-hole  dramatics 
at  the  Ryder  Cup.  Better  than  Long 
John  Daly  nuking  his  drives.  Better 
than  Phil  Mickelson  insulting  Irish 
women  on  national  TV. 

It  was  Hulk  Hogan  versus  the 
Masked  Marauder.  Dempsey  against 
Tunney.  Greece  versus  Troy. 

It  happened  at  the  Transamerica 
Senior  Golf  Championship  in  Napa, 
Calif.,  at  the  Senior  PGA  Tour  stop 
there  in  October. 

The  scene  was  the  practice  range 
at  the  Silverado  Country  Club  after 


The  Golf  Ba 


Bv  James  Y.  Barilkpt 
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the  second  round.  This  particular 
range  has  hitting  areas  at  both  ends. 
A  crowd  of  about  a  thousand  fans 
had  gathered  at  the  bleachers  at  one 
end  of  the  range  to  watch  an  exhibi- 
tion by  trick-shot  artist  Dennis 
Walters.  Before  the  exhibition 
began,  J.C.  Snead  and  Rocky 
Thompson  were  getting  in  some 
late  afternoon  practice,  launching 
drivers  down  the  range. 

At  the  other  end,  Dave  Hill  was 
practicing  his  irons,  alongside  some 
other  senior  tourers. 

Now,  J.C.  and  Rocky  are  two  of 
the  longest  knockers  on  the  Senior 
Tour.  The  wind  was  at  their  backs, 
and  the  fans  who  had  gathered 
were  oooh-ing  and  aaah-ing  with 
every  shot.  When  a  couple  of  their 
shots  carried  down  the  length  of 
the  range  and  began  falling  too 
close  to  the  pros  on  the  other  end, 
Dave  Hill  waved  his  hat  and  yelled 
at  them  to  be  careful. 

Rocky  Thompson  put  his  club 
away.  But  oV  J.d,  a  spit-in-your-eye 
country  boy  from  the  hills  of  \  irginia, 
kept  loading  up  and  Icttin'  fly,  as  his 
uncle  Slammin"  Sam  would  say.  The 
fans  whooped  and  cheered  as  Snead 
kept  pounding  away. 


FYI 


One  of  his  shots  plunked  a 
golf  cart  parked  down  range. 
Sitting  in  the  golf  cart  was  Dave 
Hill's  wife  Joyce.  Smoke  began 
pouring  out  of  Hill's  ears. 

He  then  charged  across  the  range, 
spitting  with  anger.  But  ol'  J.C.  was 
waiting  for  him.  First  they  dueled 
with  their  clubs.  En  gardel  Snead's 
epee  reportedly  suffered  damage. 
Then  they  grappled  with  each  other, 
rolling  around  on  the  grass  until  some 
caddies  pulled  them  apart.  (We're 
lucky  they  didn't  have  a  couple  of 
longnecked  Buds  and  a  table  edge 
near  at  hand,  or  somebody  might 
have  gotten  cut.) 
Bob  Jones  once 

g  wrote,  "Golf  may 
be. ..a  sophisticated 
game.  At  least,  it  is 
usually  played  with 
the  outward  appear- 
ance of  great  digni- 
ty. It  is,  nevertheless,  a  game  of 
considerable  passion,  either  of  the 
explosive  type,  or  that  which  burns 
inwardly  and  sears  the  soul." 

Now  if  you  believe  the  press 
releases  put  out  by  the  PGA  Tour, 
all  professional  golfers  are  true 
sportsmen  who  never  lie,  never 
cheat,  never  swear  and  help  raise 
around  $25  million  a  year  for  charity. 
NOT! 

Anybody  who's  played  the  game 
knows  that  occasionally  passion 
overflows  and  true  character  comes 
out.  In  addition  to  the  spectacle  of 
two  otherwise  normal  50-plus-year- 
old  men  grappling  in  the  dirt,  the 
Tour  is  replete  with  earthy  pas- 
sions, blood  feuds,  cheap  shots  and 
personal  enmities. 

In  addition  to  Hill  and  Snead. 
make  a  note  never  to  invite  Tom 
Watson  and  (niry  Player  to  play  in 
the  same  foursome.  Watson,  remem- 
ber, privately  chastised  Player  for 
cheating  during  an  early  edition  of 
the  Skins  game:  he  said  CJar\"  moved 
a  leaf  from  behind  his  ball  in  a 
bunker.  (^\  crhcard,  the  charge  went 
public,  and  Player  heatedly  denied 
it.  The  feisrs"  South  African  returned 
the  favor  last  summer  by  charging  in 
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To  Succeed  In  Business, 

You've  Got  To  Show  The  Competition 

Exactly  What  You're  Made  Of. 


Perforated  vamp 
lining  for  breathability. 


A  soft,  pliable 
leather  binding. 


Inverted  stitching 


Moisture 

absorbent  cotton 

doubler. 


Calfskin 
leather  upper. 


Every  shoe  company  claims 

they  make  quality  shoes. 

But,  when  asked  to  support  their 

claims,  they  offer  only 

flowery 


prose, 

or  romantic  depictions  of 

old-world  craftsmanship. 

At  Allen-Edmonds, 

quality  is  an  easily  defensible 

position.  We  prefer  explaining 

exactly  how  our  shoes  are  made. 

And,  in  turn,  prove  to  our 

customers  that  Allen-Edmonds  are 

the  world's  finest  shoes,  made  right 

here,  in  America.  Our  suppliers 

say  no  one  is  as 

Men 
Edmonds 


S  ^7  k  s    Fifth    A  V  c  n  ii  c 


Complete  support 
from^O"  welting. 


discriminating  when  selecting 
leather.  Every  shoe  is  created  on 
exclusively-designed  foot  molds, 

called  "lasts."  Only  the  finest 
natural  materials  are  used. 

•  ^  • 
The  welt — a  piece  of  leather 

holding  the  insole,  the  outsole  and 

shoe  upper  together — runs  a 

full  360°  around  the  sole. 

Other  shoes  utilize  a  180°  welt, 

or  no  welt  at  all. 

Between  the  sole  and  insole,  we  put 
a  layer  of  natural  cork  for  added 

cushion.  Between  the  outer  leather 

and  lining,  a  cotton  flannel 
doubler  helps  dissipate 
moisture. 


Finest-quality 
leather  insole. 


More  cushion 

^fromaleather 

heel  base. 


Allen-Edmonds  shoes  are  so  well 

crafted,  they  can  be  recrafted,  at  our 

factory,  a  nimiber  of  times. 

To  extend  their  life  even  longer. 


te^°  w^^ 


So,  next  time 
some  shoemaker 
begins  claiming 

quahty,  look 
them  straight  in  ^ 
the  eye  and  ask  B 
for  facts.  You'll    ^ 
find  out  exactly  ^^ 
what  they're  made  of. 


American  made  Allen- 
Edmonds  shoes  are  available 
at  fine  stores  worldwide. 


For  a  catalog  of  our  shoes 

and  where  you  can  purchase  them, 

send  $3 .00.  Allen-Edmonds  Shoe  Corp., 

Box998,Dept.261, 

Port  Washington,  Wl  53074  USA 
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Seve  Ballesteros  and 
Paul  Azinger  are  another 
fun  couple.  Seve  thinks 
Zinger  took  a  rather  lib- 
eral drop  on  the  18th 
hole  at  The  Belfry  in  the 
1989  Ryder  Cup,  in  a 
knock-down  match  dur- 
ing which  Zinger  refused 
Seve's  request  to  replace 
a  scuffed  ball.  And 
they're  still  talking  about 
this  year's  Ryder  con- 
tretemps, when  Zinger 
and  Beck  played  the 
wrong  ball  during  an 
alternate-shot  match 
against  Seve  and 
Olazabal.  The  Spaniards 
didn't  call  the  Americans 
on  the  violation  when  it 
happened,  so,  in  effect, 
his  book — released  just  before  the  the  U.S.  got  away  with  it. 
British  Open — that  Watson  know-  Zinger  upped  the  ante  by  calling 

ingly  played  with  non-complying  Seve  "the  king  of  gamesmanship," 
equipment  in  1977.  Watson  denied  saying  he  pulls  neat  little  tricks  like 
the  charge  clearing  his  throat  just  before  an 


SIS  out 
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J.  C.  Snead:  it's  all  in  the  fists. 


opponent  swings.  The  next  morning,     "'"^ 
first  tee,  the  Spaniards  against  Fred     ^ 
Couples  and  Ray  Floyd,  Couples  has 
just  teed  up  his  ball  when  Seve#^'^'^^ 
begins  hacking  in  the  background. i   v 
Raymond  gives  Seve  one  of  his 
famous  Darth  Vader  glares.  Throat 
quickly  clears  up. 

One  of  my  favorite  Bad  Boy  sto- 
ries concerns  a  now-retired  pro 
whom  propriety  forbids  me  to  name. 
Suffice  it  to  say,  however,  that  this 
occasionally  temperamental  pro's 
clubs  may  have  had  more  air  time 
than  the  late,  lamented  Pan  Am. 

One  afternoon,  during  a  hot, 
mid-summer  tournament,  the  pro 
was  having  a  bad  day,  especially  on 
the  greens.  Near  the  end  of  his 
round,  probably  at  the  16th  hole  or 
so,  he  pulled  a  makeable  ten-foot- 
er and  missed  another  birdie.  His 
neck  turned  a  dangerous  shade  of 
red,  and  he  strung  together  a  rather 
imaginative  construction  of 
obscenities,  about  half  of  which 
began  with  the  letter  "F." 
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It  just  so  happened  that  two      you  use  audible  bad  language  on  "It's  the  right  amount,  Joe," 

proverbial  little  old  ladies  were  standing      the  16th  green,"  Dey  continued,      the  pro  returned.  Then,  he  turned 


iro 


lioi 
pfi 
yoi 
'111 
eo 


(in  the  edge  of  the  green,  and  they  heard 
every  last  syllable.  Mortified,  the  ladies 
sought  out  the  nearest  PGA  official,  who 
turns  out  to  have  been  none  other  than 
the  commissioner  at  the  time:  the  ele- 


"They  are  quite  upset,  and  so  am  and  pointed  a  beefy  finger  at  the 

I.  I  have  warned  you  before  about  first  little  old  lady, 
this,  and  I  have  no  recourse  but  to  "F — you,"  he  said.  He  swung  on 

fine  you  $100."  the  other  lady.  "And  f —  you  too." 
The  women,  looking  on,  nod-  Obviously,  not  every  PGA  Tour 


TAe  Tour  is  replete  with  earthy  passions,  blood  feuds,     " 
cheap  shots  and  personal  enmities, .  .Make  a  note  never  to  invite 
Tom  Watson  and  Gary  Player  to  play  in  the  same  foursome. 


gant,  honorable,  distinguished  and  eru- 
dite Joseph  C.  Dey  Jr. 

When  the  pro  came  off  the  18th, 
Dey  and  the  ladies  were  waiting. 

"We  have  a  problem,"  said  Dey, 
sternly. 

The  pro  looked  daggers. 

"These  ladies  said  they  heard 


ded  approvingly. 

Without  saying  a  word,  the  pro 
reached  into  his  pocket  and  pulled 
out  a  thick  wad  of  currency.  He 
pulled  off  three  one-hundred-dollar 
bills  and  handed  them  to  Dey. 

"No,  no,"  Dey  said  protesting. 
"It's  only  a  $100  fine." 


player  lives  up  to  the  carefully  mani- 
cured public  image  that  the  PGA 
likes  to  present.  There  are,  of 
course,  many  who  do.  You  can  sit 
down  with  a  Fuzzy  Zoeller  or  a 
Freddie  Couples  over  a  couple  of 
beers  and  have  a  high  old  time. 
And  while  one  can  forgive  a  pro 
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With  service  that  makes  you 
feel  like  a  protected  species. 
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an  occasional  bad  day,  there  are  some 
who  seem  to  make  a  career  of  it. 

Take  Raymond  Floyd,  for 
instance.  His  image  is  of  a  fierce 
competitor  (true)  on  the  course,  and 
a  relaxed,  revered,  senior  statesman 
of  the  game  off  it.  (Uh-uh.) 

Two  weekend  before  last  fall's 
dramatic  Ryder  Cup  matches, 
Raymond  flew  into  Charleston  with 
Couples  and  Lanny  Wadkins  for  a 
practice  round.  The  players  decided 
to  walk  the  course  and  needed  cad- 
dies. So  a  couple  of  the  club  profes- 
sionals at  Kiawah  Island  resort's 
other  golf  courses  volunteered  to 
handle  the  bags.  Rah-rah-rah  for  the 
ol'  U.S.A.  and  all  that. 


Seve  Ballesteros  (shown 

above  with  Jose  Maria  Olazabal): 

phlegm  fat  ale. 

Raymond  Floyd  (at  left):  some  balls. 

On  the  first  tee,  the  young  club 
pro  introduced  himself.  Raymond 
barely  responded.  After  hitting  his 
approach  to  the  first  green, 
Raymond  pointed  down  at  his  divot 
in  the  fairway,  snapped  "fix  that," 
and  walked  off. 

Floyd  was  like  that  all  day  long,  at 
least  to  his  looper.  He  joked  and 
talked  with  his  playing  partners,  but 
he  spoke  nary  a  word,  except  in 
rough  command,  to  his  caddy. 

Finally,  however,  walking  off  the 
18th  green,  Raymond  Floyd  spoke. 

"Hey,"  he  said,  "you  can  keep 
those  balls  I  played  with  today  if 
you  want." 

That  was  not  only  the  only  com- 
plete sentence  Floyd  gave  his  caddy 
that  day,  it  was  the  only  payment  as 
well.  The  pro  kept  his  four  golf  balls 
as  anti-souvenirs.  Raymond  appar- 
ently kept  most  of  the  $284,897  he 
won  last  year. 

Not  all  the  Bad  Boy  stories 
belong  to  the  players.  Tournament 
officials  are  also  fair  game. 

Tim  Simpson,  who  has  occasion- 


ally lapsed  into  Bad  Boydom  on 
Tour  himself,  related  a  story  that 
illustrates  why  players  both  enjoy 
and  abhor  the  Masters  experience  at 
Augusta  National. 

Augusta  in  the  springtime,  of 
course,  is  more  than  just  a  golf  tour- 
nament, it's  an  event,  an  epic,  a  pil- 
grimage to  the  holy  shrine.  Simpson, 
who  lives  in  nearby  Atlanta,  had  a 
large  contingent  of  friends  and  fami- 
ly on  hand  one  year,  including  wife 
and  young  son,  about  18  months. 

During  a  practice  round,  when 
things  are  loose  and  friendly,  the 
players  are  joking  and  laughing  and 
wagering,  and  the  fans  get  a  chance 
to  get  up  close  and  personal  with 
their  heroes,  Simpson  came  off  the 
ninth  green.  During  the  walk  up  the 
hill  to  the  10th  tee,  he  was  intercept- 
ed by  his  entourage. 

He  scooped  up  his  son  Chris- 
topher and  carried  him  on  the  tee. 
After  Simpson's  foursome  drove  off 
he  carried  the  boy  on  down  the  long, 
curving  hill  on  the  tenth  fairway,  get- 
ting in  a  little  father-son  bonding  in 
the  warm  spring  sun. 

Waiting  at  the  bottom  of  the  hill 
was  one  of  Augusta's  gnomes,  the 
distinguished  grey  beard  club  mem- 
bers who  serve  as  tournament  offi- 
cials, and  who  make  sure  that  the 
world's  most  tightly  run  tournament 
never  varies  from  its  hoary  script. 
Augusta  National's  unofficial  motto 
is  "Our  Way  Or  The  Highway." 

"Fve  been  asked  to  inform  you 
that  family  members  must  be  kept 
behind  the  ropes,"  the  gnome  said, 
pointing  to  the  burbling  bundle  of 
joy  in  Simpson's  arms. 

Simpson's  first  impulse  was  to 
tell  the  guy  to  soak  his  head  in  Rae's 
Creek.  But  he  didn't.  Because  golf 
after  all.  is  a  game  of  gentlemanly 
sportsmanship  whose  players  never 
curse,  ne\  er  get  angry,  and  never, 
ever,  let  emotions  sear  their  souls. 

Noric 

J  AM  IS  'W  BxRri.Krr'.s  second  golf- 
ing tnystc/y.  Death  From  The  Ladies 
Tee,  a."///  he  published  this  summer  by 
St.  Mtu'fin's  P/rss. 
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See  that  running  shoe  on  the  left  of  this  page? 

You  can't  inflate  it  with  air.  There's  no  Disc 
Closure  Unit  for  you  to  fiddle  with.  It  doesn't 
even  come  with  a  Ground  Reaction  Inertia 
Device. 

Why  on  earth  would  anyone  buy  it?  Because 
it  fits. 

A  shoe  that  fits  better,  performs  better. 

lb  see  what  we  mean,  lace  up  the  New  Balance 
M520  and  go  for  a  run. 

Right  away,  you'H  notice  that  it  fits  differently 
That's  because  we've  taken  into  consideration  all 
the  dimensions  of  your  foot- how  a  shoe  needs 
to  fit  your  heel,  instep,  ball  and  waist. 

We  also  siized  it  to  match  not  just  the  length  of 
your  foot,  but  its  precise  width-whether  it's  AA 
or  EEEE. 


Our  mnning  shoes  come  in  a  variety  of  widths.  Just  hke  feet. 

MEN           AA            B           D          EE       EEEE  . 

WOMEN        A.'V          B          D         EE 

M1500                        ' 

W997            •           •           • 

M997            •             " 

t           •           •           • 

V\-677             •            .           • 

M900                          « 

W526             •            .           •           . 

M850                          < 

\V520             •            •           • 

M677                          « 

W495             •            •           • 

M580                          ' 

\\'-480             •            • 

M577 

M520                         * 

M495                          < 

M480                                      •            • 

RC630                                     • 

Next,  you'll  notice  something  else.  The  M520, 
impossible  as  it  seems,  supplies  the  exact 
amount  of  tushioning  your  weight  and  stride 
require. 

Like  every  shoe  we  make,  it  comes  with  its 
own  Suspension  System:  an  intricate  blend  of 
patented  coroponents  that  answer  the  specific 
needs  of  specific  runners. 

All  of  which  makes  the  M520  not  just  another 
piece  of  gimmick-laden  footwear,  but  the  closest 
thing  possible  to  a  custom  fit. 

newbalance^ 

A  more  intelligent  approach  to  building  shoes. 
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What  kind  of  shoe  do  you  need?  What  kind  of  runner  are  yoiii"' 


Toge 

"-1 

Train  On 

Tram 

Racerf 

Heavy/ 

Extra  Shock 

■  ■ — 

Need  Extra 

Conlrol 

Control           Extra 

Accommcdatei 

Lightweight 

~i 

Need      ^ 

I               MiUage 

Miieagt 

Pavement 

Off 

Maraihon 

Large  BuiU 

Ahsorbtion 

StabiKty/ 

Inward  RoR  Outward  Rofll      Arch 

Orthotics 

Trainer 

Wider 

Road 

For  Heel 

Morion 

OfFoot 

OfFoot     !    Support 

(Under 

Toe  Box 

Strihen 

Control 

(Pronation) 

(Supination) '; 

10  oz.) 

b 

M1500 

M1500 

M1500 

M997 

RC630 

M1500 

Ml  500 

M1500 

M997 

M1500  i  M1500 

M1500 

M900 

M677 

B    i  M997 

M997 

M997 

M580 

M900 

M997 

M997 

M997 

M900 

M850  i  M997 

M997 

M850 

M580 

W" 

M677 

M900 

M900 

M577 

M850 

M677 

M677 

M900 

M580 

M677  i  M677 

M900 

M577 

M580 

M850 

M850 

!  M580  j  M580 

1 

M580 

M577 

M495  1  M580 

M850 

z 

M577 

M677 

M677 

1  M577  j  M577 

M577 

M520 

M480  ; 

M677 

M520 

M580 

M580 

M495 

M520 

M495 

M580 

M577 

M577 

N4480 

M577 

M520 

M520 

M520 

M495 

M495 

M495 

■ 

M480 

M480 

M480 

z 

W997 

W526 

W997 

W997 

\\'997 

W997 

W997 

W997  1  W997 

W997 

W677 

tu 

W677 

\V520 

\V677 

W677 

\V677 

W677 

W677 

\V677  1 

W677 

W526 

% 

^ 

W526 

W495 

W526 

\V526 

W495 

\\'526 

\V526 

W526 

\V520 

\\'480 

W520 

W520 

\\'480 

W520 

W520 

W520 

c 

W495 

W495 

^ 

\V480 

W480 

The  New  Balance  Running  System 
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For  the  New  Balance  dealer  nearest  you,  call  1-800-253-SHOE. 


p?o,  NO,  NO,  Charles  Gaines  wants 
you  to  understand,  I  did  not  "discov- 
e"  Arnold  Schwarzenegger.  I  was  just 
I  fortunate  to  have  met  him  first. 

The  Terminator  had  popped  up 
amidst  a  chat  about  hunting  and 
fishing.  Gaines  had  just  returned 
from  spending  a  few  days  with 
Arnie,  and  had  watched  him  read  the 
riot  act  to  a  bunch  of  Midwestern 
governors  in  his  capacity  as  head  of 
the  President's  Council  on  Physical 
Fitness  and  Sports.  Gaines  and 
Conan  the  Republican  have  been 
friends  since  Gaines's  1974  book 
Pumping  Iron  introduced  the 
Austrian  bodybuilder  to  the  world. 
Gaines  subsequently  wrote  the 
screenplay  to  his  first  novel — and 
Schwarzenegger's  first  movie — 
Staying  Hungry.  But  enough  about 
Arnie,  let's  get  back  to  pumping 
shotguns... 

Gaines  founded  Pathways 
International,  one  of  the  best  and 
most  innovative  purveyors  of  sport- 
ing travel  in  the  country.  Hankering 
to  shoot  Red-legged  Partridge  in 
Spain.''  To  cast  for  giant  taimen  in 
Siberia.^  To  grapple  with  the  ornery 
black  bass  of  New  Guinea.?  Call  800- 
628-5060.  Or  write  Box  3276, 
Spartanburg,  SC  29304. 
,  Gaines  got  into  the  business  in 
1985  after  making  a  documentary 
about  that  greatest  of  all  American 
angler-adventurers,  Zane  Grey. 
"Grey  was  probably  the  first 
American  to  travel  exclusively  for 
fishing,"  says  Gaines.  "He  went 
over  to  New  Zealand  in  1916  and 
just  caught  God's  own  amount  of 
marlin  and  thresher  and  mako 
sharks,  all  sorts  of  things."  Gaines 
and  New  Zealand  filmmaker  Geoff 
Thomas  located  Grey's  old  boat, 
the  Avalon.  They  got  Hardy 
Brothers  to  provide  the  tackle  he'd 
used,  and  even  tracked  down  the 
man  who'd  served  aboard  as  mate. 

The  New  Zealand  tourist  board 
invited  (Jaines  back  to  make  more 
films.  He  and  his  wife  Patricia,  a  for- 
mer Miss  Alabama,  spent  weeks 
exploring  the  islands,  and  in  the 
course  of  film-shooting,  a  light  bulb 


went  off.  Most  American  anglers 
didn't  know  about  the  extraordinary 
fishing  there,  or,  if  they  did,  they 
were  at  a  loss  as  to  how  to  organize 
an  itinerary.  The  American  fisher- 
men who  did  get  over  there,  says 
Gaines,  "were  winding  up  in  areas 
that  were  too  difficult  for  them. 
Some  of  them  were  people  who'd 
had  hip  replacements  and  were 
being  sent  places  where  they  had  to 
walk  15  miles  over  boulders  to 
where  the  fish  were.  They  were  not 
being  fitted  to  the  right  trip." 

He  and  Geoff  Thomas  began  to 
custom-tailor  trips  for  a  client  list 
that  quickly  grew.  "We'd  spend  a  lot 
of  time  over  the  phone  with  them, 
finding  out  what  their  experience 
was,  what  exactly  they  wanted.  We 
fit  them  the  way  you  would  a  suit. 
And  it  worked.  It  was  a  whole  new 
approach  to  angling  travel,  not  a 


Touring  Pro 
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department  store  where  you  got  your 
trips  off-the-rack,  but  a  boutique." 

Soon  they  were  putting  together 
trips  to,  among  other  destinations, 
Australia's  Great  Barrier  Reef.  One 
Arab  client — who  brought  his  own 
film  crew — dropped  $96,000  for  ten 
days  of  black  marlin  fishing.  (It  can 
be  done  for  less,  say,  $1,000  per  per- 
son per  day.)  The  two  also  arranged 
trips  into  the  North  Territories  and 
Queensland,  where  he  found  "the 
most  interesting  and  varied  light 
tackle  sportfishing  in  the  world," 
including  barramundi,  giant  trevalli, 
and  queenfish.  During  a  float  trip 
down  the  Jardine  River,  they  caught 
Saratoga,  "kin  to  the  coelecanth,  one 
of  the  oldest  fish  alive.  We  were 

probably  the  first  to  fly-fish  that  

river,"  says  Gaines,  "and  that  was  a 

thrilling  experience."  Bv  CHRISTOPHER  BuCKLEY 

At  the  time  we  spoke,  he  was 
busy  working  with  Norwegian  out- 
fitter Johan  Abelsson  arranging  to 
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This  may  just  be  what  it's  ail  about,  Alfie. 

The  open  road.  The  wind  in  your  face.  The  ever 
changing  terrain. 

Somehow  each  season  takes  on  a  decidedly  richer 
air  when  you  expehence  it  on  a  BMW. 

So  if  you  saw  fall  go  by  without  feeling  it,  witness 
the  compelling  options  assembled  so  painstakingly 

before  you. 

Motorcycles  propelled     ^  by  ideals,  not  by  trends. 
Starting  with  BMW's     i. ''  refined  K75RT  The 
750CC  user-friendly      M.-^^  machine  endowed 
with  a  sport  sus- 
pension, uncanny 
smoothness, 
and  even  the 
option  of  the     ,^ 

world's  first       %i»^antilock  braking 
system,  the  most  startling  advance  in  motorcycle  safety 
since  the  creation  of  the  helmet. 

Then  travel  to  our  new  ^\  ^  two-wheeled 
roadster,  the  RIOOR.  The 
classic  "boxer"  engine 
motorcycle  for 
purists,  crafted 
with  loving 

attention  to  detaif  .^^  .  

It  transports  you  back,  yet  carries  advances  of  the  90  s. 
Or  experience  the   ^KIOORS.  The  sleek,  all-out 
sport  and  touring     ^J^SJ*. 
machine.  ABS  is      ^ 
standard,  as  is 
the  unique 
paralever  sus- 
pension and        ,_^^ 
inline  four,  lOOOcc  power  plant. 

For  those  who  value 
off  road,  the  ruggedly 
RIOOGS  PD  adventure^ 
bikes  will  power 
you  from  the 
city  off  to  the 
country  with 
ease.  But  without^^rf^  compromise. 

Above  all,  we  even  offer  free  riding  schools  to 
enhance  your  confidence.* 

So  don't  let  one  more  season  roar  away  from  you. 
A  simple  phone  call  to  1-800-345-4BMW  will  locate 
your  nearest  authorized  BMW  motorcycle  deajen 
And  there  you'll  experience  the  sinker.      ^ 
A  thorough  test  ride^ 

WORTH  THE  OBSESSION. 

C 1992  BMW  ot  North  Amenc.  Inc  •  MSF  .dingschooS  ma,  not  be  ^f '^''';;"  ^X'^f  «  nartaoatinB  deatas 
See  your  total  dealer  for  details  Prog-arp  subiect  lo  change  or  termiration  without  noto  t  At  participating  dealers 


freedom  both  on  and 
independent  lOOOcc 
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Flatten  your 
stomach  with 
NordicTrack'. 

NordicTrack  duplicates  cross-countty 
skiing,  the  world's 
best  aerobic 
workout.  Its 
total-body 
motion  burns  more 
calories  than  ordinary 
exercisers  that  only 
work  your  legs  —  up  to 
1,100  per  hour.  Plus,  it 
raises  your  metabolism, 
so  you  can  burn  more 
calories  even  at 
.rest.  NordicTrack. 
It's  the  safe, 
a  enjoyable,  efficient 

way  to  get  rid  of  that  spare  tire  for  good. 

Call  today  for  a  30  day 
in-home  trial 


Nlordicirack 

■     W  m  A  CML  Company 


cau  or       FREE  VIDEO 

write  for  a      &  BROCHURE 


1-800-328-5888  s. 

Nordic  Iwck,  111  lonalhan  HIvcl.  N.. 
Depl.  5-1602,  Cha.ska  MN  55318 

rmi  NordkTnuk,  Irn  ,  A  CMl  Ciimpanv    •   All  Riuhlv  Rt-^ennl 


oitie  Is  Not  THe  Hunter: 

Where  To  Be  And  When 


Suppose  you  could  take  a 
year  off  and  just  go  fishing 
and  shooting?  We  asked 
Charles  Gaines  hoiv  he 
lATOuld  spend  such  a  year: 

JANUARY— Quepos,  on  the 
ivest  coast  off  Costa  Rica, 
ffor  sailfish  on  a  ffly  rod. 

FEBRUARY— New  Zealand. 
"There's  no  other  place  to 
be."  For  trout.  And  to  the 
Bay  off  Islands  ffor  marlin. 

MARCH— Arroyo  Verde  in 
Argentina,  ffor  land-locked 
salmon  on  the  Trafful. 
(Featured  in  a  previous 
FYI.)  Entre  Rios,  ffor  doves. 
The  Malleo  and  Chinthuin 
rivers  ffor  trout.  End  up  on 
the  Rio  Grande  in  Tierra 
del  Fuego  ffor  the  giant, 
sea-run  brown  trout. 

APRIL— From  Argentina, 
cross  the  Andes  into  south- 
ern Chile  ffor  trout,  espe- 
cially around  and  south  off 
Puerto  Montt. 

MAY^The  Test  River  in 
England  ffor  the  mayffly 
hatch.  The  giant  tarpon  at 
Homosassa,  Florida.  Bone- 
ffishing  at  Andros  Island  in 
the  Bahamas. 

|UNE— Back  to  the  Entre 
Rios  in  Argentina  ffor  ducks, 
geese,  dove,  and  Tinamou. 

|ULY— Labrador  ffor  the 
Atlantic  salmon  and  the 
giant  broivn  trout. 

"They're  like  jeivels,  those 
ffish."  Stay  at  the  Anne 
Marie  Lodge  ffor  the  trout, 
Loiver  Eagle  River  Lodge 
ffor  the  salmon. 

AUGUST— The  Bristol  Bay 
Lodge  in  Alaska,  ffor  the 
grand  Salmo  slam:  King, 


coho,  sockeye,  chum;  Dolly 
Varden,  rainboiAr,  greyUng. 
Finish  offff  writh  a  iveek  in 
Western  Russia  ffor  Atlantic 
salmon.  What  the  hey. 

SEPTEMBER  —  "God, 
September  is  such  a  ivon- 
derfful  month.  I'd  start  out 
at  the  Bo^v  River  in  Calgary, 
one  off  the  ivorld's  greatest 
trout  rivers,  then  head  into 
Montana  to  ttte  Beaverhead 
ivith  Bob  Butler.  Then  to  the 
Eagle's  Nest  Lodge  on  the 
Big  Horn  River  ffor  their  ffab- 
ulous  trout  ffishing  and 
Hungarian  Partridge  and 
Sharp-tailed  Grouse  shoot- 
ing. Then  I'd  go  to  ffar  east- 
ern Montana,  to  Glendive 
and  just  shoot  some  more." 

OCTOBER— "The  best  month 
off  all."  Back  to  the 
Canadian  Maritimes,  this 
time  to  Neiv  Brunsivick  ffor 
Atlantic  salmon  and  to 
shoot  ivoodcock  and 
grouse  at  the  Old  River 
Lodge  on  the  Miramichi 
River.  Finish  up  on  Prince 
Edwrard  Island,  site  off  "the 
best  Canada  goose  shoot- 
ing in  this  hemisphere." 

NOVEMBER  —  The 
Annapolis  Valley  off  Nova 
Scotia,  ffor  pheasant. 
"Nobody  kno«vs  about  it." 
[Noiw  they  do.]  Then  catch 
a  plane  late  in  the  month 
ffor  Lizard  Island  on  the 
Great  Barrier  Reeff,  to  ffish 
ffor  black  marlin  up  to  and 
over  1,000  pounds. 


DECEMBER— "I'd  rest  up 
and  get  ready  to  do  it  all 
over  again.  Well. ..I  might 
sneak  to  Christmas  Island 
ffor  bonefishing  or  Belize 
and  Honduras  for  bonefish 
and  tarpon." 


sind  American  salmon  fisherman  to 
tie  Namsen  and  the  Aargard,  two  of  the 
fnest  "big  salmon  rivers  in  the  world." 

Another  front-burner  project  is 
setting  up  Pathways'  own  sportfish- 
ing  boat  in  Costa  Rica,  which  has 
recently  become  this  hemisphere's 


Argentina.  Lots  of  birds  and  no  envi- 
ronmental jeopardy.  Here  [in  the 
U.S.]  you  feel  like  a  heel  every  time 
you  shoot  a  duck  because  they're  in 
such  short  supply.  In  the  Eastern 
Flyway,  you  can  only  shoot  one  black 
duck  a  day."  Gaines  says  he  won't 


"most  storied  shooting  of  all,"  he 
says,  involves  the  "unparalleled  and 
spectacular"  Red-legged  Partridge 
in  Spain.  Pathways  can  send  clients 
to  a  160,000-acre  ducal  estate  in 
Andalucia  for  a  week  of  driven 
shooting.  Cost:  $8,800  per  person 


Bonus  bonefishing  tip:  Christmas  Island,  south  of  Hawaii 


hottest  spot  for  light-tackle  and  fly- 
rod  billfishing.  In  nearby  Belize  and 
Honduras,  Pathways  sends  anglers 
throwing  flies  to  bonefish  and  per- 
mit— "the  best  cure  I  know  of  for 
the  common  cold." 

(Bonus  bonefishing  tip: 
Christmas  Island,  south  of  Hawaii, 
"probably  has  the  best  bonefishing 
in  the  world  right  now."  Also  hot: 
Los  Roques,  a  string  of  islands  one 
hour's  flight  north  of  Caracas. 
Pathways  is  working  with  an  archi- 
tect to  set  up  a  luxury  lodge  there.) 

So  much  for  fish.  What  about 
feathers.^ 

"Probably  the  world-wide  top 
birdshooting  destination  right  now  is 


even  hunt  ducks  on  the  East  Coast 
anymore.  "But  in  South  America 
there's  a  great  abundance,  so  you  can 
shoot  with  a  certain  freedom  of  con- 
science." (Though  Pathways  has  ini- 
tiated self-imposed  shooting  limits 
with  its  clients  in  Argentina.) 

Through  friends,  he  can  provide 
access  to  the  great  estancias,  or  shoot- 
ing lodges,  in  the  Entre  Rios  and 
Cordoba  provinces  there,  where  you 
can  hunt  ducks,  dove  and  the  par- 
tridge-like/)^r<//z  all  in  the  same  day. 
Cost:  about  $500  per  person  per  day. 

If  it's  driven  pheasant-shooting  in 
England  you're  after.  Pathways  can 
set  that  up,  too,  for  between  $4,000 
and  $20,000  per  person.  But  the 


per  week;  $5,000  for  three  days. 

One  early  Pathways  disaster 
involved  a  Norwegian  salmon-fish- 
ing destination  favored  by  King 
Olav.  The  hotel  turned  out  to  be  a 
fleabag,  the  river  devoid  of  fish. 
They  refunded  the  clients'  money. 
After  that  Gaines  and  his  staff  per- 
sonally checked  out  every  place  on 
their  itineraries.  These  advance  trips 
can  be  memorable.  He  describes 
standing  on  a  runway  in  Honduras 
with  Patricia,  watching  a  plane  nose- 
dive into  the  ocean.  Their  plane,  as 
it  turned  out.  "You've  got  to  leave 
yourself  open,"  he  says  in  his  com- 
panionable Alabaman  accent.  "We 
do  deal  in  adventure  travel." 


Hong  Kongs  spectacular  Victoria  Harbour  from  Kowloon  Shangri-La  Hotel. 

In  Asia  bustling  cities,  the  warmth  of  Shangri-La  awaits  you. 

SHANGRI-LA 

IIOTKI.S  .,,,,1  KKSIIKT.S 

BALI  •  BANGKOK  •  BEIJING  •  FIJI  •  HANGZHOU  •  HONG  KONG  •  KOTA  KINABALU  •  KUALA  LUMPUR  •  PENANG  •  SHANGHAI  •  SINGAPORE 


For  resCTvarions  and  infonnation  please  call  USA  &  Canada  ( 1  -800)  942  5050  or  your  travel  agent 
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Custom  Bootmakers 
since  1884. 

X  Aldan's  Norwegian  tassel 
jPv   mocc,  elegantly  styled  in 
."^        premium  imported 
?;^   calfskin.  Rich  burgundy, 
j^      black  box,  burnished 
JW       tan  and  dark  brown 


For  complete  store  listing  and  illustrated  catalog,  contact:  Alden  Shoe  Company,  Dept.  3F,  Middleborough,  MA  02346, 1-800-325-4252. 


Adventure  traveler  C'harles  Gaines 


Tips  On  Tackle 

If  you're  going  to  bring  your 
grandfather's  venerable  rods  with 
you,  Gaines's  advice  is  to  "insure 
the  hell  out  of  them.  Rods  break, 
easily,  and  the  airlines  have  been 
known  to  treat  them  like 
Visigoths."  Gaines  uses  travel 
rods  that  break  down  into  three 
or  four  pieces.  He  also  packs  all 
his  reels  and  flies  and  what-have- 
yous  into  one  carry-on  bag — 
along  with  a  dopp  kit  and  a 
change  of  clothes.  "Then  if  all 
the  stuff  gets  lost,  I  can  still  fish." 

On  transporting  shotguns: 
"Some  of  our  clients  going  to 
Mexico  have  found  it  preferable 
to  leave  their  own  at  home  and 
use  lodge-supplied  guns,  which 
are  quite  good.  Same  applies  to 
Argentina,  where  the  guns  are  of 
excellent  quality."  If  you're 
headed  to  England,  "be  pre- 
pared to  spend  some  time  at 
Heathrow.  The  process  of  get- 
ting your  guns  in  is  more  time- 
consuming  than  it  should  be." 

Something  you  might  not 
have  known:  "Argentina  is  one  of 
the  few  places  where  you  can 
bring  your  own  hunting  dog. 
There's  no  quarantine." 

What  to  wear:  Gaines  recom- 
mends the  Barbour  line  of  shoot- 
ing clothes.  Simms,  of  Jackson 
Hole,  Wyo.,  "makes  a  revolution- 
ary line  of  fishing  clothes  under 
the  name  of  Tarponwear." 

One  last  thing:  "There  have 
been  a  lot  of  technical  innova- 
tions in  fishing,  and  a  lot  of  com- 
petitive hype.  Most  beginning 
anglers  way  overequip  them- 
selves. A  lot  ofour  New  Zealand 
guides  say,  *VVhy  don't  your 
clients  spend  some  of  all  that 
money  on  learning  how  to  cast.^' 
It's  a  constant  source  of  curiosity 
to  the  Kiwis."  He  suggests  going 
to  a  local  flyfishing  shop  and  try- 
ing the  equipment  out  in  order 
to  gear  it  to  your  ability,  rather 
than  to  vour  wallet  9. 
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\I  BEAT  HIM  at  the  country  club.  The  grass  was  too  long,  I  beat  him  at  Pebble  Beach. 
The  grass  was  too  short,  I  beat  him  at  St.  Andrews.  There  was  a  rock  in  the  way.  Finally, 
I  called  his  bluff.  This  time,  it  was  the  felt.  ''How  smooth  does  it  have  to  bef^^  I  begged. 
Smiling,  he  held  forth  his  glass  oiGlenJicldich^ single  malt  Scotch,  I  sighed.  Tennis  anyone? 


Pure  malt  Scotch  with 
extraordinary  character. 


Not  blended  with 
grain  whiskies. 


Distilled  and  bottled  by 
THE  Grant  family  since  1887. 


Not  matched  by 

any  blend. 


To  SEND  A  GIFT  OP  GLENFIDDICH  ANYWHERE  IN  THE  U.S.,   CALL  1-800-238-4373. 
Void  whehe  prohibited.  Bottled  in  Scotland.  43«  Alc/Vol  (86  PHoor).  ©William  Grant  a  Sons  Inc..  New  York,  NY  10020. 


It  is  somehow  fitting  that  the 
world's  most  elegant,  complex  and 
sensuous  red  wine  grape  is  also  the 
most  exasperating. 
The  fragile  pinot 
noir,  which  reach- 
es its  apotheosis  in 
Burgundy's  30- 
mile-long  strip  of 
vineyards  called  the  Cote  d'Or,  or 
"golden  slope,"  is  a  beast  to  grow 
and  nearly  as  complicated  to  buy. 
The  most  famous  Burgundy  labels 
are  among  the  planet's  rarest  and 
most  expensive  wines,  yet  they 
vary  in  quality  from  the  sublime  to 
the  bilious.  It  is  hardly  surprising, 
therefore,  that  the  amateur  of  Bur- 
gundy is  widely  viewed  as  the 
masochist  of  winedom. 

Given  the  cost  and  inconsistency 
of  pinot  noir  in  general,  can  the 
Burgundy  lover  find  the  good  stuff 
and  still  afford  lunch.'*  A  few  basic 
concepts  should  help  neophytes  pick 
their  way  through  the  vineyards  of 
Burgundy  without  getting  stuck. 

The  concept  of  terroir.  "Terroir"  is  a 
nebulous  notion  incorporating  every- 


Grapejuice 


Pinot  Envy: 

Deciphering  The 

Mysteries  Of 

Burgundy 


By  Stephen  Tanzer 


thing  that  contributes  to  the  distinc- 
tiveness of  a  particular  vineyard 
site:  its  soil  and  subsoil,  drainage, 
slope  and  elevation,  and  its  micro- 
climate, which  in  turn  includes 
temperature  and  precipitation, 
exposure  to  the  sun,  and  the  like. 
The  concept  of  terroir  is  crucial  to 
pinot  noir  because  this  grape  variety 
is  hypersensitive  to  its  environ- 
ment, reflecting  the  slightest 
nuances  of  soil  and  climate  in  its 
tastes  and  textures.  Whereas  most 
wines  made  from  cabernet  sauvi- 
gnon  will  demonstrate  that  grape's 
characteristic  deep  color,  blackcur- 
rant flavor,  and  firmly  tannic  struc- 
ture with  regional  variations  on  this 
theme,  the  pinot  noir  is  chameleon- 


like  but  at  the  same  time  a  far  lessl 
adaptable  international  traveler.  \\ 
the  climate  is  too  cool,  the  winesi 
tend  to  be  weedy  and  pale;  if  too] 
warm,  they  can  turn  out  pruney  or 
overly  tannic.  Too-rich  soils  can  pro-*j 
duce  excessive  crop  loads  or  ponder- 
ous wines  devoid  of  nuance. 

The  quest  for  the  holy  pinot  is| 
hardly  limited  to  the  wine  drinker. 
Winemakers  from  Portland  to  Perth 
have  tried  to  duplicate  the  perfumed 
raspberry,  strawberry  and  cherry  aro- 
mas and  flavors  of  red  Burgundy,  as 
well  as  its  silky  texture,  intensity  of 
flavor  without  excessive  weight,  and 
subtle  hints  of  flowers,  spice,  miner- 
als and  earth.  But  meteorologically 
speaking,  the  margin  for  error  is 
slight.  Thus  the  Cote  d'Or  still  has 
no  serious  competition  on  a  large 
scale  (though  it  must  be  said  that 
better  and  better  examples  are  being 
produced  by  boutique  wineries  in 
Oregon  and  cooler  spots  in 
California  and  Australia). 

The  classification  of  Burgundy. 
Compared  with  German  labels  (say, 
Mertesdorfer  Lorenzhofer  Felslay 
Riesling  Kabinett  Halbtrocken), 
Burgundy  labels  don't  require  a 
degree  in  Esperanto,  merely  a  basic 
knowledge  of  appellations.  Pinot 
noir  in  Burgundy  is  classified  into 
five  categories  based  upon  the  quali- 
ty of  terroir  (the  same  hierarchy 
applies  to  Burgundy's  white  wines 
made  from  chardonnay).  At  the  low- 
est level  is  generic  Burgundy  (the 
label  simply  says  Bourgogne),  which 
may  come  from  any  vineyard  in 


Burgundy.  Next  is  a  special  catcgor>- 
of  generic  wines  entitled  to  use  a 
regional  appellation  (for  example. 
Cote  de  Nuits-X'illages)  on  the  label. 
Third,  the  category  of  Burgundy 
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Across  tnis  vast  Lluff,  between  olue  Pacific 
Ocean  ana  tne  majestic  emerald  clirts,  stretcnes 
Princeville's  Prince  Golr  Course,  so  oeautirul 
some  mignt  call  it  a  distraction.  But  not  Golr 
Digest.   It  calls  tne  Prince  Hawaii's  nest  golr 


course.  But  Princeville  is  more  tnan  tnat.  It  is 
tne  ultra-luxury  Princeville  Hotel.  It  is  water 
sports,  walks  in  tne  country  and  air  so  sort  you 
can  use  it  for  a  pillow.  Leave  nere?  Tnat  just 
may  be  tne  tougnest  decision  of  your  life. 


Princeville  Resort 

KAUAI 


For  Resort  information,  call  your  travel  agent  or  (800)  826-4400.  Or  write  Princeville  Resort,  P.O.  Box  3040,  Princeville,  Kauai,  Hawaii  96722-3040. 


popularly  referred  to  as  village  wine 
comes  from  vineyards  located 
entirely  within  the  boundaries  of  a 
group  of  favored  villages  (the  label 
normally  lists  only  the  name  of  the 
village,  e.g.,  Chambolle-Musigny). 
The  grapes  in  a  village  wine  can 
come  from  more  than  one  vineyard, 
as  long  as  all  the  vineyards  are  in  the 
same  village  and  entitled  to  the  vil- 
lage classification. 

First  growths  (premier  crus)  are 
specially  designated  vineyards  with 
particularly  good  terroir.  The  name 
of  the  premier  cru  is  added  to  the 
village  name  on  the  label  (such  as 
Chambolle-Musigny  Amoureuses). 
Finally,  at  the  top  of  the  Burgundy 
pyramid  are  the  grand  crus,  ideally 
situated  hillside  vineyards  that  over 
the  centuries  have  consistently  pro- 
duced the  region's  greatest  wines. 
These  grand  crus  (e.g.,  Chambertin, 
Musigny)  have  become  so 
well-known  that  their  labels  need 
not  make  reference  to  the  villages  in 
which  they  are  located.  In  fact,  in 
the  19th  century  several  villages 
capitalized  on  the  reputations  of 
their  most  famous  vineyards  by 
appending  the  name  of  the  grand 
cru  to  their  own,  which  unfortunate- 
ly can  cloud  the  important  distinc- 
tion between  a  vineyard  (Musigny) 
and  the  village  in  which  it  is  located 
(Chambolle-Musigny). 

Vintage  varial/dity .  Burgundy  is  a 
coolish,  marginal  growing  region  for 
grapes.  Whereas  grapes  in  warmer 
areas  reach  reasonable  levels  of 
ripeness  most  years,  vintage  varia- 
tion is  much  more  of  a  factor  in 
Burgundy.  For  starters,  the  early- 
budding  pinot  noir  is  particularly 
vulnerable  to  spring  frosts.  Highly 


localized  summer  hailstorms  can 
decimate  the  crop  of  an  entire  vine- 
yard in  a  matter  of  minutes.  Cold 
weather  in  September  can  prevent 
proper  ripening  and  result  in  tart, 
undernourished  wines.  Rain  just 
before  or  during  the  harvest  can 
swell  the  grapes  with  water  or  bring 
on  rot,  always  a  risk  with  the  rela- 
tively thin-skinned,  tight-clustered 
pinot  noir  grapes. 

While  underripeness  has  histori- 
cally been  the  more  common  prob- 
lem in  Burgundy,  uncharacteristically 
hot  and  dry  years  can  produce  exces- 
sively alcoholic  and  tannic  wines 
with  inadequate  acidity  or  a  cooked- 
fruit  character.  Some  vintages  pro- 
duce such  copious  crop  loads  that 
unless  growers  take  active  steps  to 
hold  down  yields,  they  are  doomed 
to  produce  dilute  wine. 
Unfortunately,  with  the  high  prices 
Burgundy  fetches  in  today's  market- 
place, there  is  little  financial  incen- 
tive to  limit  production. 

The  human  factor.  A  Burgundy's 
label  will  tell  you  the  wine's  vintage 
and  appellation,  but  it  won't  tell  you 
whether  the  grapes  were  ripe 
enough,  whether  the  producer  over- 
produced or  cut  corners  during  vini- 
fication,  or  whether  the  juice  was 
worth  the  bottle.  The  Burgundy 
snob  gravitates  toward  the  most 


not  necessarily  own  vineyards)  pro-| 
duce  this  first  growth. 

A  small  dose  of  history  is  neces- 
sary to  explain  the  jigsaw  puzzle  that 
is  the  typical  Burgundy  cru.  AfterJ 
the  French  Revolution,  vineyards! 
previously  owned  by  the  Church  and 
the  aristocracy  were  confiscated  andi 
auctioned  off,  mostly  to  wealthy, 
speculators  who  in  turn  subdivided 
and  resold  them.  The  parceling  of  1 
vineyards  was  accelerated  by  the 
French  laws  of  inheritance  estab- 
lished by  the  Napoleonic  code, 
which  ended  primogeniture  and 
required  property  to  be  equally 
divided  among  all  heirs.  The  upshot 
is  that  today's  typical  vineyard  has 
been  divvied  up  among  a  gaggle  of' 
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famous  grand  cru  vineyards  and 
eschews  wine  from  "lesser"  sites, 
but  the  more  liberated  pinot  lover 
knows  that  the  producer's  name  on 
the  label  is  easily  as  important  as  the 
wine's  origin.  There's  no  single 
wine  called  Vosne-Romanee  Les 
Suchots:  20  or  more  growers  and 
ncgociants  (wine  brokers  who  do 


owners.  The  most  famous  exam- 
ple— the  125-acre,  walled  grand  cru 
Clos  Vougeot,  which  at  one  point 
had  remained  intact  for  seven  cen- 
turies— is  now  carved  up  among 
more  than  70  owners. 

The  typical  small  grower  may 
own  tiny  pieces  of  a  half-dozen  dif- 
ferent vineyards,  and  make  five  or 
six  barrels  of  wine  from  each  that's  a 
piddling  1,500-1,800  bottles  of  each 
wine,  or  125-150  cases,  for  the  world. 
Compare  that  to  a  Bordeaux  first 
growth  like  Chateau  Lafite- 
Rothschild,  which  releases  25,000- 
30,000  cases  in  a  typical  year,  and 
you  may  well  wonder  why  the  most 
sought-after  Burgundies  are  not 
even  more  expensive. 

The  effect  of  this  segmentation  on 
the  consistency  of  the  wine  cannot  be 
overstated.  The  fact  is  that  if  wine- 
makers  were  required,  like  dri\ers,  to 
be  tested  and  licensed,  a  surprising 
number  of  Burgundy  vignerons 
would  still  be  working  on  their  learn- 
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Nature  and  imagination  harmoniously  meet 
at  tne  ultra-luxury  Princeville  Hotel.  Witn 
just  252  rooms  and  suites,  inspired  service  is 
at  the  heart  or  the  experience.  Watch  the  shy 
explode  with  color  at  sunset  in  The  Living 
Room   lounge.   Golr  with   nature  as  your 


partner.  And  always  there  is  Bali  Hai, 
beckoning  across  Hanalei  Bay.  And  ir  you 
are  reluctant  to  leave  this  Eden,  stay  ror  the 
invigorating  lirestyle.  The  Princeville  Hotel. 
In  a  world  or  creeping  mediocrity  sublime 
excellence. 


Princeville  Hotel 

Princeville  Resort,  Kauai 


An  ITT  Sheraton  Luxury  Hotel 


For  reservations  and  inrormation,  call  your  travel  agent  or  ITT  Sheraton  reservations  at  (800)  325-3535. 
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ers'  permits.  Most  maddening  of  all, 
wines  from  the  same  vineyard  and 
vintage,  whether  classics  or  clunkers, 
sell  for  roughly  the  same  price. 

The  variables  that  affect  wine 
quality.'  are  virtually  infinite:  the  age  of 
the  vines  and  the  crop  levels  they  pro- 
duce; the  ripeness  of  the  grapes  at 
harV'CSt  time;  whether  the  grapes  were 
destemmed;  the  temperature  of  fer- 
mentation and  the  length  of  time  the 
fermenting  must  was  left  in  contact 
with  its  skins;  the  number  of  months 
the  wine  was  aged  prior  to  bottling 
and  the  percentage  of  new  oak  barrels 
used;  how,  if  at  all,  the  wine  was  fil- 
tered— you  get  the  picture.  Unless 
you're  prepared  to  consecrate  your 
life  to  the  study  of  Burgundy,  you  will 
never  know  the  full  story  behind  the 
label.  Some  winemakers,  though, 
have  established  track  records  for 
excellence  through  greater  and  lesser 
vintages  alike,  and  these  are  the 
names  worth  seeking  out. 

.4  recommended  strategy  for 
Burgundy  novitiates.  Once  you've 
done  some  homework  or  found  a 
wine  merchant  you  can  trust,  you 
may  be  ready  to  spend  $50-$100  for 
a  grand  cru  or  $25-$60  for  a  premier 
cru.  Until  then,  village  wine,  at  $18- 
$35  a  bottle,  is  a  more  reasonable 
proposition.  \'illage  wines  from 
Burgundy's  most  quality-conscious 
domaines  can  be  as  good  as,  or  superi- 
or to,  more  hoity-toity  labels  from 
run-of-the-mill  producers,  not  to 
mention  better  than  any  other  pinot 
noirs  from  outside  Burgundy. 

There  has  never  been  a  better 
time  than  now  to  experiment  with 
village  Burgundies.  1989,  the  current 
vintage  in  wine  shops,  was  a  very 
warm  year  that  produced  charming. 


fleshy,  aromatic  wines  that  can  be 
enjoyed  almost  immediately  and 
should  last  for  several  years.  1990, 
which  will  begin  to  arrive  here  next 
fall,  is  every  bit  as  good.  These  are 
two  of  the  ripest  and  most  consis- 
tently successful  vintages  for  red 
Burgundy  in  many  years,  and  even 
less-favored  vineyard  sites  got  all  the 
sun  they  needed. 

In  the  accompanying  box,  I  high- 
light five  of  the  most  renowned  vil- 
lages of  the  Cote  de  Nuits,  the 
northern  section  of  the  Cote  d'Or 
that  produces  much  of  the  greatest 
red  Burgundy  and  contains  most  of 
the  region's  grand  crus.  For  each  vil- 
lage listed,  I  have  provided  a  brief 
description  of  its  wines  as  conveyed 
by  its  best  vineyards,  followed  by  a 
short  list  of  growers  who  regularly 
turn  out  superb  examples  of  village- 
level  wine-wines  that  offer  the  dis- 
tinctive flavor  and  character  of  their 
village  if  not  quite  the  intensity  and 
finesse  of  its  greatest  terroir.  (You'll 
notice  that  some  legendary 
Burgundy  names  have  been  omit- 
ted: Domaine  de  la  Romanee-Conti, 
for  example,  produces  only  grands 
crus,  while  the  superb  village  wines 
of  Domaine  Leroy  are,  unfortunate- 
ly, as  costly  as  most  growers'  fanci- 
est labels.  The  improbably  rich 
wines  of  Henri  Jayer  are  virtually 
unobtainable  in  the  U.S.)  It  goes 
almost  without  saying  that  a  produc- 
er with  high  standards  for  village 
wine  will  do  especially  well  in  his  or 
her  higher  appellations,  so  once 
you've  discovered  a  village  and  a 
style  of  winemaking  you  particularly 
like,  don't  hesitate  to  try  the  pro- 
ducer's more  expensive  bottlings. 

(Correction:  the  vintage  of  the 
stunning  Salon  Le  Mesnil  Blanc  de 
Blanc,  praised  in  "The  FYI  Twenty: 
Outstanding  Bubbly  For  The 
Holidays,"  should  have  been  1982.) 

S  1  K  I'  1 1  K  N  r  A  N  /.  K  R  IS  editor  and 
publisher  of 'WxQ.  New  ^'ork  Wine 
CxUar,  a  32-page  bimonthly  newsletter 
covering  the  world's  fine  zc'ines. 
Annual  subscription:  Jf-ZcV.  For  more 
information,  call 212-772-0454. 


Pinot  Without  Pain: 

Villages  And  Producers 

To  Look  For 

Gevrey-Chambertin:  Aromas  and 
flavors  of  black  cherry,  plum, 
game,  herbs  and  earth;  firm,  sub- 
stantial, fairly  tannic  and  poten- 
tially long-lived.  Look  for: 
Domaines  Michel  Esmonin. 
Bernard  Maume,  Joseph  Roty, 
Christian  Serafin. 

Morey  St.  Denis:  Cherries,  cur- 
rants and  spice  (cinnamon  and 
cloves),  with  suggestions  of  herbs, 
coffee,  chocolate,  truffle  and 
earth;  sturdily  built.  Try: 
Domaines  Dujac,  Hubert  Lignier. 

Chambolle-i Musigny :  P  e  r f u  m e  d , 
often  slightly  musky,  strawberry 
and  raspberry;  silky  texture; 
intensely  flavored  but  wines  of 
finesse  and  subtlety  rather  than 
weight.  Try:  Domaines  Barthod- 
Noellat,  Chopin-Groffier,  Georges 
Roumier,  Comte  de  Vogue. 

Vosne-Romane'r.  Floral  raspberry 
and  blackbern.',  with  hints  of  min- 
erals and  spice;  srviish  and  velven.'. 
Try:  Domaines  Forey,  Gros  Frere 
et  Soeur,  Maniere-Noirot,  Meo- 
Camuzet,  Georges  Mugneret. 

Nuits  St.  Georges:  A  melange  of 
red  and  black  fruits  (cherrv,,  plum, 
raspberry,  blackcurrant,  blackber- 
ry); robust  and  structured,  tannic 
and  slow  to  evolve.  Try: 
Domaines  Bertrand  Ambroise. 
Jean  Chauvenet,  Robert 
Chevillon,  Chopin-Groffier,  Mco- 
Camuzet,  Daniel  Rion. 

Recommended  reading:  If  1.500 
words  on  Burgundy  have  stimu- 
lated your  thirst  for  more,  how 
about  1,500  pages.''  Burgundy,  by 
Robert  M.  Parker,  Jr.  (Simon  Os: 
Schuster.  1990),  describes  the 
winemaking  styles  and  recent 
wines  of  more  than  600  of 
Burgundy's  producers.  .Mating 
Sense  of  Burgundy,  by  Matt  Kramer 
(William  Morrow  Os:  Ciompany. 
1990).  focuses  on  the  distinctions 
between  the  vineyards  of  the 
Cote  d'Or  and  the  producers 
worth  seeking  out.B 
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SURPRISING  FLAUOR 
AT  ONLY  1 MG  JAR. 
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.ft(^  ,,         Discover  a  new  way  to 

6       smoke  at  the  lowest  levels 

mZmZZtt^^p^ir  and  nicotine.  New 
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The  Ultimate  Lowest  From  Merit 


Surprising  Fiavor  AtImq.  Not  Surprisinqly  From  Merit. 


SURGEON  GENERAL'S  WARNING:  Quitting  Smoking 
Now  Greatly  Reduces  Serious  Risks  to  Your  Health. 


©  Philip  Morris  Inc.  1992 
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1  mg  "tar,"  0.1  mg  nicotine  av,  per  cigarette  by  FTC  method. 


It's  not  the  kind  of  statistic  that 
leads  off  the  evening  news. 

But  maybe  it  should:  in  1989,  the 
end  of  the  Gordon  Gekko  decade, 
Americans  gave  more  money  to  char- 
ity— $114.7  billion — than  ever 
before.  That's  a  10%  jump  over  the 
previous  year,  and  a  40%  increase 
over  the  1970s.  No  doubt  about  it, 
nonprofits  are  a  blue-chip  bet  for 
your  investment  dollar. 

Savvy  investors  have  always 
sought  out  the  small  shops  with  the 
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Solutions 


"The  Tenth  Part  of 

what  the  land  yields, 

ivhether  grain  crop  or 

fruit  from  the  trees, 

belongs  to  the  Lord..." 

(Leviticus  27:30) 
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big  promise.  Few  organizations  typi- 
fy that  search  as  well  as  Little 
League  Baseball,  now  in  its 
54th  year.  It  may  be  damp  and  cold 
outside,  but  with  spring  training 
ahead,  summer  can't  be  far  behind. 
Rest  assured  they're  planning  for  it 
at  Little  League  Baseball.  .\nd  with 
2.5  million  future  would-be  pros 
worldwide,  they've  got  their  hands 
full  down  in  Williamsport,  Pa.  Little 
Leaguers'  salaries  have  a  long  way  to 
go  before  they  threaten  the  big  Boys 
of  Summer  ("Didja  bring  the  sodas. 
Mom.''"),  but  someone  has  to  pay  for 
team  travel,  uniforms  and  fields. 
Your  dollar  helps  these  programs 
and  more.  (Little  League 
Baseball,  Inc.,  P.O.  Box 
3485,  Williamsport,  PA 
17701;  717-326-1921.) 

Baseball  has  its  scouts,  but  until 
The  Giraffe  Project,  unsung 
and  innovative  nonprofits  fought  a 
lonely  fight.  No  more.  For  the  past 
ten  years,  the  Ciiraffc  Project  has 
publicized  the  \aliant  efforts  of 


"giraffes,"  people  in  communities] 
around  the  country  (and  recently,! 
the  world)  who  stick  their  necks  out] 
for  the  common  good.  The  publicit\-^ 
not  only  boosts  the  giraffe  and  his  fi- 
ber project,  but  also  inspires  othersj 
to  stick  their  own  necks  out.  "We're! 
hoping  to  create  a  critical  mass,"  saysl 
John  Graham,  the  current  executive] 
director.  They  are  well  on  their  way, 
he  continues,  with  630  giraffes 
"spotted"  in  the  U.S.,  among  them 
two  men  in  rural  Virginia  who  grew 
frustrated  watching  surplus  potatoes ' 
go  to  waste.  Efforts  to  collect  the 
potatoes  and  distribute  them  to  the 
poor  have  since  involved  over  15 
million  pounds  of  spuds.  In  Russia, 
The  Giraffe  Project  has  70  candi- 
dates lined  up.  (Graham  says  busi- 
ness is  booming  at  the  Russian 
office,  partly,  he  admits  sheepishly, 
because  "no  one  there  has  ever  seen 
a  press  release.")  .Send  your  nomina- 
tion   or    donation.    (Box     759, 
Langley,  WA  98260;   206- 
221-7989.) 

John  Hatch,  the  founder  of  the 
Foundation  For  Internation- 
al Community  Assistance 
(FINCA),  was  recently  spotted  as  a 
giraffe.  Formerly  involved  in  official 
U.S.  international  development  pro- 
grams. Hatch  became  disenchanted 
with  projects  that  fizzled  as  soon  as 
the  money  dried  up.  In  response,  he 
set  up  FINC.\,  a  micro-enterprise 
lender  to  the  "poorest  of  the  poor." 
Primarily  based  in  Latin  .\merica 
(largely  because  air  travel  ans'where 
further  would  cut  into  the 
Foundation's  assets),  FINCA 
recruits  locals  to  own  and  run  indi- 
vidual banks.  They  establish  their 
own  officers  and  even  bylaws,  and 
with  seed  money  and  guidelines 
from  FINCA.  begin  operation. 
Loans  start  at  $50,  and  are  usually 
made  to  foster  small  local  businesses. 
The  debtor  is  required  to  put  20%  of 
what  he  (but  usually  she)  then  earns 
in  a  savings  account.  (After  several 
years'  experience,  women  have 
proven  to  be  the  most  responsible 
risks,  and  thus  arc  now  almost  cxclu- 
sivelv  tariieted  in  FINCA's  efforts.) 
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We  WORLD'S  MOST  EXCITING  ANTIQUE  AUCTION 
»■  MARCH  21  &  22  -^ 

A  unique  NO  MINIMUM  auction  with  over  2500  extraordinary  lots 
of  Antiques,  Architectural  Embellishments  &  Collectibles. 


At  most  of  FINGA's  banks,  the 
default  rate  is  less  than  4%.  In  some, 
it's  0%.  All  of  FINGA's  resources 
come  from  private  donations.  (901 
King  Street,  Suite  400, 
Alexandria,  VA  22314;  703- 
836-5516.) 

A  similar  and  no  less  personal  drive 
led  Glementine  Barfield  to  found 
Save  Our  Sons  And  Daughters 
(S.O.S.A.D.),  an  innovative  support 
group  that  works  with  the  survivors  of 
homicide  victims.  Whereas  John 
Hatch  turned  to  solving  problems 
overseas,  Mrs.  Barfield  started  right  in 
her  own  Detroit  neighborhood  after 
her  two  teenage  sons  were  shot  near 
their  school.  After  one  of  them  died, 
Mrs.  Barfield  reached  out  to  her 
neighbors  for  support.  S.O.S.A.D. 
grew  out  of  this  experience,  and  today 
provides  a  down-to-earth,  common- 
sense  and  comprehensive  counseling 
service  to  survivors  of  homicide  vic- 
tims. Members  of  the  community 
help  families  with  funeral  arrange- 


ments, food  or  clothing,  and,  servicing 
an  often  neglected  need,  accompany 
the  family  to  court  in  order  to  provide 
support  and  explain  the  terminology 
and  procedures  of  a  murder  trial.  In 
addition,  S.O.S.A.D.  attacks  the  prob- 
lem from  the  preventative  side,  oper- 
ating conflict  resolution  and 
mentoring  programs,  support  groups 
and  a  speakers  bureau.  It's  a  hands-on 
approach  that  has  gotten  concrete 
results  in  Detroit,  and  calls  from 
around  the  country,  from  places 
"which  think  they  are  exempt  from 
the  violence  and  are  not,"  explains  a 
S.O.S.A.D.  spokesperson.  (Mach- 
inists Building,  2441  West 
Grand  Blvd.,  Detroit,  MI 
48202;  313-361-5200.) 

i^eggy  Barrett  of  Manhcim,  Pa., 
takes  a  similar  no-nonscnsc  and  no- 
holds-barred  approach  to  dealing  with 
violence.  Her  reach,  howe\  er,  extends 
across  the  .Atlantic  to  Northern 
Ireland.  Since  1987,  her  Children*s 
Friendship       Project       For 


Northern  Ireland  has  brough 
almost  600  children  over  from  Belfas 
to  spend  a  summer  in  the  States. 

Though  there  are  a  number  of  pro 
grams  like  Peggy's,  she  says  hers  is  th( 
only  one  that  does  it  by  twos:  eacl 
host  home  welcomes  two  children 
one  Gatholic  and  one  Protestant.  And 
says  Peggy,  with  a  brogue  thick 
enough  to  reveal  her  stake  in  all  this 
"they  have  to  stay  friends."  If  they  do 
they  get  to  come  back.  She  says  thc\ 
have  a  "fantastic"  success  rate,  which 
she  judges  partly  by  the  attendance  at 
the  annual  reunion  party  in  Belfast. 
Last  year,  350  Belfast  "alumni"  and 
their  families  attended,  as  well  as 
almost  20  Americans  who  traveled  all 
the  way  to  Northern  Ireland  to  see 
their  former  guests  and  fast  friends. 
The  party  is  just  a  small  example  of 
Peggy's  claim:  "We're  doing  what  no 
person  has  done  for  250  years — we're 
bringing  people  together."  And  Peggy 
is  always  looking  for  host  families  as 
well  as  donations.  (C.F.P.N.I.,  1538 
N.  Penryn  Rd.,  Manheim,  PA 
17545;  717-665-6559.) 

If  Peggy's  efforts  succeed  beyond 
her  wildest  dreams,  Northern 
Ireland  will  be  one  less  worrv,-  of  No 
Greater  Love.  Now  in  its  20th 
year.  No  Greater  Love's  mission  is 
twofold:  remembering  those  who  are 
held  hostage  or  have  lost  their  lives 
in  war  or  conflict,  and  helping  the 
families  left  behind.  The  organiza- 
tion sponsors  annual  vigils  for  a  \  ari- 
ety  of  groups,  including  journalists 
killed  covering  wars  or  conflicts,  \  ic- 
tims  of  terrorism,  and  servicemen 
and  -women  who  died  in  war.  While 
the  \  igils  show  families  their  cause 
has  not  been  forgotten.  No  (ireater 
Love  knows  personal  attention 
makes  a  better  salve:  grieving  chil- 
dren receive  cards  or  gifts  at 
(Christmas,  in\  itations  to  holiday  par- 
ties with  sports  teams  and  celebri- 
ties, and.  when  needed,  solace  and 
assistance.  (1750  New  York 
Avenue,  NW,  Washington, 
DC  20006;  202-783-4665. )0 

Li  \\i  (i.M.i.AN  AN  is  (I  fnre-hnce  zrrit- 
rr  Ikitiji  in  .  I  rliiijifon,  \  a. 
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They  travel  cross  country  and  across  th'^  Pacific  market- 
ing his  wines  to  fine  restaurants  and  retailers.  Can  often  be 
found  at  gallery  exhibirionsVseeking  just  the  right  painting 
to  feature  on  his  next  wine  lab^l.  Tap  to  the  sounds  of  jazz 
forrelaxation -and  rejuvenation.  And  are  frequently  seien  in 
the  company,  ofliis  eldest  daughter  and  business  associate, 
Kara,  wkQ'h.as  followed  his  S>otsteps  into  the  business. 

The  Thatcher  from  Bostonian.  As  worn  by  Robert  Pecota, 
winemaker/jazS:  aficionado,  proud  father,  and  proprietor  of 
Robert  Pecota  Winery,  Calistoga,  California. 


BOSTPNI^N 

They'll  take  you  as  far  as  you  want  to  gb. 


For  the  retailer  nearest  you,  call  1-800-999-6780. 
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favors  spill  acm 
scarf  by  Gene  Me 
Rergdorf  Goodmt, 

select  Nordstronti 
F if  til  Avenuei 


party 
a  silk 

:  $80.  At 
\T.  and 

nd  Saks 

tores. 


Balancing  act:  a  sterling 
silver  seal  juggling  an 
enameled  ball,  $625, 
is  Just  part  of  Gene 
.Moore's  exclusive 
circus  collection  at 
Tiffany  &  Co. 
800-526-0649. 


Circus  Maximus 

Send  in  the  clowns,  the  circus  is 
in  town!  This  spring,  there's  a 
three-ring  extravaganza  of  hand- 
bags, scarves,  and  other  acces- 
sories inspired  by  the  Big  Top. 
And  why  not  see  the  real  thing — 
they  don't  call  it  The  Greatest  Show 
On  Earth  for  nothing!® 


Espress  yourself  in  ^lis^' 

circus  motifs  mith  the  Rosenthal  .\rtist  Col- 
lector espresso  cup  designed  by  Porta nier. 
$98.  At  Marel,  Great  Neck,  NY;  Tesoro,  Los 
.\ngeles;  and  J.  E.  Cald's^ell,  Philadelphia. 


Pack  your  imf — a  .\  inpely  sueck 
handbag  Jjfh a  ■ircus eUphunt 
applif/iJ^fike  Isabel  Cnnovas  bo. 
tiqucjf^ew  York,  2t^ 


month,  ^^HflM^^I 

P 

lianium  cf  Bail^^^tKtk 

^Bi-  York. 

North  (Mfvlina.  ^f^^f^fwA 

j^Bn'  aHd 

Ohio.  For  clovrning  a^^^^ 

^^l,r^'L<Sl5 

at  Circus  sforrs  (.Ml  ////o^B 

^■•/iW'A 

Now  Everyone  Can  Get  To  Heaven. 

PERHAPS  YOU'VE  SINNED  ONCE  OR  TWICE.  BUT  WHEN  YOU  INDULGE  IN  THE  LUSCIOUS  RICHNESS  OP  OUR  DELECTABLE 
MILK  CHOCOLATE  TRUFPLES,  YOU  TOO  WILL  EXPERIENCE  YOUR  OWN  LITTLE  MOMENT  IN  HEAVEN. 

GODIVA 


B      R      U      X      E      L 


NEW 


Chocfdaiier 

y     o     R.     K 


PARIS 


T      O 


y     O 


To  send  Godiva.  call  1-800447-9393. 


GcxJiva  Chocolaiiei.  701  Fillh  Avenue.  New  York  Ciiy  •  ©  1992  Godiva  and  the  Gold  Balloim  are  registered  trademarks. 
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^^a//r  No  Handicap  Jor  Golfers 


tit  ASSOC lATlD  PRESS 

W,nter  Haven.  Fla.-  Officials  ai  a 
golf  couree  covered  Donald  DeGreve's 

body  w,ih  a  sheet  right  where  he  died 
on  the  16th  green.  And  the  body 
stayed  there  two  hours,  while  friends 
and  neighbors  pJayed  ' 
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1^  said  to  make 
30,000  abuse  calls 

GREENWICH,  Conn.  -  A  com- 
nuter  anaWst  has  been  accused  ol 
making  30,000  obscene  telephone 
Sb  to  whil>  he  tried  to  get  women 

T^e  naked  outride  theu-  homes, 

police  said. 


:.-\sKed  It  he  planned  to  "st^y  put" 
and  curtail  foreign  travel  during  the 
campaign  year,  he  snapped.  "No. 
you're  not  going  to  see  me  stay  put.  I 
am  not  going  to  forsake  my  responsibil- 
ities. [But J  you  may  not  see  me  put  as 
"juch  — I  r^^i,  un-put  as  much." 


Police  Sar*Man 

Hit  His  Wife  Witli 

Frozen  Squirrel 

ABSoelated  Press 

^'Cear-old manias  arrested 
^^Siay  for  hitting  his  wife 

Police  spokeswoman  Betsy  Bra- 

•/Sd  Kao  Khae  Saephan  had 

Slnl^reuing  with  his  wife  about 

$S  a  mfwhln  he  walked  into  the 

S^  and  took  several  frozeB 
^ufrrels  from  the  freezer         i 


J 


Last  summer  iAf^I^ILt,  u..    j 


™«takes,  we  have  hL^'"  '""mphs  w^  h?""^  '"  1^ 

|"ay  Have  Fathered  70  or  Mo, 

= ^ J 


U.S.  Agency  Halts  Delivery 
After  Reports  of  Use  as  Toys 

««  honored  da7f„«°''''"«4inf/h™«  °«'  12 
CoJumbus's  h„^     ■''  J  992, 5nn,h       P"'- 


[Ten  die  in  crush 

V  RABAT,  Morocco.  —  Ten 

'  S^^^fJ®  ^®^®  crushed  to 
aeatJi  and  seven  hurt 
when  about  2  000  fam- 
ilies packed  into  a  mau- 
soleum to  watch  the  cir- 
cumcision  of  their 
sons—  Sapa-Reuter 
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it 


Corrc 


21  letter  on 
peared 


A  sentence  in  a  Nov^      appeared 
^fr\ca  by  PP-  ^    „f  thetypograP^ 


The 
"It  is 


i  victims  ot  c"*"        despots,  are     ^ 


Justifiable  Blues 

A    New     Hampshire     district 
court,  deciding  a  worker  compen- 
sation claim,  ruled  recently  that  a 
man's  long  bout  with  depression 
was  caused  by  job  stress.  His  for- 
mer employer,  trying  to  show  the 
cause    was    personal    problems, 
pointed  out  that  the  man  had  en- 
dured   the    following    over    the 
previous  13  years:  three  divorces, 
two  auto  accidents  that  resulted 
in  chronic  back  pain  and  ruptured 
vertebral        discs,        asthmatic 
bronchitis  and  allergies,  arthritis, 
hypertension,    headaches,    facial 
swelling,      obesity,      nosebleeds, 
dermatitis,    breast    enlargement 
and  a  sexual  dysfunction 


^^  rfays  after  ?'^^^'''  4  Sed"-?^"^*** 
not  nam*.        ™«  ^e  wh«      Tuesday 

^*rTeve?l;"  .^^^  ^^7  .""^ 


bond  rather  than  confined  at  home  on |  drug?ffe.S  iS 
cause  authoriUes  in  Charles  Town.  W.Va.,  couldn'tXd^ 

Some  emnS^H tT  ''^;^"°"^  '^  g«  ^^«"nd  the 
_ieg  or  the  670-Dound  defendant  officials  sai^ 
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Asthma  suflte^^^^^^^BSiw    M 

„-*  *«'f-SD°rh'!S''*'^«'f>'n?he  fSC,"'  ">e  Lower  P,„   . 
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It  never  says, 
Cheap,  cheap 


WILD 
TURKEY 

101  proof,  real  Kentucky 


TO  SEND  A  Gin  OF  WILD  TURKEY»/101  PROOF  ANYWHERE*  CALL  1-800  BE  THERE  'EXCEPT  WHERE  PROHIBITED  KENTUCKY  STRAIGHT  BOURBON  WHISKEY  505«  ALC/\OL  AUSTIN.  NKXH-S  OCTIUJNG  Ca  UWRENCEBURG.  KY  O  1991 


Through  American  History 

Well  folks,  the  silly  season  is  upon  us  once  again,  and  soon  we'll  be  hear- 
ing from  the  usual  suspects  about  the  deplorable  negativism  that  has 
infected  American  political  discourse.  Oh,  they  say,  wringing  their  hands 
wetly,  where  is  the  discussion  of  the  issues?  Why  aren't  people  talking  about 
the  infrastructure,  health  care,  campaign  reform?  Why,  they  keen,  is  it  all 
nasty,  30-second  character  assassinations  by  the  candidates'  paid  video 
henchmen?  Ho  hum,  we  say.  Spend  30  minutes  perusing  the  tawdry  record 
of  American  politicking,  and  you'll  come  away  convinced  that  until  recent 
times  campaigning  has  never  attained  such  peaks  of  politesse,  Willie 
Horton,  lesbian  jokes  and  mafioso  innuendoes  to  the  contrary. 

In  the  spirit  of  a  reality  check,  F}7  unproudly  presents  four  campaign  com- 
mercials as  they  surely  would  have  appeared  had  someone  had  the  bad  taste 
to  invent  the  vacuum  tube  in  time  for  the  Jefferson-Adams  mudbath  of  1800. 

Illustrations  by  Roy  Pendleton 
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Jefferson  vs.  Adams,  1800 


Voice-Over:  The  pride  of  the  United  States  Navy. 

Manned  by  courageous  American  sailors.  Paid  for  with 

the  sweat  of  American  yeomen. 


V.O.:  President  John  Adams,  it  transpireth,  has 

found  other  uses  for  our  fleet.  Did  ye  know  that  he 

personally  dispatched  his  running  mate.  General 

Pinckney,  on  a  U.S.  man  o '  war  to  England,  whereat 

to  procure  four  strumpets?  Two  for  the  President. 

Two  for  General  Pinckney. 


V.O.:  Her  mission:  to  keep  the  sea  lanes 
safe  for  American  commerce. 


Soundtrack  (strumpet's  voice): 

'Mr.  President!  Prithee!'' 

V.O.:  Bunker  Hill,  Concord,  Lexingfon, 

Saratoga,  Valley  Forge. ..Was  it  for  thisP 

FADE  TO: 


PAID  FOR  BY 


';^^. 


/^-^ 
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McClellan  vs.  Lincoln,  1864 


Voice-Over:  September  1862.  After  winning  the 

North's  most  glorious  and  decisive  victory  over 

the  rebels,  General  George  "Old Prudence"  McClellan, 

hero,  patriot  and  twice  savior  of  the  capital,  is  fired 

by  a  meddling  lawyer-politician. 


V.O.:  Under  the  command  of  a  former  clerk  with  a 

fondness  for  spirits,  the  Army  of  the  Potomac  is  bogged 

down  bloodily  in  the  swamps  of  Virginia... 


y.O.:  ...while  their  commander  in  chief  dithers  over 

whether  to  grow  whiskers,  issues  self-serving  proclamations 

and  dishonors  fallen  heroes  with  2 -minute  speeches  hastily 

scribbled  on  the  back  of  envelopes. 


V,0.:  Isn '/  /"/  about  time  we  had  a  man  with 
a  plan?  George  McClellan.  Leader. 

FADE  TO: 
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Blaine  vs.  Cleveland,  1884 


Voice  Over:  What  are  the  voices  of  America' s  free  press 
saying  about  Graver  Cleveland? 


V.O.:  What  is  Maria  Halpin  V  son 
saying  about  Graver  Cleveland? 

(Director's  note:  fade  in  quote) 


Rake!' 


"R,  Gross  and 
Licentious  Man!" 

"A  Man  Stained  with 
Disgusting  Infamy!" 


(Director's  note:  fade  in  quotes  one  by  one) 


'Mr.  President 


V.O.:  What  must  xce pray  the  American  people  never  call 

Graver  Cleveland? 

(Director's  note:  fade  in  quote) 

FADE  TO. 


PAID  FOR  BY 

REPUBLICANS 

FOR 

DECENCY  IN 
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Hoover  vs.  Smith,  1928 


ITH   TAKES   OFFICE  AS  PRESIDE 


Tickertape:  March  4,  1929,  Al  Smith  takes 
office  as  President  of  the  United  States. 


MENT   OF  THE   VATICAN   IN   RO 


Tickertape:  March  6,  President  Smith,  in  his  second 

executive  order,  announces  that  the  newly  completed 

Holland  Tunnel  will  be  extended  under  the  Atlantic  to  the 

basement  of  the  Vatican  in  Rome. 


yyyy  fffllyyiiU 

ie,i8lli[ll'yji 

UNNULS   ALL  PROTESTANT   MAR 


Tickertape:  March  5,  President  Smith,  in  his  first 

executive  order,  officially  annuls  all  Protestant  marriages 

and  declares  all  their  children  bastards. 


...ON   HIS   KNEES. 


V 


Tickertape:  December  8,  1931.  Pope  Pius  XI  arrives  at 

the  White  House  via  the  just  completed  Holland  Tunnel. 

President  Smith  welcomes  the  Roman  pontiff.  On  his  knees. 

FADE  TO: 


PAID  FOR 

BY  THE 

CO.M.Mrn  HE  FOR 
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Dad's 
Survival 
Guide  To 
Disney 
World 


\ 


V 


By  Alex  Beam 

Illustrations  By 
ichael  Witte 


A 


The  joy  of  managing  is  delegating.  The 
Human  Resources  Department  han- 
dles the  workers,  Investor  Relations 
fends  off  the  piranhas,  and  of  course 
your  secretary  can  always  tackle  the  most  ticklish 
chores,  like  finding  a  20th-anniversary  present  to 
match  the  dress  she  bought  for  your  wife's  birthday 
earlier  in  the  year. 

But  here  is  one  task  you  can't  delegate.  Every  par- 
ent, no  matter  how  grand  or  humble,  commoner  or 
king,  must  accompany  his  or  her  children  to  Walt  Dis- 
ney World.  Worse  yet,  your  wife — mindful  of  how  lit- 
tle time  you  have  to  select  important  anniversary  pre- 
sents— may  decide  not  to  come,  to  allow  you  to  "get 
closer"  to  your  kids.  Hell,  you  could  have  hired  some- 
one to  die  in  the  Civil  War  for  you,  but  this  time 
you're  on  your  own,  alone  and  buck  naked  in  the 
kingdom  of  the  Four-Fingered  Mouse. 

Kids  love  Disney  World,  but  then  kids  love  a  lot  of 
strange  things,  like  pulling  the  wings  off  flies  and 
John  Candy  movies.  But  what  about  you.^  How  will 
you  react  when  the  flight  attendants  pass  out  card- 
board Mickey  Mouse  ears  somewhere  over 
Charleston,  S.C.,  and  tot-induced  turbulence  causes 
the  plane  to  buck  and  juke  around  the  sky.^  Have  you 
heard  about  the  vultures  circling  over  the  Contempo- 
rary Resort.^  Have  you  ever  seen  robotic  topiary.^  An 
AudioAnimatronic  George  Bush.^  Are  you  prepared.^ 

This  is  the  Forbes  FYI  Survival  Guide  to  Disney 
World — children's  paradise,  parent's  hell.  Short  of 
emigrating  to  one  of  the  ever-dwindling  number  of 
nations  lacking  a  Disney  theme  park,  reading  this 
article  is  your  last,  best  chance  to  preserve  your  sanity 
in  the  world  capital  of  kiddie  kitsch. 

As  your  son  or  daughter  drags  you,  dog-like,  from 
Disney  line  to  Disney  line,  remember,  there  is  one 
consolation:  they're  only  young  once. 

A L  K X   B  K  A M  is  (I  co/iiiiiiiisf  for'Wc  Boston  Globe. 


A  Guide  To 
The  Guides 


*Birnbaujn's  Walt  Disney 
World  {Axon,  $10.95):  The  "offi- 
cial" g:uide.  Exhaustively  accu- 
rate— yes,  500  gallons  of  paint 
on  Cinderella's  Castle — and 
helpful. 


*The  Unofficial  Guide  To  Walt 
Disney  World  And  EPCOT,  by 
Bob  Sehlinger  (Prentice  Hall, 
$9.95):  This  is  the  Stakhanovite's 
road  map  to  Disney  World. 
Sehlinger  has  the  reader  rac- 
ing around  the  park  to  squeeze 
in  the  maximum  number  of 
rides — but,  hey,  didn't  we 
come  here  to  have  fun?  Proba- 
bly the  best  guide  for  budget- 
minded  visitors. 


^Fodor's  Disney  World  &  The 
Orlando  Area  (Fodor's,  $8.95): 
The  wogs'  guide  to  Disney 
Raj.  Unbearably  high-minded, 
this  is  the  only  book  silly 
enough  to  suggest  visiting 
Orlando.  Here,  for  instance,  is 
what  awaits  you  at  King 
Henry's  Feast,  a  Tudor-era 
restaurant  next  to  the 
Econolodge  on  International 
Drive:  "Saucy  wenches,  who 
refer  to  customers  as  'me 
lords'  and  'me  ladies,'  serve 
potato  leek  soup,  salad,  chick- 
en and  ribs"— AAARRGH!!! 
Off  with  their  heads! 


*Disney  publishes  brochures 
for  each  section  of  The  World: 
the  Magic  Kingdom,  EPCOT, 
Disney-MGM  Studios,  Ty- 
phoon Lagoon,  etc.  They  are 
thorough,  up-to-date,  easy  to 
read  and  convenient  to  carry. 
And  they  are  free. 
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You  Want  Utopia?  Get  in  Line. 


;t  is  no  coincidence,  as  the  Marx- 
lists  like  to  say,  that  amusement 

arks  designed  by  Walt  Disney, 
the  son  of  a  Canadian-born 
socialist,  so  resemble  certain 
institutions  in  the  late,  unla- 
mented  USSR. 

Notice,  for  example,  the  similari- 
ties between  the  lines  at  Disney 
World  and  the  line  outside  Gas- 
tronom  Number  1  on  Moscoiv's 
Gorky  Street: 

1.  Everyone  in  line  arrives  via  heavi- 
ly subsidized  public  transportation. 
(Monorail,  Moscow  Metro) 

2.  In  Moscow,  red-armbanded  vigi- 
lantes patrol  the  line  for  signs  of  dis- 
order. At  Disney  World,  red-uni- 
formed "cast  members"  perform 
this  function. 

3.  Cryogenically  preserved  founders 
of  the  Experimental  Prototype  Com- 
munities Of  Tomorrow  (Walt  Dis- 
ney, Vladimir  Lenin)  lie  not  far 
away.  (For  the  record,  the  Walt 


Disney  Co.,  denies  the  persistent 
rumor  that  Walt,  like  other  Southern 
Californian  eminentoes,  put  his 
remains  on  ice.  "He's  buried  in  Forest 
Lawn,"  a  spokeswoman  insists.) 
4.  Everyone  in  line  hates  Communism 
and  is  exulting  in  its  apparent  demise. 
How  the  lines  at  Disney  World 
are  different  from  the  lines  out- 


side Gastronom  Number  1: 

1 .  The  Gastronom  sells  caviar  and 
vodka,  not  available  in  the  Magic 
Kingdom. 

2.  The  Americans  can  pay  in  "Dis- 
ney Dollars,"  a  convertible  curren- 
cy. Gorby's  Goofy  geld  isn't  wel- 
come anywhere. 

3.  In  Moscow,  war  veterans,  Peo- 
ple's Deputies  and  KGB  agents 
can  cut  in  at  the  head  of  the  line. 
At  Disney  World,  all  of  Mickey's 
comrades  are  equal. 


BYOB 


4  There's  not  much  adult  entertainment  in  the 
Magic  Kingdom.  A  few  kiosks  sell  beachy  books, 
e.g.  Eric  Lustbader's  classic  White  Ninja,  but  if 
it's  mature  Disneyana  you  want,  you'll  have  to 
wait  until  you  clear  Orlando  customs,  on  the  vray 
out.  Here  are  excerpts  from  five  books  most  defi- 
nitely not  for  sale  at  Disney  World: 


pissed  on  him  then, '  he  'd  say,  'and  I  'w  pissing  on  him  now. ' 
Native  Tongue,  a  novel  by  Carl  Hiaasen:  ...the 
prospect  of  a  major  theme  park  to  compete  with  Disney  World 
carried  an  orgasmic  musk  to  local  chambers  of  commerce. . . 
The  Mouse's  sprawling  self-contained  empire  sucked  tourists ' 
pockets  inside  out;  they  came,  they  spent  until  there  was  noth- 
ing left  to  spend;  then  they  went  home  happy. . .  Astounding! 


The  Propheteers,  a  novel  by  Max  Apple: [Walt's 
brother]  Will  wanted  tits  on  Pearl  Mouse.  'Mice  don't  have 
tits, '  Walt  said  laconically  and  refused  to  draw  even  the  tini- 
est bulge  on  his  standing  matronly  mouse. . .  [Will]  saw  it  oth- 
erwise. . .  If  you  put  tits  on  girl  mice,  then  Mickey  could  walk 
up  and  squeeze  one  and  everyone  would  get  a  kick  out  of  that. 


Holidays  In  Hell,  by  P.J.  O'Rourke:  Five  big  Ameri- 
can corporations  sponsor  pavilions  in  the  'Future  World' 
half  of  Epcot  Center. . .  Every  ride  seems  to  begin  with  cave- 
men and  end  in  a  video  game  where  a  recorded  voice  asks 
you  to  face  the  challenges  of  tomorrow.  I  thought  that's  what 
we're  paying  these  corporations  to  do. 


Storming  The  Mag^c  Kingdom,  by  John  Taylor: 
The  feuding  [between  Walt  and  his  brother  Roy]  lasted 
almost  a  decade,  during  which  time  the  relationship  between 
the  brothers  became  so  poisoned  that  they  refused  to  speak  to 
each  other.. .Roy  Disney,  who  .shared  some  of  his  brother's  tal- 
ent for  story-telling,  liked  to  describe  how,  when  he  and  Walt 
were  growing  up  in  Kansas  City,  they  shared  a  bed  which  his 
younger  brother  frequently  wet.  'He'd pee  all  over  me, '  Roy 
would  say,  'and  he's  still  doing  it.'  Walt  told  the  same  story.  7 


La  Guerre  Du  Faux,  by  Umberto  Eco:  [The  world 
of  Disney]  is  a  place  of  total  passivity.  Visitors  agree  to  live 
like  robots.  Access  to  each  attraction  is  controlled  by  moving 
hand  rails  and  labyrinthine  barriers  of  metal  tubes  that  dis- 
courage all  individual  initiative. ..The  bureaucrats  of  the 
dreatn,  each  properly  dressed  in  a  uniform  adapted  to  the 
attraction,  dictate  the  visitors'  every  step:  'Now  wait  here, 
now  step  up,  sit  down,  wait  before  leaving  your  seat, '  in  a 
tone  that  is  always  courteous,  impersonal  and  imperious... 
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De  Gustibus: 
The  Worst  Of 

The  Wurst 

How  bad  is  the  food?  Fodor's  says 
it  best:  "Visitors  who  care  about 
real  food  will  discover  that 
gourmet  dining  is  as  much  a  fanta- 
sy as  everything  else  in  the  Magic 
Kingdom."  Pizza  for  breakfast, 
smoked  pork  loin  for  lunch, 
french-fried  ice  cream  for  dessert 
(really);  bon  appetit! 

Sample  fare: 

The  Puppeteer  Turkey  Cheese- 
burger, slathered  with  "house" 
BBQ  sauce  at  the  Pinocchio  Village 
Haus.  Easy  for  him  to  eat;  his  stom- 
ach's made  of  wood. 

Pecos  Bill's  Gourmet  Cheese- 
burger Basket  at  the  Pecos  Bill 


Cafe.  Culinary  homage  to  Blaz- 
ing Saddles. 

The  Shogun  Combination — 
Chicken  and  beef  with  teriyaki 
sauce — at  the  Yakitori  House. 
Stomach  upset.^  Cut  it  out. 

The  Prime  Time  Cafe's  Mouseke- 
TEER  Sandwich:  Peanut  butter, 
jelly  and  marshmallow  creme,  with 
fresh  fruit  on  the  side.  Annette!  I 
think  I'm  going  to... 

Liberty  Tree  Tavern's  Monte 
Cristo  Sandwich:  Batter-dipped, 
deep-fried  turkey,  ham  and  Swiss 
cheese.  Dumasn't  eat  it. 

P.S.  You  can  go  a  long  way  without 
wetting  your  whistle  in  Disney 
World.  The  Mile  Long  Bar  in 
Frontierland  is  a  mirage;  no  alcohol 
is  served  in  the  Magic  Kingdom, 
though  some  hotels  have  Minnie- 
bars,  and  liquor  is  available  in  the 


restaurants.  If  you've  got  the  itch. 
run  over  to  EPCOT's  11-nation 
World  Showcase,  the  Model  U.N. 
of  booze.  They  serve  aquavit,  tequi- 
la, sake  and  much,  much  more. 

P. P.S.  The  only  Pepto-Bismol  for 
sale  in  the  Magic  Kingdom  sits  on  a 
concealed  shelf  at  ankle  level  behind 
the  stuffed  animals  in  the  Main 
Street  Emporium.  Why  ask  why? 


Kids  Ask  The  Darnedest  Questions! 


Typical  questions  you  can  expect  to  field  at  Disney 
World,  along  w^ith  the  officially  approved  answers: 

Q.  Are  Minnie  and  Mickey  married? 
A.  "They  are  boyfriend  and  girlfriend,"  says 
Disney  spokeswoman  Sarona  Soughers  of  the 
longest  courtship  in  cartoon  history.  "Just  like 
Donald  and  Daisy." 

Ql.  Why  did  they  close  the  beaches  today? 
A.  In  the  hot  Florida  climate,  bacteria  form  in 
the  Seven  Seas  Lagoon  and  Bay  Lake,  explains 
Disney  environmental-czar  Kym  Murphy.  The 
protozoan  amoeba  that  grows,  says  Murphy, 
"is  like  a  herpes  virus;  everybody  has  it,  it 
just  doesn't  manifest  itself." 

Q.  (i.  "ter  seeing  the  3-D  short  feature  Captain  EO) 
Is  Mic.  ael  Jackson  black? 
A.  Sort  of. 

Q..  Why  are  those  vultures  circling  above  the  Con- 
temporary Resort  hotel? 

A.  Turkey  vultures  are  indigenous  to  the  area.  Mur- 
phy explains.  By  using  "non-invasive  pyrotechnics" 


(Disneyspeak  for  cherry  bombs),  Murphy  has  man- ' 
aged  to  reduce  the  vulture  numbers  somewhat.  A . 
few  years  ago,  600-700  of  them  squatted  in  the 
pathways  at  Discovery  Island,  Disney  World's 
nature  preserve.  "It  wasn't  the  kind  of  place 
you  wanted  to  take  your  three-year-old  for  a 
walk,"  Murphy  admits. 

Q.  (After  seeing  the  3-D  short  feature  Captain  EO) 
Is  Michael  Jackson  a  man? 
A.   Sort  of. 

Gl.  Any  alligators  here? 

A.  No  worries,  mate.  Although  The  New  York 
Times  recently  ran  an  article  on  gator  infestations 
in  Central  Florida,  specifically  mentioning  Disney 
World,  enviro-czar  Murphy,  speaking  from  his  car 
phone  3,000  miles  away  in  Central  Los  Angeles, 
downplays  the  gator  problem.  He  did,  however, 
admit  that  a  gator  once  devoured  his  ball,  a 
Titleist,  on  a  Disney  golf  course. 

Q.  What's  the  Disney  movie  Pretty  Woman  about? 
A.  It's  about  two  people  who  are  very  much  in  love, 
just  like  Mommy  and  Daddy. 


6H   I'ORHI'S 


FYI 


The  Bottom  Line 


Disney  World  is  deservedly  famous  for  its  lines.  The 
kids  remember  pressing  the  paw  with  Pluto,  and  the 
grown-ups  remember  queuing  up  for  20  minutes  to  get 
inside  a  shed  that  housed. ..another  20-minute-long  line. 
The  only  places  that  don't  have  lines  are — surprise! — 
the  stores.  Feel  like  buying  a  $3.99  Donald  Duck  thim- 
ble.'' No.'*  Then  get  in  line. 

Helpful  Tips  I: 

The  Worst  Line-To-Thrill  Ratios 

At  Disney  World 

Sk^avay  To  Tomorrowland — The  line  snakes  up  a  fake 
mountain  and  stops  frequently  while  lederhosen-clad 
flunkies  grapple  with  the  cable  cars.  All  paths  lead  to  the 
grave,  but  this  ride  is  worse:  it  leads  to  Tomorrowland, 
which,  as  Disney  boss  Michael  Eisner  said  in  1985,  "was 
looking  a  bit  like  Yesterdayland." 

Snow  White's  Adventures — By  the  time  you  reach  the 
front  of  this  one  you'll  be  reaching  for  the  poisoned  apple. 


Bring  a  Knut  Hamsun  novel  to  read  in  this  endless 
line.  The  ride  is  a  sloshy  tour  of  Norway's  North 
Sea  oil  platforms.  Skoll 


Helpful  Tips  II: 

Take  a  Ride  On  The  Short  Line; 

Cheap  Thrills,  No  Waiting 


Eastman  Kodak's  three-dimensional  Magic  Jolrnevs 
show — Kodak's  conscience  balm  for  price-gouging  on 
film.  Excellent. 

It's  a  Small  World — Puppets  chirp  the  Desert  Storm 
theme  song.  Little  kids  like  it,  and  you'll  get  nostalgic 
for  the  1964  World's  Fair. 

Peter  Pan's  Flight — A  theme  park  innovation  when 
built,  it  suspends  passengers  from  overhead  tracks. 
Beats  the  fares  on  British  Airways. 


Body  Wars — A.k.a.  the  Vomit  Comet.  Did  you  miss  Mickey's  Starland — See  Mickey's  bachelor  pad 
Raquel  Welch  in  Fantastic  Voyage^  the  hep  movie  of  and  the  50th  birthday  card  from  Ronald  Reagan. 
1966.^  Then  this  dopey  ride  is  for  you.  Clean,  cute  and  chaste;  plenty  of  cheese  in  the 

fridge  and  none  of  Minnie's  polka  dot  dresses 
Star  Tours — "Body  Wars"  in  space,  but  the  line  wraps      cluttering  up  the  closets, 
around  planet  Earth. 

Sunday  Mass  at  the  Polynesian  resort  hotel's  Luai' 
The  Maelstrom  ride,  in  EPCOT's  Norway  Showcase —     Cove — Come  to  think  of  it,  there  is  a  line... 


rvi 


FORBES    69 


All  You  Need  to  Know 

About  Disney  World  in 

Ten  Easy  Lessons: 


1.  Take  your  children  out  of  school  and  visit 
lietween  Labor  Day  and  Thanksgiving.  It's  illegal 
in  most  states,  but  get  a  load  of  these  attendance 
numbers:  up  to  70,000  a  day  per  park  during  school 
vacation  weeks,  20,000  a  day  from  mid-September 
until  mid-November.  Tell  the  principal  you're  off 
fossil-hunting  in  Montana. 

2.  Forget  about  Orlando,  Dixie's  Double 
Dubuque.  The  airport  has  long  runways,  mar- 
ble flooring  and  shuttle  buses  leaving  for  Dis- 
ney World  every  20  minutes.  Board  the  first  one 
you  see,  and  don't  look  back. 

3.  Stay  in  Disney  World.  The  Disney  hotels  are 
expensive,  but  they're  near  the  action.  The  impact  of 
Mickey  Mouse  toiletries  (soap,  shampoo,  toilet 
paper)  on  young  children  is  not  to  be  underestimated. 

4.  Go  for  at  least  four  full  days,  preferably  Thurs- 
day through  Sunday.  Reason:  exchange-rate- 
exploiting  Eurotrash  flies  in  on  the  weekends  and 
hits  the  parks  in  the  beginning  of  the  week. 

5.  Plan  your  visit  in  advance.  Buy  a  travel  guide 
several  weeks  before  departing  and  reserve  seats 
for  live  entertainment  shows  and  for  "character 
breakfasts"  with  Mickey,  Goofy  etc.  In-room 
babysitting  should  be  booked  in  advance,  as  should 
any  Disney  meal  worth  eating,  for  instance,  at  the 
nationality  restaurants  in  EPCOT. 

6.  Pack  as  if  you  were  traveling  to  Kuwait.  The  Dis- 
ney stores  sell  souvenirs,  sundries  and  little  else. 

7.  Arrive  at  the  theme  parks  early  and  proceed 
directly  to  the  attraction  farthest  from  the 
entrance.  By  visiting  the  park  "backwards,"  you 
will  encounter  fewer  lines. 

8.  When  a  line  divides,  always  move  to  your  left. 
Most  people  instinctively  go  to  their  right. 

9.  The  parks  are  less  crowded  and  more  pleasant  to 
visit  in  the  evenings,  but  check  each  day's  schedule 
for  closing  times,  w^hich  vary. 

10.  Never  stand  downwind  from  a  Disney 
fireworks  display. 


That  Mouse  Stole 

My  Wallet! 


or 


The  Magic  Kingdom  on  $950  a  Day 

Family  of  Four,  Day  One: 

8:45  p.m.:  Arrive  Orlando  International  Airport 

One-way  air  fares  (x4,  prorated):  $305.00 

8:58  p.m.:  Shuttle  to  hotel  25.00 

9:32  p.m.:  Hotel  Check-in 

Two  double  rooms:  390.00 

Extortionate  sales  tax:  23.40 

Super-extortionate  "resort  tax":  15.60 

10:00  p.m.— 7:00  a.m.: 

Sleep  (Free) 

7:30  a.m.:  Breakfast  28.05 

9:17  a.m.:  Four-day  passes  (x4,  prorated) 

to  the  Magic  Kingdom  105.00 

12:03  p.m.:  Fast-food  lunch 

at  the  Pinocchio  Village  Haus  20.90 

6:16  p.m.:  Supper  35.88 


Time  elapsed: 


Total  expenditures: 


21  hours,  31  minutes 


Burn  rate  per  waking  hour: 


$948.83 
$75.90 
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Museum  Quality  Miniature  Collectibles 


Wealth  Creation 
AND  Preservation 


From  the  Carole  and  Barry  Kaye  "Petite  Elite"  Collection 


L/2  STAYS  IN  YOUR  ESTATE 


V2  GOES  TO  UNCLE  SAM 
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WEALTH  CREATION  CENTERS 


1/2  STAYS  IN  YOUR  ESTATE 


1/2  GOES  TO  UNCLE  SAM 


RETAINED 


WEALTH  CREATION  CENTERS 


"Petite  Elite"  buys  and  sells  fine  miniatures   •  310-556-1588 


El !  From  The  'Tetite  Elite''  Collection 


1  y2  STAYS  IN  YOUR  jESTMT^ 


1/2  GOES  TO  UNCLE  SAM 


RETAINED 


LOST  FOREVER 


WEALTH  CREATION  CENTERS 


"Petite  Elite**  buys  and  sells  fine  miniatures   •    310-556-1588 


YOUR  PRICELESS 

COLLECTIBLES  ARE  FACINCl 

FORCED  LIQUIDATION! 

55%  of  all  your  cherished  possessions  will  have  to  be  liquidated  for  cash  withii] 
9  months  after  your  death  to  pay  the  inevitable  estate  taxes  that  will  be  due. 


A  forced  liquidation  could  reduce  the  value  of  your 
estate  by  30%  ($10  million  to  $7  million)  and  then  an 
additional  55%  for  estate  taxes  ($3.3  million). 
Effectively,  your  estate  will  have  lost  63%  of  its  value 
($10  million  to  $3.7  million). 

Your  priceless  collectibles,  your  home,  real  estate, 
stocks,  bonds,  CDs,  business  interests  and  other 
assets  will  be  subjected  to  55%  estate  taxes.  You  are 
truly  worth  only  45%  of  what  you  think  you  are  worth. 
These  taxes  could  be  devastating  to  your  family  and 
your  lifetime's  work. 


The  Wealth  Creation  Centers  concept  simply 
involves  transferring  money  to  an  irrevocable 
trust.  Then,  the  trust  purchases  a  one-payment 
life  insurance  policy  based  on  current 
assumptions.  (It  can  also  be  financed.)  Upon 
death,  the  policy  produces  the  money  to  pay 
estate  taxes  at  a  substantial  discount.  Uncle 
Sam  receives  the  full  estate  tax  due  while  your 
family  retains  the  full  value  of  your  estate.  (For 
trust  and  tax  information  see  your  own 
accountant  or  attorney.) 


Whether  you  are  liquid  or  illiquid 

We  guarantee  to  reduce  your  estate  tax  costs  up  to  90% 


Save  your  family  from  a  forced  liquidation! 
Don't  lose  your  precious  possessions  and  assets  collected  over  your  lifetime! 

Barry  Kaye  wrote  the  book  on  how  to  "Save  A  Fortune  On  Your  Estate  Taxes." 
Let  the  man  who  wrote  the  book  resolve  your  problem. 


Remember,  not  your  attorney,  not  your  accountant,  not  your  investment  advisor,  i, 

ONLY  a  life  insurance  company  will  bring  you  a  check  to  pay  your  estate  taxes  at  a  discount,  i 


If  your  estate  is  worth  over  $3  million,  call  for  a  free,  no-cost,  no-obligation  proposal  and  our  book: 

Save  A  Fortune  On  Your  Estate  Taxes  which  describes  our  concepts. 

For  more  information  call  1-800-932-5841 


A\ailable  in  bookstores. 


Barry  Ka>c,  author  of 
.Save  a  Fortune  on 
Your  Estate  Taxes 


Wealth  Creation  Centers" 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 

1901  AVENUE  OF  THE  STARS.  SUITE  500    •    LOS  ANGELES.  CA  9a">67 

310-277-9400     FAX:  310-282-0775 

*  Basi:i)  on  ci  rrent  asm  mptions    u^l  WI  Wialhi  Cril^tion  Centers 
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"Much  useful 
ad\  icv  from  a 

pro."-  h'ortH'i 


A  Cicerone 


By  Neal  Santelmann 


OF  One's  Own 


The  Practical  Pleasures  of  a  Personal  Tour  Guide. 


Instead  of  spending  those  first  few  hours  of  your 
next  vacation  wedged  in  a  tour  bus  with  38  other  rub- 
berneckers,  or  winging  the  sightseeing  yourself  and 
getting  the  least  out  of  all  the  interesting  sights, 
indulge  yourself  with  a  private  tour  guide. 

Sounds  exclusive?  It  is.  But  the  benefits  can  out- 
weigh the  costs.  "Most  tour  lines  operate  by  rote, 


ing:  $20  to  $35  an  hour  in  urban  areas,  $10  to  $25  else- 
where (exclusive  of  transportation  and  admissions), 
regardless  of  the  size  of  your  group. 

The  real  advantages  are  the  time  saved  and  the 
opportunities  not  missed.  A  small  group  might  pick  up 
an  extra  hour-and-a-half  over  a  day  of  touring  and  may, 
on  short  notice,  access  areas  where  busloads  wouldn't 


but  a  personal  guide  can  tailor  a  tour  to  ■i\y\iyour     stand  a  chance.  On  the  spur  of  the  moment,  Androus  has 


needs,"  says  Edwin 
Farrell,  head  of  the 
Professional  Guides 
Association  of  Ameri- 
ca. "You  can  say,  'Boy, 
we'd  like  to  see  this 
now,'  and  just  go." 

Louis  Polster,  a  com- 
mercial food  equipment 
inventor  from  Burbank, 
Calif.,  is  a  convert.  He 
recently  treated  himself 
to  a  private  four-hour 
tour — at  $25  an  hour — 


gotten  small  groups  in 
to  see  the  honor  guards' 
quarters  at  Arlington 
National  Cemetery  or 
for  a  quick  peek  at  the 
catafalque  in  the 
Capitol.  "A  staffer 
might  take  three  peo- 
ple in  to  meet  a  Sen- 
ator for  five  minutes; 
40  people  would  take 
that  long  just  to  get 
through  the  door." 
Guides  say  it  works 


through  the  marble  monuments  and  edifices  of  best  to  leave  the  agenda  loose.  That  adds  a  touch  of 
Washington  with  D.C.  guide  Deborah  Androus.  spontaneity  and  guarantees  you  won't  start  yawning.  If 
"Walking  along  together  we  were  able  to  talk  about  Santa  Fe  guide  Don  Dietz  finds  that  his  clients  like 
things  in  a  much  more  intense  way,"  he  says.  "A  lot  more  architecture,  he'll  take  them  to  a  house  under  con- 
knowledge  was  imparted  and  it  was  a  lot  more  fun.  struction  that  exemplifies  the  Santa  Fe  style.  Or  if  their 
And  /got  to  pick  the  time."  ears  perk  up  at  mentions  of  geology,  he'll  suggest  a 
Personal  guiding  is  nothing  new.  W^ell-heeled  18th-  dash  to  an  extinct  volcano  in  the  Jemez  Mountains, 
century  Europeans  would  seek  out  the  local  cicerone  "It's  almost  like  we're  discovering  things  together." 
(from  the  Roman  orator  Cicero)  upon  reaching  a  new  city  Since  many  vacationers  use  tours  simply  to  orient 
to  show  them  the  sights,  act  as  interpreters  and  share  themselves  to  an  area,  the  personal  guide  is  an  excellent 


their  knowledge.  Here  in  the  States,  though,  says  Farrel, 
only  in  the  last  five  years  or  so  have  guides  been  branch- 
ing out,  with  vacationers  discovering  personal  service. 


source  at  the  end  of  the  day  for  advice  on  how  to  spend 
the  rest  of  your  vacation.  And  a  personal  tour  is  a  good 
way  to  entertain  visiting  parents  or  fidgety  kids  for  the 


Most  independent  guides  (there  are  around  3,500  in  day.  But  bear  in  mind:  they're  not  babysitters, 
the  I  .S.)  will  just  as  happily  dish  up  the  minutiae  of  local  How  to  find  them.'^  A  concierge  can  be  a  good 

culture  for  families  and  small  groups  as  for  the  tourist  source.  Or  contact  the  Professional  Guides  Association, 

busloads,  though  such  service  is  usually  a  small  per-  which  keeps  resumes  and  references  on  all  of  its  1,000 

centage  of  their  business.  Prices  aren't  that  intimidat-  members  (703-892-5757).  TS 
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Driving    Throug  h^ 


,*<i 


Welcome  to  anti-terrorist  driver's  ed. 

Where  you  will  learn  to  execute  a  proper  bootleg 
turn,  spot  and  avoid  an  ambush,  successfully 

conclude  a  high-speed  chase,  correctly  ram  a 
hostile  vehicle  and  a  few  other  skills  designed  to 

keep  you  alive  on  the  world's  meanest  streets. 

By  Christopher  Buckley 

Phottographs  by  F.T.  Eyre  and  Daniel  Gilbert 

"You'd  be  surprised,"  said  Andy, 
surveilling  a  row  of  smashed-up  cars, 
"at  how  few  people  know  how  to  prop- 
erly ram  a  vehicle." 

It  had  been  an  interesting  morning  so 
far.  It  started  off  with  a  slide  show  fea- 
turing the  last  mortal  remains  of  various 
German  executives,  Italian  politicians 
and  U.S.  diplomats.  The  classroom  was 
a  windowless  room  hung  with  the  say- 
ings of  PLO  Party  Animal  George 
Habash,  quotes  from  the  Baader-Mein- 
hof  training  manual,  autographed  photos 
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of  FBI  agents  duded  up  in  Ninja  outfits,  bomb  diagrams 
and  a  "DEFEND  FIREARMS  DEFEAT  DUKAKIS" 
bumper  stici^er. 

Next  came  the  lecture  on  how  to  steer  and  brake  prop- 
erly— chances  are  you  are  doing  it  all  wrong — how  to 
"swerve  to  avoid,"  and  drive  off  the  road  without  requir- 
ing surgery.  Very  useful  stuff,  this. 

You  don't  have  to  be  an  exec  who's  just  gotten  the 
happy  news  that  you're  being  sent  to  head  up  the  Lima, 
Peru,  office  to  appreciate  the  three-day  Executive  Secu- 
rity Training  course  they  give  out  at  BSR  in  Summit 
Point,  W.Va.,  two  hours  down  the  road  from  Washington, 
D.C.  Suppose,  as  one  of  the  instructors  put  it,  you  have  a 
loved  one  who  is  going  to  die  unless  you  get  her  to  the 
hospital  in  ten  minutes,  and  the  hospital  is  20  minutes 
away.^  You  az^/'// learn  how  to  do  that.  That's  how  they  talk, 
the  instructors,  most  of  them  former  military  sergeants: 
"I  will  give  the  first  lecture  tomorrow  on  surveillance 
detection,  and  you  wi/Ifind  it  compelling." 

Right  now  we  were  about  to  get  into  a  Buick  LeSabre 
and  ram  a  Volvo  station  wagon,  and  I  t/i^  have  a  burbly 
sensation  in  my  stomach.  Angel,  a  150-pound  knot  of 
muscle  with  a  Zapata  mustache  and  two  tours  in  Vietnam 
with  the  101st,  was  our  ramming  instructor.  Here's  the 
situation,  he  said:  you  round  the  curve,  and  there's  a  car 
blocking  the  road  and  two  guys  standing  in  front  of  it 
with  guns  pointed  at  you.  "You  can  try  to  turn  around,  do 
a  bootleg  or  a  J-turn.  Or,"  he  added,  insinuating  his  pref- 
erence with  just  a  crease  of  a  smile,  "you  might  just 


Check  your  oil?  Whoa! 

decide  you  want  to  put  a  little  Goodyear  on  'em." 

What  you  will  find  out  about  ramming  is  that  it  is 
counter-reflexive.  All  your  life  you've  been  hitting  the 
brakes  when  you  see  a  car  stopped  in  front  of  you.  Here 
they  tell  you  to  align  either  your  right  or  left  front  wheel 
with  the  center  of  the  other  car's  rear  (usually)  axle,  to 
downshift  into  first  gear  \Vi  car  lengths  away,  then  to  hit 
the  accelerator  and  to  s/ay  on  the  accelerator  f,o  that  the 


other  car  absorbs  the  energy*  of  the  crash,  not  yours.  Yom 
will  do  this  twice  during  your  three  days  at  BSR.  You  \c:it\ 
like  it  better  the  second  time.  The  first,  you're  too  bus\| 
concentrating  on  keeping  your  head  from  going  througq 
the  windshield,  which  Angel  assures  you  it  won't,  bu 
you  do  not  entirely  believe  him. 

My  classmates  were  natural  rammers.  They  got  thi 
hang  of  it  right  away.  One  was  with  the  Department  ofl 
Labor's  Inspector  General's  office,  here  so  he  would  bel 
able  to  drive  the  Secretary-  of  Labor  through  harm's  way. 
I  could  not  for  the  life  of  me  remember  when  an  attempt! 
had  last  been  made  on  a  Secretary-  of  Labor,  but  who  am 
I  to  begrudge  the  lovely  Lynn  Martin  and  her  successors 
this  consolation.'' 

The  others  did  not  pass  out  business  cards,  or  even 
last  names.  They  were  lean,  fit,  had  short  haircuts  and 
Berettas.  They  were  not  in  the  least  put  out  by  the  pho- 
tographs of  German  industrialist  roadkill,  and  when  it 
came  my  turn  to  be  ambushed,  they  shot  me  upside  the 
head  easy  as  pie,  though  they  were  considerate  enough  to 
say  afterwards,  "Sorry  about  killing  you.  Shoulda  seen 
your  face."  Yuk,  yuk. 

I  was  not  able  to  get  a  straight  answer  from  Calvin 
Frye,  who  at  the  time  was  director  of  training  programs  at 
BSR,  as  to  just  who  these  cheery  killers  were,  but  I  was 
able  to  determine  that  BSR  is  where  they  all  send  their 
people  for  special  driver's  ed:  all  branches  of  the  military 
and  government  agencies,  CIA,  et  cetera,  et  cetera. 
American  executives  come  here  as  well,  especially  the 
ones  who  get  those  plum  overseas  postings  that  come 
with  the  name  tags  saying,  "HELLO  MY  NAME  IS 
JIM.  MY  COMPANY  WILL  GLADLY  PAY  MANY 
U.S.  DOLLARS  IN  RANSOM." 

There  are  other  executive  training  schools.  The 


THE  OTHERS  DIDN'T  PASS  Qs 
LEAN,  FIT,  HAD    SHOf] 

advantage  of  BSR — aside  from  the  fact  that  it  comes  with 
a  two-mile,  ten-turn  race  track  upon  which  you  scvV/have 
a  gas — is  that  this  is  where  all  the  feds  go  to  train.  The 
instructors  have  security  clearances,  meaning  that  they 
get  state-of-the-art  anti-terrorism  input  from  the  agencies 
whose  people  they  train.  They  don't  pass  along  classified 
information  to  non-cleared  clients,  but  the  expertise  they 
impart  is  based  on  it. 

The  key  theme  of  the  course  w.force  the  bad  guys  to  pick 
on  someone  else.  The  way  to  do  that,  of  course,  is  to  make 
yourself  a  difficult  target.  Vary  your  route  to  the  office 
every  day,  ne\er  set  patterns,  spend  the  ^wc  to  six  min- 
utes every  morning  to  sec  if  they've  wired  a  mercury 
switch  and  C-4  to  your  w  indshield  wiper,  phone  in  fake 
restaurant  and  airline  reservations,  change  your  plans 
constantly,  and  at  the  last  minute,  re-schedule,  cancel 
again.  "If  you  can  get  them  to  pick  another  victim,"  said 
Cal  during  the  .Attack  Recognition  class,  "then  you've 
been  100%  successful.  Once  viurrc  attacked,  vour 
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chances  of  survival  are  about  10%." 

"All  right,  suppose  I  throw  you  in  the  trunk,"  said 
Bruce  during  the  Vehicle  Security  exercise,  showing  us 
how  to  detect  car  bombs.  "What  do  you  do.''"  Damn  good 
question  there,  Bruce,  and  hell  if  I  knew.  Suffocate.^'  Wet 
my  pants.^  Bruce  reached  into  the  side  of  the  trunk, 

ST   NAMES.   THEY  WERE 
IRCUTS  AND  BERETTAS. 

pulled  out  the  two  wires  leading  to  the  electric  hood 
latch.  With  a  pocketknife,  he  cut  through  the  insulation 
and  then  pressed  the  wires  together,  shorting  the  circuit. 
The  latch  popped  open.  What  if  you  don't  have  a  knife.^ 
"Use  your  teeth,"  said  Bruce.  Better  yet,  carry  a 
penknife. 

We  found  a  half-dozen  bombs  in  the  car,  under  the 
hood,  on  the  exhaust,  attached  to  the  windshield  wipers, 
underneath  the  seat,  in  the  headrest.  They  kept  going  off 
before  we  found  them,  too.  The  bombs  consisted  of  ten- 
inch  long  sections  of  dowel  painted  red  to  simulate  sticks 
of  TNT,  and  Play-Doh  to  signify  C-4,  attached  to  mer- 
cury switches,  heat  sensors  and  plain  old  plastic  traveling 
alarm  clocks.  Angel  gave  the  lecture  on  bombs,  demon- 
strating some  17  different  kinds.  Once  you  learn  how,  it 
only  takes  five  to  six  minutes  to  safety-check  a  car,  using 
just  a  small  4(),()()()-candlepower  Maglite  and  a  plastic  tie 
as  a  probe. 

Every  time  .'Xngel  introduced  a  different  bomb,  he'd 


Angel  shows  off  his  favorite  bombs. 

say,  "Now  this  one's  my  favorite."  See  that  can  of  Coke 
on  the  backseat  floor.'*  "Pick  it  up,  and  next  thing  we'll  be 
reading  about  you  in  the  newspaper,  in  orbit  up  there 
with  Sputnik."  Ever  heard  of  a  "Firefly".^  I'll  refrain  from 
divulging  the  precise  recipe  here,  but  it's  pathetically 
simple  to  make:  you  fill  a  gelatin  capsule  with  a  certain 
household  chemical  and  drop  it  down  the  gas  tank.  The 
water  in  the  bottom  of  the  tank  will  melt  the  gelatin,  the 
chemical  will  make  contact  with  the  metal,  causing  a 
spark,  causing  the  car  to  turn  you  into  ground  chuck. 
This  seemed  to  me  a  darn  good  argument  for  locking  gas 
caps,  but  Angel  said  no,  no,  "Those  only  keep  honest 
guys  out  of  your  gas  tank."  What  you  do  is  dust  the  cap — 
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Kids,  don  V  try  this  at  home:  a  student  executes  a  bootleg  at  40  mph 


as  well  as  the  door  handles — with  talcum  powder.  If  that 
dust  looks  disturbed  the  next  morning,  take  a  cab. 

Angel  said  he  plays  "the  dumb  American"  when  he 
picks  up  his  rent-a-car  at  foreign  airports:  makes  them 
drive  it  up  to  him  at  the  curb,  then  asks  the  guy  to  open 
the  hoods,  show  him  the  spare,  the  dipstick,  battery.  If 
the  guy  won't  open  the  hood,  "get  the  hell  away  from  the 
car."  (I  wonder  how  this  is  going  to  play  at  the  Budget 
Rent  A  Car  counter  at  LAX.) 

Rental  cars  are  an  inside  joke  here.  The  BSR  fleet 
consists  of  second-hand  Chevy  Caprice  police  cruisers, 
specially  fitted  with  350-horse  V-8 

engines,  Rochester  Quadrajet  car-  AFTER, 

buretors,   Bilstein   gas   shocks, 

NASCAR-grade  stock  car  wheels,  N  O 

sway  bars  and  chrome  moly  axles. 
It  is  possible  that  the  family  car  is  not  so  neatly  equipped, 
so  we  were  advised  to  think  twice  before  we  went  home 
and  started  pulling  bootlegs  and  J-turns  in  the  driveway. 
(Respectively,  forward  and  reverse  18()-degree  turns, 
done  at  about  40  mph.  The  name  comes  from  the  inven- 
tors of  the  techni(|ues.)  At  this  point,  Bruce  grinned  and, 
with  a  twinkle  in  his  steely  blues,  said,  "Why  do  you 
think  God  invented  rent-a-cars.?" 

After  a  thoroughly  enjoyable  hour  of  doing  bootlegs 
and  Js,  spreading  rubber  on  the  track  like  so  much  soft 
butter,  it  was  time  for  the  Barricade  Confrontations. 


These  were  ambushes,  basically.  On  us  they  used  .22  cal- 
iber blanks;  on  advanced  students  they  use  12-gauge 
shotgun  blanks,  which,  Bruce  said,  "tends  to  increase  the 
stress  factor."  After  getting  shot  twice  in  the  head,  my 
stress  factor  did  not  need  increasing.  What  it  needed  was 
a  stiff  drink.  Before  that  could  be  achieved,  though,  there 
was  the  High  Speed  Pursuit,  in  which  we  drove  around 
the  track  at  100  mph  with  instructors  following  close  < 
behind,  blowing  their  horns,  swerving,  and  bumping  into  i 
our  rear  fenders.  Contrary  to  the  movies,  they  tell  you 
here,  most  high-speed  chases  end  with  the  pursued  per- 


GETTING   "SHOT"    TWICE 
T    NEED    INCREASING.    WH^ 

son  crashing  within  two  minutes  or  two  miles.  After  the  ' 
exercise,  this  did  not  come  as  a  surprise  to  me.  But  there 
are  things  you  can  learn  to  make  yourself  faster.  .\  car 
race,  Bruce  said,  is  won  by  the  person  who  comes  our  of 
the  turns  fastest.  It  is  also  essential  not  to  go  into  the  turn 
too  fast,  and  to  come  off  your  brake  as  you  start  your  turn. 
"That's  the  difference,"  said  Bruce,  "between  a  mechan- 
ic and  an  artist." 

The  lecture  the  next  morning  on  Surveillance  Detec- 
tion was  given  by  Andy,  11  years  old,  affable  and  boyish- 
looking,  with  ten  years  in  the  Marines,  including  tours  at 
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h(  JFK  Special  Warfare  Center  and,  I  think,  with  Delta 
orce,  the  elite  of  the  elite  anti-terrorists.  (BSR,  I  got  the 
ecling,  is  fairly  thick  with  Delta  grads.)  He  was  deter- 
inedly  close-lipped  about  his  experiences,  except  to 
How  as  how  they  had  been  "practical." 
Predictability,  he  emphasized,  is  the  cardinal  sin. 
wo  people,  he  said,  were  snatched  in  Beirut  during 
heir  routine  golf  game.  (Is  nof^ing  sacred?)  He  was  criti- 
al  of  Brig.  Gen.  Dozier,  the  U.S.  Army  general  who  got 
abbed  by  the  Red  Brigades  in  Verona  in  1981.  "He  was 
ot  the  prime  target,"  he  said.  "He  was  not  even  the 
econdary  target.  He  was  the  tertiary  target.  He  was  the 
asiesf.  He  PT'd  (Physical  Training)  every  morning  on 
he  dot  at  six." 
He  brought  up  an  assassination  attempt  on  General 
rujillo.  The  gunmen  struck  while  he  was  on  his  way  to 
is  regular  assignation  with  his  mistress.  "Your  princi- 
pal," said  Andy,  "may  try  to  hide  this  aspect  of  his  life 
from  you."  Unwise,  definitely.  If  no  man  is  a  hero  to  his 
valet,  he  sure  as  hell  should  not  try  to  be  one  to  his  body- 
guard. I  thought  back  to  a  misty  night  in  Washington 
when  my  wife  and  I  saw  a  cabinet  official  walking  up  a 
side  street  toward  a  hotel.  Here  was  a  man  with  a  securi- 
ty detail  nearly  the  size  of  the  President's,  and  he  was 
completely  alone.  He  kept  his  head  down,  avoiding  eye 
contact,  and  the  collar  of  his  raincoat  pulled  up.  What  a 
nifty  challenge  it  would  have  been  for  his  press  secretary 
to  explain  why  he  was  found  full  of  holes,  naked  and  cov- 
ered with  Dom  Perignon  in  a  suite  at  the  Four  Seasons. 

The  portion  of  Andy's  lecture  that  dealt  with  Route 
Analysis  was  for  the  benefit  of  chauffeurs  and  body- 
guards. Eighty  percent  of  all  terrorist  incidents  occur  at 
the  "chokepoints" — and  almost  always  on  the  way  to  the 
affice.  The  human  element  fails  us  once  again:  we're 
always  running  a  little  late,  no  time  to  vary  the  route  this 
morning. 

Fleeing  the  ambush  is  indeed  heartily  recommended, 
but  only  twice  in  the  history  of  attacks  have  the  bad  guys 
given  up  the  chase.  (Tenacious  little  pricks,  these  terror- 
ists.) And  since  your  chances,  as  the  pursued,  of  eluding 
them  for  more  than  two  minutes  or  two  miles  are  not 


E  HEAD,  MY  STRESS  FACTOR  D 
NEEDED  WAS  A  STIFF  DRINK. 


favorable,  you  will  want  to  have  a  pre-planned  response. 
This  basically  means  pre-selecting  whither  precisely  you 
will  flee. 

Should  the  unpleasantness  be  occurring  in  an  Arab 
country,  Andy  counsels  against  running  to  the  nearest 
mosque.  "Those  places  have  a  higher  meaning,"  he  said 
in  his  Georgia  drawl.  "You  want  to  get  away  from  that." 
He  did  advise  driving  your  car  into  the  nearest  bank — lit- 
erally, that  is,  through  the  front  door.  The  drawback 
being  that  "the  guard  might  shoot  you,  and  the  police 
might  be  pissed  off  at  you."  You  could  also  throw  a  rock 


through  a  jewelry  store,  a  definite  attention-getter.  Or 
run  to  a  "high-density  environment,"  like  "an  elemen- 
tary school."  ("U.S.  EXECUTIVE  HIDES  FROM 
ATTACKERS  IN  KINDERGARTEN;  17  CHIL- 
DREN SLAIN!")  As  to  shouting  for  help,  he  said  it's 
better  to  yell  "Fire!"  than  "Help!"  Why.?  "Because  it 
involves  them." 

The  last  day  of  the  course  was  spent  driving  in  a  van 
through  the  streets  of  nearby  Winchester,  Va.,  while  we 
tried  to  figure  out  who  was  "surveilling"  us.  Everyone, 
we  paranoiacally  assumed:  mothers  in  Volvo  station  wag- 
ons, old  ladies — surely  they  didn't  think  we  were  so 
dumb  as  to  think  those  things  in  their  ears  were  hearing 
aids.? — tattooed  biker  types  leaning  against  fences,  a 
father  and  his  three-year-old  daughter  parked  outside  a 
pediatrician's  office — ha!  did  they  think  we  were 
fools? — and  everyone  in  every  phone  booth  we  passed. 
We  wrote  down  their  physical  descriptions  and  the  time 
of  sighting,  just  as  Andy  had  instructed  us,  to  determine 
any  patterns. 

There  are  some  tricks  to  Surveillance  Detection.  One 
is  to  wait  until  the  light  turns  red,  then  go  through  and 
see  who  follows  (other  than  annoyed  cops,  that  is).  If 
you're  on  foot,  go  into  a  restaurant,  order  a  meal,  pre-pay 
and  pre-tip  the  waiter,  then  bolt,  leaving  the  "surveil- 
lant"  stuck  with  his  tab.  Oh,  and  if  it's  a  Latin  country,  be 
sure  to  try  this  one:  head  for  the  nearest  gay  bar,  leaving 
your  macho  surveillant  too  embarrassed  to  follow  you  in, 
presumably  after  fighting  off  a  half-dozen  Carmen 


Miranda  wanna-bes. 

Most  of  the  people  we  were  convinced  were  tailing  us 
turned  out  to  be  "ghosts,"  which  is  to  say,  they  weren't. 
On  the  third  and  final  run  through  town,  Andy  dropped 
hints  about  where  the  ambush  would  occur.  Being  a 
surveillant  is  the  most  boring  job  in  the  world,  definitely 
entry-level  terrorism.  But  that  doesn't  mean  they're 
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asleep.  On  the  contrary,  these  people  are  looking  to 
move  up  the  terrorist  career  ladder.  They're  on  the  ball. 
General  Haig  was  under  surveillance  for  a  month  before 
the  cranky  Euro-terrorists  blew  up  his  motorcade  outside 
Mons,  Belgium,  in  1979.  The  Basque  separatists  spent 
three  years  planning  Spanish  Premier  Carrero  Blanco's 
1973  assassination.  (Based,  incidentally,  on  the  1881 
assassination  of  Czar  Alexander  II  by  the  Narodnaya 
Volya.)  The  Uruguayan  Tupamaros  who  nabbed  Sir 
Geoffrey  Jackson  in  1971  actually  practiced  on  his  car. 
The  surveillance  of  the  two  U.S.  Air  Force  colonels 
killed  in  Tehran  in  1975  was  so  painstaking  that  the  plan- 
ners painted  footprints  for  themselves  on  the  ground  at 
the  attack  site. 

The  diligence  has  to  cut  both  ways.  Following  its 
bloody  but  unsuccessful  attack  on  Maggie  Thatcher  in 
1984,  the  IRA  passed  this  message  to  the  British  govern- 
ment: "You  have  to  be  lucky  every  time.  We  only  have  to 
be  lucky  once."  Proba- 
bly the  most  conspicu- 
ously unsuccessful 
graduate  of  the  BSR 
course  was  U.S.  Marine 
Lt.  Col.  William  Hig- 
gins,  who  while  serving 
with  the  U.N.  observer 
force  in  Lebanon  was 
kidnapped,  tortured 
and,  probably,  hanged. 
His  captors,  driving  a 
brown  Volvo,  forced  his 
Jeep  Cherokee  off  the 
road  with  a  basic  block- 
ing maneuver.  The  ter- 
rorists confused  pur- 
suing Israeli  troops  by 
deploying  five  brown 
Volvos  in  the  area. 

The  most  conspicuously  successful  BSR  graduate  is 
probably  a  certain  U.S.  diplomat  who  was  stationed  at  the 
U.S.  Embassy  in  Cairo  in  1988.  He  and  another  man  were 
driving  through  town  one  day  when  a  Peugeot  sedan 
started  to  pull  up  beside  them.  Three  things  were  not 
right  about  the  Peugeot.  First,  everyone  inside  was  sit- 
ting on  the  left.  Second,  all  the  windows  were  down  (in 
an  air-conditioned  car,  in  Cairo.-*).  Third — this  was  the 
clincher — the  driver  was  wearing  mufflers  over  his  ears. 
(No  sense  in  losing  your  hearing  over  a  couple  of  Ameri- 
can diplomats.) 

The  diplomat  and  his  passenger  ducked  and  gunned 
their  car  forward.  The  attackers  opened  fire  with  subma- 
chine guns.  The  diplomat  was  shot  in  the  neck,  but  he 
kept  control.  He  drove  up  onto  a  sidewalk,  where  anoth- 
er gunman  was  waiting.  He  did  what  they  train  you  to  do 
here:  not  to  reach  for  your  gun,  but  to  use  the  car  as  a 
4,(){){)-pound  bullet.  It  works.  The  gunman  jumped  out 
of  the  way  rather  than  end  up  as  tread  jam.  The  diplomat 


Excuse  me,  sir,  do  you  have  any  Grey  Poupon? 


and  his  companion  got  away  from  their  pursuers,  men 
bers  of  a  group  that  had  specialized  in  killing  Isra 
diplomats  in  Cairo. 

"We  call  that  incident  a  failure,"  said  Cal,  "becau^ 
the  whole  point  is  to  avoid  being  attacked."  Andy  mei 
tioned  another  instance  in  which  a  woman  gradual 
"drove  into  her  attacker  and  cut  him  in  half,  then  did  a 
turn  and  got  out  of  there."  Sounded  like  a  success  to  mi 
but  "No,"  he  said,  "she  should  have  kept  right  on  goin 
through  him."  They're  tough  graders  here. 

As  we  approached  the  chokepoint,  we  saw  it  pull  ot 
behind  us,  a  brown  Volvo,  oddly  enough.  And  there,  u 
the  street  in  a  phone  booth  was  the  same  guy  in  th 
Hawaiian  shirt  whom  we'd  seen  earlier,  standing  on 
corner.  And  there,  pulling  out  in  front  of  us  was  the  same 
white  four-door  sedan.  It  turned  to  block  us.  The  Volv( 
had  us  boxed  from  the  rear. 

"Okav,  what  do  I  do.^"  Andy  asked. 

"Ram,"  said  one  o^ 
the  guys  in  the  back 
"Which  end.^" 
"Front." 

"Nope.  The  trailini. 
end.  Always  go  for  the 
trailing  end,  unless  yoi 
have  no  other  choice." 
Suddenly  a  nice- 
looking  woman,  maybe 
the  wife  of  one  of  the 
BSR  instructors,  and  a 
cute  little  seven-year- 
old  girl  popped  out  of 
the  shadows.  They 
aimed  sticks  at  us  and 
went  bang  bang.  The 
guys  in  the  back  knew 
exactly  how  it  would  all 
play  out.  They  just 
smiled  at  the  mom  and  little  girl  and  went  bang  bang 
with  their  fingers. 

"You  figured  it  out,"  said  Andy  to  his  soldier-students, 
"and  that's  the  difference  betw  een  someone  who's  going 
to  live  and  someone  w  ho  won't." 

For  graduation,  Cal  handed  us  good  ole  boy  hats  w  ith 
the  BSR  emblem.  "I  wouldn't  wear  it  in  front  of  any  rent- 
a-car  desk  in  the  U.S.,"  he  said.  "They  will  defmitely  not 
give  you  a  car  if  they  see  you  walk  up  wearing  this." 

BSR  offers  a  variety  of  specialty  vehicle-related  security 
and  safety  training  programs — from  accident  avoidance 
and  defensive  driving  for  corporate  and  government 
drivers  to  pursuit  techniques  for  laic'  enforcement  /u risdic- 
tions.  Prices  range  from  $295  for  a  one-day  accident 
avoidance  program  to  SIJ50  for  a  three-day  defensive 
driving  course.  HSR.  Inc.,  P.O.  Box  190,  Summit  Point, 
\VVJ5446.  Phone:  304-725-6512;  Fax: 304-728-7124.9 
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The  world  is  at  your  fingertips  with... 

The  Grundlg  Wldrld  Band  Receiver 


30^ 


60- 


7(r 


K 


»• 
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Announcing  a  revolutionary  break- 
through in  world- band  radios... from 
Grundig,  the  leader  in  German  short- 
wave electronics.  This  miracle  of 
miniaturization  is  not  sold  in  U.S. 
stores  or  catalogs— only  Willabee  & 
Ward  has  it! 

Tune  in  to  events  around  the  globe. 

The  RK-709  is  the  world's  smaUest  12- 
band  receiver— AM,  FM,  FM  Stereo 
(with  headphones,  included),  and  all  9 
major  shortwave  bands.  Small  enough 
to  fit  into  a  pocket,  briefcase,  or  purse, 
yet  big  on  features.  Telescoping 
antenna  pulls  signals  from  anwhere  in 
the  world.  Listen  to  legendary  BBC 
newscasts— the  best  in  the  world. 
Hear  what  Radio  Moscow  is  saying 
about  Gorbachev,  Yeltsin,  and  President 
Bush.  Listen  to  the  Voice  of  America 
when  you  travel  abroad.  Follow  a  crisis 
or  breaking  story  wherever  you  are 
and  no  matter  where  it's  happening: 
Baghdad,  Panama,  Beijing  or  Tokyo. 


You  don't  have  to  pack 
a  travel  alarm,  either. 

You  won't  need  it— this  is  better.  The 
RK-709  wakes  you  with  the  radio  or 
its  ingenious  "Humane  Wake  System" 
—the  tone  begins  softly  and  gathers 
volume  until  you  wake  up!  The  digital 
alarm  clock  features  a  sleep  timer  that 
turns  off  the  radio  10  to  60  minutes 
after  you  turn  in! 

Only  $159! 
Payable  in  monthly  installments. 

The  Grundig  RK-709  is  only  $159 
(plus  $7.50  shipping/handling), 
payable  in  convenient  monthly  credit 
card  installments.  Includes  deluxe 
carrying  pouch  and  stereo  headphones. 
One  year  warranty,  30  day  money  back 
guarantee.  Order  today. 


Don't  be  confused  by  other  4,  5,  7,  or  9 
band  radios.  Grundig's  RK-709  is  today's 
best  buy  on  a  real  12  band  receiver. 


CALL  TOLL-FREE:  1-800-367-4534  Ext.  623-221 


Willabee  &  Ward 
47  Richards  Avenue 
Norwalk,  Conn.  06857 


Satisfaction 
guaranteed. 


40° 


CALL  TOLL-FREE:  1-800-367-4534 

Ext.  623-221 
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Please  send  me 

World  Band  Receiver(s).  For  each  receiver, 

charge  4  installments  of  $41.63*  to  my 

credit  card: 

D  MasterCard    DVISA 
n  Discover         DAm.  Ex. 


60' 


Credit  Card  # 
Namp 

Exp. 

Date 

AHHre<:<: 

PLEASE  PRINT  CLEARLY 

City/State/Zip 
Signanire 

70' 


80' 


(All  orders  subject  to  acceptance.) 

D  I  prefer  not  to  pay  by  credit  card  and  will  pay  by  check. 
Enclosed  is  my  check  for  $159*  plus  $7.50  shipping/ 
handling,  a  total  of  $166.50  for  each  receiver. 

*Any  applicable  sales  tax  will  be  billed  with  shipment. 
Phone  orders  nonnally  shipped  next  business  day. 


90° 


120- 


130° 


140° 


150' 


1  Bo- 


no ■' 


I 


Introducing  The¥Y\ 

"SOME  ASSEMBLY  REQUIRED" 

HALL  OF  SHAME 


The  Weber  Outdoor  Fireplace 


Tools  required:  screw- 
driver, Phillips  screwdriver, 
V\b"  wrench,  or  an  adjustable 
wrench. 

Parts:  113. 

Time  required  to 
assemble:  one  hour. 

Wounds  suffered 
during  assembly:  Carpal 
Tunnel  Syndrome. 

Psychic  ivounds: 

screamed  at  children  when 
they  asked  why  it  was  taking 
so  long. 

Remarks:  don't  get  us 
wrong,  Weber,  we  love  your 
outdoor  fireplace.  But  113  dif- 
ferent parts.^  For  a  fancy  ver- 
sion of  a  half  oil  drum.^  Come 
on,  is  this  how  Mitsubishi 
would  do  it.'^  How  about  j6»« 
assemble  it — we'll  lend  you 
the  Vu"  wrench — then  pack  the 
damn  thing  in  a  bigger  box. 
And  hey,  what's  this  about 
"To  assemhlc/^isassemd/e" ?  A 
joke,  right.'' 


Spent  a  few  hours  hi  direc- 
tions hell  lately^  Send  your  hor- 
ror story  and  directions  to:  Some 
Assembly  Required,  Forbes 
FYI,  60  Fifth  Avenue,  New 
York,  N.Y.  10011.  You  may 
win  a  '//«"  wrench.  IS 
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A««embl¥  Instructions 

you  have  all  the  "f  ^^^^g^^^^le  d.sassembie    , 
'ZtvT^^^o,  an  ad,ustat,le  wrench. 

Parts  List  for  the  Weber 
Fireplace 

®  9909350, ename.eOF.reP'acecover.(1) 

(D  87590,  =/V<>ber  washer  (8 
©  87585,  V  metal  washer  (12) 

©83775,  metal  handle.  2) 
®^580,V-v.-x20bolUl2) 
©87605,  plated  tiatwasherW 

*^^  _»ioH  FirePlace  bottom,  (t ) 

®  965801 .  enameled  urer.ov. 

©83770,  leg  (4) 
®87595,1<*er  washer.  16) 

©960401,  heat  dellector,(l) 
©faeO.V  screw  (se«^.aP^r^-(*> 
®  83750,  lower  support  ring,  ti ) 
@  83760,  upright.  t4) 
©87405,  ■/-•.- "20  bolt,  (12 

©  83701,  upper  support  "ng(tl 

NOTE-  Please  read  the  back 
NOTfe.  »'•«*      instructions 
^^JlfJlV  tor  warnings  before 
S:[:5r"ourWeberFireP.ace. 


® 
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How  To 

Get  Your 
Kid  Into 


Oxford 


By  Christina  Galbraith  Jri3.rV8.rQ^    1  8.  1  C  ^ 

and  maybe  even  Princeton  all  look  fine  on  a  resume  and 
make  for  good  alma  mater-dropping  at  a  cocktail  party. 
But  for  real  eclat,  nothing  quite  has  the  ring  of  an  Oxford. 


Never  mind  the  snob  appeal.  The  point  here  is 
that  an  Oxford  education  is  in  fact  within  the  grasp  of 
American  high  school  students  who  are  intelligent, 
have  good  marks  (not  necessarily  straight  As),  and 
who  don't  take  kindly  to  the  S.A.T.s.  For  Dad,  the 
good  news  is  that,  thanks  to  British  socialism,  Oxford 
is  a  bargain  at  as  little  as  $15,000  a  year. 

But  before  we  get  to  the  nitty-gritty  of  applications, 
some  background: 

Oxford  doesn't  work  the  same  way  American  uni- 
versities do.  The  curriculum  consists  of  a  tutorial  sys- 
tem, a  weekly  one-  to  two-hour  meeting  with  your  own 
private  tutor.  There  are  also  lectures  and  classes,  but 
the  tutorials  provide  the  core  of  study  in  your  subject. 

Tutorials  don't  allow  for  much  leisurely  time,  or 
for  the  study  of  more  than  one  or  two  subjects. 
Indeed,  Oxford  is  not  one  of  those  liberal  arts  super- 
markets where  the  American  student  can  eternally 
experiment.  One's  subject  is  dealt  with  seriously  and 
in  depth,  which  is  always  a  bonus  for  getting  into  a 
doctoral  program  later. 


The  tutorials  are  not  necessarily  dry,  academic 
affairs.  Indeed,  imbibe  a  common  bottle  of  sherry,  and 
the  affair  can  get  quite  merry,  turning  into  a  sometimes 
intimate  "cheek-to-cheek."  One  of  the  more  outre 
dons  is  actually  known  for  conducting  his  tutorials  on 
his  leopard-printed  bed  from  week  to  merry  week. 

There's  no  need,  though,  for  a  student  to  worry 
about  not  being  renaissancely  well-rounded.  Just  being 
within  earshot  of  the  hyper-intelligent  student  body 
can  do  the  trick.  There  are  language  classes  too,  free  of 
charge,  not  to  mention  the  European  continent  just  45 
minutes  away  by  plane. 

And  of  course,  there  are  the  university  clubs.  These 
range  from  the  neo-Nazi  Monday  Club  to  the  Anar- 
chists Anonymous  Association.  Notwithstanding  the 
occasionally  blatant  racism,  sexism,  xeno-  and  homo- 
phobia, Oxford  is  quite  a  stimulating  place  socially. 

The  university  consists  of  35  colleges,  28  of  which 
admit  undergraduates.  The  atmosphere  of  one's  col- 
lege significantly  determines  one's  social  life,  since 
each  functions  as  its  own  individual  school,  with  tutors. 
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libraries,  common  rooms,  residences  and  food  halls. 

Yet  there  are  traits  which  transcend  each  college  to 
give  the  university  a  more  singular  image.  Oxford  is,  for 
example,  a  boisterously  cheerful  place,  in  which  alco- 
hol plays  a  key  role.  Everyone  drinks,  and  heavily, 
whether  you  are  in  your  college  bar  for  a  four-hour 
nightcap  or  in  your  tutorial  for  some  Spanish  sherry. 
Sherry  is  vital  during  a  lesson,  my  tutor  once  explained, 
"because  it's  not  fair  if  one  person  is  playing  an  entirely 
different  ball  game  than  the  next."  The  assumption 
behind  this  remark  is  that  if  the  tutor  isn't  already  half- 
drunk,  the  student  is. 

So,  how  does  an  American  get  into  this  place.'' 

Oxford  has  two  "official"  modes  of  entry:  the  A- 
level  system  and  the  Oxbridge  Exam.  Both  are  excru- 
ciatingly difficult  and  cater  to  those  students  who 
have  focused  on  one  or  two  subjects  during  their  edu- 
cation. Try  not  to  have  to  take  them. 

There  is,  however,  a  better  way  for  the 
American  to  enter  Oxford  as  an  undergrad- 
uate: personal  communication.  Quite  dif- 
ferent from  its  American  counterparts,  at  "^ — 
Oxford  one  is  not  accepted  by  an  anony- 
mous admissions  board  but  by  a  particular 
tutor  in  a  particular  college  who  is  interest- 
ed in  working  with  you. 

First,  write  for  a  booklet  called  "Uni- 
versity Of  Oxford,  The  Undergraduate 
Prospectus,"  at:  The  Oxford  College 
Admissions  Office,  University  Offices, 
Wellington  Square,  Oxford,  England  OXl 
2JD  (or  call:  01 1  44-865-270010.)  This 
gives  a  description  of  all  the  courses  of 
study  at  the  university  and  each  college, 
and  the  name  and  subject  of  each  tutor  in 
its  faculty.  After  choosing  two  subjects 
which  you  might  be  interested  in,  write  to 
as  many  tutors  as  possible  in  the  early 
spring  of  your  junior  year,  explaining  that  you're  inter- 
ested in  their  subject,  the  atmosphere  of  that  college  and 
the  mode  of  teaching.  By  all  means  request  an  interview 
in  August  (when  they  meet  foreign  students). 

Considering  that  there  are  30  or  more  tutors  you 
can  write  to  per  subject,  and  that  many  of  them  are 
bored  with  their  own  kind  and  have  nothing  better  to 
do  during  August,  you  can  be  sure  that  at  least  60% 
will  reply  and  schedule  an  interview.  In  fact,  most 
tutors  like  to  take  on  at  least  one  or  two  foreign  stu- 
dents within  a  class  often. 

Having  an  interview  is  crucial  to  getting  in.  Tutors 
have  to  know  whether  they  can  work  with  you,  so  if 
the  chemistry  is  right  between  the  two  of  you,  it 
already  puts  you  in  a  good  position. 

Hopping  from  one  interview  to  the  next  also  gives 


you  a  good  idea  of  which  tutors  and  colleges  you  like 
best.  For  example,  I  once  had  an  interview  with  a  goat- 
ish tutor  at  Oriel  who  spent  the  entire  hour  staring  at 
my  breasts,  after  which  I  realized  that  I  did  not  like 
him  much.  Actually,  most  tutors  are  fairly  young  and 
liberal-minded,  eager  to  get  a  diverse  range  of  students 
into  their  curriculum  to  enrich  it.  If  possible,  bring  a 
parent  along  to  interviews  as  some  tutors  will  be  eager 
to  talk  to  them  about  you. 

Generally,  the  best  way  to  come  across  is  inquisitive, 
eager,  and  learned-but-humble.  But  there  have  been 
flamboyant  exceptions.  The  possibly  apocryphal  story'  is 
told  of  an  interview-weary  don  who,  on  hearing  the 
knock  of  the  umpteenth  interviewee  on  his  door,  did  not 
even  look  up  from  his  newspaper.  "Surprise  me,"  he  said 
to  the  young  man.  The  boy  produced  a  lighter  and  set 
fire  to  his  newspaper.  And  got  a  place  that  fall.  Caution: 
use  this  technique  at  your  own  risk. 

When  you  know  which  tutors  are 
eager  to  have  you,  send  in  for  an  applica- 
tion form.  In  Britain,  one  must  apply  to 
Universities  Central  Council  on  Admis- 
sions (UCCA),  the  national  bureau  that 
distributes  all  university  applications.  A 
copy  of  the  current  UCCA  handbook: 
"How  To  Apply  For  Admission  To  A 
University"  and  an  application  form  may 
be  obtained  from:  UCCA,  PO  Box  28, 
Cheltenham,  Gloucestershire,  England 
GL50  3SA.  There  is  a  £5  postage  fee  and 
/v  "k##  a  £7  fee  when  you  eventually  send  in 
If     l\  your  application  to  the  same  address. 

Oxford  Admissions  actually  gives  you 
three  chances  to  get  in.  because  if  your 
first-choice  college  rejects  you,  the  appli- 
cation is  passed  onto  your  second,  and 
then  your  third.  The  application  also  asks 
for  extra-curricular  activities  and  for  a  per- 
sonal statement.  Once  you  send  this  in,  notify  the  tutors 
concerned  and  just  sit  and  wait.  Come  Januan.-,  if  some- 
one has  taken  a  liking  to  you,  you  will  get  a  note  or  a 
phone  call  offering  you  a  place.  If  not,  of  course  there's 
always  Cambridge,  "the  other  place,"  which  has  the 
same  system  of  entr\'  and  is  perhaps  worth  considering. 
If  you  get  into  Oxford,  go.  You  can  always  defer  entry 
to  the  American  college  of  your  choice,  as  a  safety  to  fall 
back  on  if,  for  some  reason,  you  don't  like  Oxford,  or  if  it 
doesn't  take  a  liking  to  you.  But  chances  are  that  you 
will  love  Oxford  and  lo\'e  the  way  the  w  hole  world  con- 
tinues to  romantici/c  the  Oxford  Man. 
And  Woman.® 

('  1 1  K  1  s  I  1  \  \  ( J  A I .  H  K  A I  r  n  ,  Oxford  '91,  is  cunrnfly 
an  Ditcni  at  CSS. 
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Ford  was  the  first  domestic  car  company  to  offer  Digital 
Audio  Tape  and  compact  disc  players  in  our  premium 
sound  systems.  We're  not  stopping  there. 

For  1992,  we're  introducing  Digital  Signal  Processing. 
DSP  is  a  dramatic  new  way  to  electronically  change  the 
listening  environment  of  a  car. 

With  the  DSP  option,  it's  possible  to  program  the 
way  music  is  heard  in  a  concert  hall,  an  orchestra  hall, 
a  cathedral,  an  opera  house,  a  stadium, 
or  a  night  club. 


And  when  combined  with  the  optional  Ford  JBL  Audio 
System,  the  results  are  exceptional. 

Another  feature  of  the  Ford  Audio  DSP  system  is  the 
talk  mode,  which  optimizes  sound  reproduction  for 
all-talk  and  all-news  radio  formats. 

The  Ford  Audio  DSP  system  is  available  as  a  dealer- 
installed  option  on  selected  Ford,  Mercury  and  Lincoln 
vehicles.  It's  the  next  generation  of  sound,  and  it's  a 

generation  ahead  of  anything  you've 

heard  before. 


For  more  information, 
call  1-800-367-3333. 
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The  Sound  of  Quality 


Ifs  the  biggest 
sailing  ship  afloat- 


but  can  she  sail<^ 
William  F.  Buckley  Jr. 

weighs  anchor  aboard 
Club  Med  1. 


Haute 


In    the    Tobago    Gays  on  October  23,  1991,  a  stroke  of  light- 
ning HIT  THE  MIDDLE  OF  THE  FIVE  MASTS  OF  ClUB  MeD  /,  ADVERTISED  AS  THE 

"world's  largest  sailing  ship"  (and  there  are  no  dissenters).  What  happened?! 


The  hot  electrical  current  tore  down  a  cable  and  blew  out  four 
computer  cards! 

So? 

So?  Well,  so  several  things.  One  of  them  is  that  the 
replacement  cost  of  the  cards  is  $12,000.  Until  the  cards 
are  back  in  (ten  days  later,  the  replacements  haven't  yet 
arrived),  the  officers  on  duty  will  need  to  attend  to  a  little 
more  detail  than  they  were  used  to. 

Is  that  something  we  need  to  worry  about? 

Well,  come  to  think  of  it,  no,  not  really.  The  extra 
work  can  easily  be  done  on  the  bridge,  using  fewer 
fingers  than  you  have  in  one  hand — to  depress  this  but- 
ton and  that  one,  which  the  computer  would  ordinarily 
have  governed.  The  gentlemen  on  the  bridge  suffer  only 
from  the  humiliation  of  it  all:  a  windmill  without  wind,  a 
vintage  claret  without  a  corkscrew.  When  the  computer  is 
working,  any  sudden  increase  in  pressure  against  the 


ship's  seven  sails  (they  measure  8,970  square  feet)  is 
automatically  weighed,  and  derivative  instructions  sent 
out  to  the  ship's  moving  parts. 

Explain,  please. 

A  hard  gust  of  wind  generates  pressure  on  the  sails. 
The  extent  of  that  increase  in  pressure  is  measured,  and 
the  computer  instructs  the  sheets,  which  are  attached  to 
the  clews  of  the  sails,  to  slacken  off — spilling  the  incre- 
mental wind  and  thereby  easing  the  tension.  Simultane- 
ously, the  computer  instructs  the  windward  seawatcr  bal- 
last to  ingest  more  water,  w  hile  the  leeward  ballast 
chamber  rushes  to  empty  its  supply  of  water.  It  is  most 
terribly  important  to  do  all  of  this  before  the  ship  lists 
over  more  than  two  degrees,  that  being,  on  Club  Med  /. 
the  limit  of  official  toleration.  If  the  ship  were  to  heel 
more  than  two  degrees,  passengers  might  notice  that 
thev  were  under  sail,  and  that  isn't  reallv  the  idea,  on  the 
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world's  largest  sailboat.  So  that  everything 
described  above  happens  within  approxi- 
mately three  seconds.  With- 
out the  control  cards,  the 
maneuvers,  executed  in  re- 
sponse to  finger-depressed 
buttons,  might  take  as  much 
as  15  or  even  20  seconds. 

The  visitor  at  the  bridge 
reacts. "Miraculous!  The  passen- 
gers are  certainly  impressed 
by  that,  I  can  imagine!" 

"The  passengers,"  the 
officer  replies  with  Gallic 
nonchalance,  a)  don't  kno\\ 
that  this  is  happening;  b) 
wouldn't  be  interested  if  they 
were  told;  c)  never  know  whether  the  sails 
are  up  or  not;  d)  don't  care;  e)  care  mostly 
"zat  zehr  shood  nat  be  no  comossion." 

"Why  then  do  they  bother  to  come  to  a 
sailing-cruising  boat  instead  of  to  regular 
cruise  liners.?" 

"Because  ze  sails  arre  romantique." 

But  there  are  other  reasons  for  the  sails. 
In  the  best  of  breezes  they  will  propel 
Club  Med  1  at  nine  knots,  and  this  adds  up, 
in  the  course  of  a  year,  to  a  reduced  fuel 
consumption  of  25%. 

"Does  the  saving  in  fuel  compensate 
for  the  cost  of  the  sails  and  the  rigging.?" 

"Not  nearly." 

This  was  the  second  week  of  the  sec- 
ond Caribbean  season  of  Club  Med  /,  a 
remarkable  architectural  achievement 
built  at  Le  Havre  at  a  cost  of  $100  million. 
The  617-foot  megabark  arrived  in  New 
York  in  October  after  a  '' gastronomique'" 
crossing,  Le  Havre-Azores-New  York. 
How  management  was  able  to  make  that 
trip  more  "gastronomic"  than  is  routine 
aboard  Club  Med  1  is  difficult  to  imagine. 
The  menu  on  Friday  night:  vegetable 
soup;  duck  liver  from  Perigord  with  a  cit- 
rus fruit  jelly;  crispy  vegetables  light  on 
vinaigrette  sauce;  "Meli-Melo"  plate, 
gambas,  spiny  lobsters,  scallops;  spaghetti 
with  garlic;  fillet  of  beef,  sauce  bearnaise; 
salad  "Bagatelle";  vegetables  in  cream 
sauce;  cheese  trolley;  assortment  of 
breads;  pastry  gourmet;  sorbet  of  the  day. 
And  all  of  the  above  Four  Seasons  ciuality. 
The  table  wines,  red  (C+),  white  (B-),  rose 
(B),  are  on  the  house,  in  good  French  tra- 
dition. You  can,  of  course,  order  special 
wines  from  the  cellar — which  docs  not 
rock  more  than  two  degrees. 

From  New  York  she  cruises  down  to 
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Club  Med  1'^ 

proudest 

tradition. 

Everyone 

is  either 

congenitally 

appealing 

and  solicitous, 

or  else  has 

cultivated 

the  habit  of 

aitning 

to  please. 


the  Antilles  to  begin  the  winter  seas( 
(October  15  to  late  May);  at  which  poi 
she  returns  to  the  weste 
Mediterranean  to  do  tl 
same  kind  of  thing,  wi 
Cannes  as  the  home  po 
After  dinner,  every  nigh 
there  is  a  musical  spect 
cle,  which  is  pretty  spe 
tacular  when  you  consid' 
that  it  is  being  executed  \ 
the  same  people  who,  du 
ing  the  day,   teach  yo 
bridge,  manicure  yoi 
nails,  lead  the  gym  clas- 
instruct  you  in  Sailfishin/ 
scuba  diving,  snorkelin; 
wait  on  tables,  and  give  you  massage; 
Thirty-two  officers  run  the  ship.  Tw 
hundred  men  and  women  serve  the  paj 
sengers  (386,  when  the  ship  is  sold  out). 
Utterly  indulgent  service,  one  quickl 
learns,  is,  along  with  the  cuisine  and  th{ 
sporting  life,  the  Club  Med's  proudest  tra 
dition.  Any  boat  especially  designed  t 
heel  not  more  than  two  degrees  is  obvil 
ously  above  all  things  user-friendly,  anc^ 
everyone  from  the  janitors  to  the  captaii' 
is  either  congenitally  appealing  and  solici, 
tous,  or  else  has  cultivated  the  habit  o 
aiming  to  please,  without,  one  hastens  tc 
note,  that  extreme  unction  that  can  make 
Oriental  hospitality  so  cloying.  And  thi; 
notwithstanding  that  some  of  the  yount 
crew  members  are  on  duty  18  hours  a  day 
On  the  seventh  day,  all  they  need  to  do  i^ 
discharge  the  lame  duck  passengers  at  dif 
ferent  times  of  the  day,  depending  on 
whether  they  are  returning  to  New  York 
(about  one-third),  or  to  Paris  (about  one-j 
half),  or  to  other  destinations;  render  the 
entire  boat  spotless;  take  on  seven  days* 
supplies;  and  board  the  next  set  of  passen- 
gers at  5  p.m. 

The  cabins  are  identical  (with  two  larg- 
er, more  expensive  exceptions).  They  are 
advertised  as  the  largest  cabins  on  any 
sailing  vessel,  which  isn't  a  difficult  claim 
to  make.  They  arc  188  square  feet,  and 
include,  of  course,  a  complete  bathroom 
(shower  only).  There  arc  two  large  port- 
holes only  a  little  bit  higher  than  eye  le\  el 
w  hen  you  are  sitting  dow  n,  w  hich.  howe\ - 
er,  only  one  occupant  can  do:  there  is  no 
chair  for  the  second,  w  ho  w  ill  need  to 
stretch  out  on  one  of  the  beds.  .-Kn  inge- 
niously anchored  telex  ision  set  can  be 
turned  toward  the  front  of  the  room,  to  be 
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The  Slower  The  Hanhs, 
The  Better  The  Watch. 
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HANDS    DF   Swiss    craftsmen 

TD  MAKE  CERTAIN  THAT  EACH 
WATCH  IS  PRECISION-MADE 
WITH  THE  FINEST 
MATERIALS 
FROM  DUR  gUARTZ 
TUNING  FORK  MOVEMENT  TO 
CUSTOM  PAINTED  DATE  DIAL. 
IT'S  THIS  DEGREE  OF  DETAIL 
WHICH  ALLOWS  US  TO  OFFER 
OUR  LIMITED  25  YEAR 
W  A  R  R  A  N  TY 
AND  TO  EN- 
SURE THAT 
WHEN    AN 


After    1  1  6    years,    the    engineers 


AT     BULOVA     STILL     BELIEVE     A    WATCH     IS 


ONLY     AS     GOOD     AS     THE     HANDS     THAT 


BO     INTO     IT.      So     TO     CREATE     THE     NEW 


ACCUTRON     COLLECTION,     WE     CALLED 


ACCUTRON 


TIMEPIECE 


PASSES    FROM    OUR 


HANDS    TO    YOURS, 


ITS     BEAUTY    AND 


UPON     THE     HANDS     OF     OUR     AMERICAN  G?  U  A  L  I  T  Y      WILL 

ARTISTS     FOR     A     CLASSIC    THREE    TIERED  LAST        FOR  ACCUTRON 

DESIGN.    Then    we    enlisted    the  decades. 


BULOVA 


fortunoff 

the  source 


Ol99l.  Bulovd  Corporation.  Accutron*  ind  the  tuning  fork  symbol  are  registered  trademarks  of  the  Bulova  Corporation.  To  Icam  more  about  our  exclusive  warranty,  sec  your  Accutron  jeweler. 


seen  while  making  up  in  front  of  the  mir- 
ror, or  toward  the  portholes,  to  be  viewed 
while  lying  down  on  the  bed.  The  regi- 
men is  interesting  and  not  entirely  satisfy- 
ing. A  single  movie  is  selected  every  day 
on  the  English  channel,  and  when  it 
finishes,  it  simply  begins  again.  I  had 
never  seen  Raiders  Of  The  Lost  Ark,  but 
now  I  have  seen  about  four-tenths  of  it: 
one-tenth  at  breakfast  time,  one-tenth 
before  the  afternoon  nap,  one-tenth  after 
the  gym  workout  before  dinner,  one-tenth 
before  falling  to  sleep.  (One  day  I  will 
catch  the  missing  segments,  maybe  on  a 
future  trip  aboard  Club  Med  1.)  A  second 
channel  gives  you  continuous  sea-scene 
allurements,  specializing  in  dolphins  and 
water  skiers  and  sailing  boats. 

It  should  be  noted  that  the  hours  are 
wonderfully  latitudinarian  aboard  Club 
Med  1.  Maybe  you  stayed  up  late,  cavort- 
ing in  the  underground  disco,  or  breaking 
the  bank  at  the  casino.''  Or  maybe  you  are 
an  early  riser.^  Either  way,  breakfast  is  aus- 
tere if  you  want  it  at  5  a.m. — you  will  need 
to  settle  for  hot  croissants  and  coffee  and 
juice.  If  you  manage  to  sleep  until  seven, 
you  can  have  just  about  anything  you 
would  want  to  eat  in  the  morning,  and  a 
whole  lot  you  almost  certainly  won't  want 
to  eat,  like  exotic  underwater  life.  If  you 
sleep  in  later  than  11,  which  is  when  the 
breakfast  room  closes,  you  will  have  to 
contain  your  hunger  until  12:30,  when 
lunch  begins.  Or  you  can  order  a  light 
meal  in  your  cabin — 24  hours  per  day. 

Amateur  economists  wonder  how  the 
company  can  hope  to  amortize  its  $100 
million  investment,  let  alone  the  $150  mil- 
lion investment  in  the  sister  ship  sched- 
uled for  duty  in  Tahiti.  At  $l,690-$2,390 
per  passenger  per  week  (depending  on 
the  deck  and  the  particu- 
lar cruise),  one  figures  the 
first  200  passengers'  fees 
are  going  in  just  to  pay 
the  interest  costs.  It's 
nice  to  sense  the  worry 
the  passengers  feel  for  \ 
the  boat,  so  instant  is  the 
loyalty  to  it:  there  was 
much  more  talk  about 
Club  Med's  deficit  than 
about  the  national  deficit. 
It  would  be  quite  awful  if 
the  whole  thing  did  not 
pan  out.  Unthinkable! 

But  the  cruising  business  is  booming, 
and  one  must  suppose  that  Club  Med  I  will 


Beaches 
poor  Gauguin 
never  saw, 
palm  trees 
that  drive 
spooning 
couples  to  the 
altar,  clear 
blue-green 
waters  that 
mistake  them- 
selves for  your 
portable 
aquarium,,. 


thrive.  A  week  aboard  reminds  you  howi 
relaxing  it  can  be  to  travel  from  Fort-de- 
France  in  Martinique — back  to  Fort-de- 
France  in  Martinique — in  seven  easygo-l 
ing  days  with  stops,  some  as  long  as  151 
hours,  at  St.  Lucia,  Bequia,  Barbados,! 
Tobago,  Mayreau,  and  Sandy  Island.  It  is] 
profane  to  roll  off  the  names  of  suchi 
islands,  as  though  they  were  subway] 
stops.  They  include  beaches  poor  Gau- 
guin never  saw,  palm  trees  that  drive« 
spooning  couples  to  the  altar,  clear  blue- 
green  waters  that  mistake  themselves  for^ 
your  portable  aquarium.  These  are  among 
the  loveliest  islands  in  the  world.  Tout 
court,  as  they  might  put  it,  on  board. 

Perfect.''  Not  for  those  with  demanding, 
perhaps  eccentric,  tastes.  For  instance, 
those  few  who  don't  like  beach  life  but 
who  like  total  immersion  other  than  in 
swimming  pools.  They  would  welcome 
some  kind  of  an  off-boat  raft  that  would 
allow  the  passenger  to  jump  into  the  sea 
from  the  water-level  transom  platform  and 
swim  over  to  an  anchored  raft,  avoiding 
the  water-skiers  and  scuba  divers  whose 
omnipresence  now^  causes  management  to 
forbid  M.  Hulot  his  casual  dip  into  the  sea 
from  the  mother  vessel. 

But  there  are  no  other  frustrations. 
The  cornucopia  continually  surprises,  as 
when  on  Day  Four  one  comes  upon  a 
beach  privately  leased  by  Club  Med, 
established  there  with  large,  thatched 
parasols,  and  the  roasted  lobster  and 
white  wine  are  brought  to  you  by  the  ser- 
vice crew  while  you  watch  your  fellow 
passengers  skiffing  about  on  catamarans 
and  Sunfish,  and  idle  snorkelers  taking  it 
all  in  dorsally,  worrying  only  about  Club 
Med  Vs  responsibility  for  their  swelling 
girths;  and  you  are  grateful  that  the  delix  - 
ery  of  the  ship's  newspa- 
per is  eccentric,  so  that  you 
just  might  not  get  word 
right  away  of  the  latest 
eruption,  political  or  natu- 
ral; and  then  the  cost  of 
telephoning  from  Club  Med 
I  is  just  high  enough  to 
discourage  even  the  most 
conscientious  colleagues 
back  in  the  office  from  dis- 
tracting you  from  the 
pressingly  important  mat- 
ters at  hand. 
(h^or  more  information 
about  cruising  the  Caribbean  so  sybaritical- 
h,  call SOO-Club  Med. )9 
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You  don't  hove  to  pay  $1000  for  a  quality  fitness  machine. 
Now  there's  HeolthMax  for  ONLY  $299! 


■  Heard  the  news?  Medical  experts  now 
agree  —  aerobic  exercise  is  great  for  your 
heart,  but  strength  training  is  vital  for 
overall  health  and  well-being!  Young  or  old, 
everybody  needs  it... for  healthy  bones 
and  muscles  and  fitness... not  to  mention 
trimmer  good  looks. 

Here's  more  news— you  don't  have  to 
plunk  down  $600  to  join  a  gym.  Or  drop 
$1,000  for  a  fitness  machine.  Just  get  your 
hands  on  new  HealthMax—  for  only  $299! 

The  Secret: 
Hydraulic  Resistance  Cyfinders! 

Why  just  $299?  Simple.  You  don't  pay  for 
lots  of  weights,  complicated  cables, 
pulleys  or  rubber  straps.  Three  precision 
engineered  hydraulic  "shock  absorbers" 
provide  dynamic  resistance  for  the 
"butterfly"  chest  exerciser  and  bench 


press.  No  constant  assembly/ disassembly 
between  exercises,  either.  Adjustable 
dials  on  the  hydraulic  cylinders  set  your 
personal  resistance  level. 

You  get  a  padded  bench  for  comfort. 
Adjustable  leg  extension  unit  is  built  in, 
not  an  expensive  add-on.  Heavy  gauge 
steel  construction.  Safe  and  reliable. 
Exercises  all  major  muscle  groups.  Full 
one-year  limited  warranty. 

Easy  Monthly  Installments. 

Order  HealthMax  today  for  only  $299 
(plus  $30  shipping/handling  —  total  $329), 
payable  in  five  easy  credit  card  install- 
ments of  $65.80.  Satisfaction  completely 
guaranteed.  Take  the  first  step  to  a  fuller, 
healthier  life. .  .and  a  trimmer,  thiimer  you! 
Order  today! 

CALL  TOLL-FREE:  1-800-367-4534  ht.  638-ioio 


■  RESERVATION  APPLICATION 
Willabee&Ward 
47  Richards  Avenue 
Norwalk,  Conn.  06857 


Satisfaction 
Guaranteed. 


CALL  TOLL- FREE:  1-800-367-4534 

Extension  638-1010 

Please  accept  my  reservation  for  HealthMax — the 
personal  fitness  machine.  My  breakthrough  price  of 
only  $299  (plus  $30  shipping/handling)  is  payable 
in  five  easy  credit  card  installments  of  $65.80*.  If  not 
delighted,  I  can  return  HealthMax  within  30  days  of 
receipt  for  a  full  refund. 

□  Check  here  if  you  want  HealthMax  charged  to 

your:  n  MasterCard  CUVISA  D  Discover  DAm.  Ex. 


Credit  Card  # 
Name 

Expiration  Date 

Address 

Please  Print  Clearly 

Citv/ State 

ZiD 

Signature 

All  orders  subject  to  acceptance. 

D I  prefer  to  pay  by  check.  Enclosed  is  my  deposit 
of  $131.60*  (payable  to  Willabee  &  Ward).  I  will 
pay  the  balance  as  billed  in  three  monthly 
instaUments  of  $65.80*. 

'Includes  shipping  and  handling.  Any  applicable  sales  tax  will  be 

billed  with  shipment. 

Allow  4-8  weeks  for  shipment. 
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When  an  Anterican 
enters  the  cathedral 
of  angling,  homage^ 
must  be  paid... 


*v      t 


By  Geoffrey  Norman 


THE  River  Test.  It  seemed  right  to 
think  of  the  stream  by  its  proper  name.  A 
matter  of  respect,  I  suppose,  from  an 
American  trout  fisherman  who  had  been 
reading  about  this  river,  without  ever 
expecting  to  see  it,  much  less  cast  a  fly  to 
its  trout,  for  more  than  20  years.  I  studied  the  river  and 
felt,  for  a  moment,  like  I  had  made  some  contact  across 
time  with  Izaak  Walton  himself.  Though  Walton  had 
never  fished  the  river,  the  sensibilities  that  he  articulat- 
ed in  The  Coinpleat  Angler  reached  their  most  refined 
state  on  this  Hampshire  chalk  stream. 
The  Test  is  the  cathedral  of  angling. 
Until  fairly  recently,  it  was  the  rare  American  angler 
who  was  fortunate  enough  to  fish  on  the  Test.  One  did 
so  by  invitation  only.  In  England,  there  is  very  little  of 
what  the  American  angler  thinks  of  as  "public  water." 
Streams  like  the  Test  are  owned,  beats  are  leased,  and 
those  leases  are  prized. 

The  Test,  for  instance,  flows  through  Broadlands,  the 
late  Lord  Louis  Mountbatten's  estate  and  the  home,  at 
one  time,  of  Lord  Palmerston,  twice  British  Prime 
Minister  at  the  height  of  the  Empire.  A  generation  ago, 
if  you  were  one  of  Lord  Louis's  many  celebrated 
friends,  you  might  have  been  invited  for  some  fishing. 
Otherwise,  you  would  merely  read  about  the  Test  and 
try  to  imagine  how  it  would  be  to  fish  there. 

Then  economics  began  to  chip  aM'ay  at  tradition. 
Lean  times  in  England,  combined  with  prosperity  and  a 
thirst  for  sport  elsewhere,  brought  some  of  the  fishing 


felt  the  kind  of  inadequacy  you  would  experienc 
upon  arriving  at  Savile  Row  to  be  fitted  for  the  firs 
time.  England  has  this  way  of  making  Americans  fee 
like  they  don't  quite  have  the. ..what.'  Breeding: 
Touch.^  Something. 

In  fact,  I  had  not  dressed  for  a  day  of  fishing.  Clingin 
to  my  provincialism  until  my  knuckles  were  white,  I| 
had  disdained  the  "breeks"  (the  proper  word  for  knick 
ers,  I  was  told),  tweed  jacket  and  necktie  which  are  cus-i 
tomary  for  a  gentleman  on  the  Test.  But  my  wife  had 
happily  dressed  for  the  occasion.  She  looked  great  and 
was  in  pleasant  harmony  with  her  surroundings.  But 
then,  she  had  not  read  Halford  and  Skues  and  knew 
nothing  of  my  dread.  I  decided  to  stick  close  to  her  as 
we  began  walking  the  bank  in  search  of  a  rising  fish. 

"Isn't  it  beautiful.''"  she  said. 

"Uh  huh,"  I  answered,  dreading  my  first  cast,  though 
she  was  the  only  one  around  who  could  watch  me  fail. 
Our  party  had  split  up,  and  we  had  half  of  our  fairly 
large  beat,  called  Timsburv",  entirely  to  ourselves.  Still.  I 
felt  the  eyes  of  ghosts  were  upon  me.  The  shades  of 
Walton,  Halford,  Skues,  Hills,  and  all  the  other  venera- 
bles  of  angling.  A  part  of  me  longed  to  be  back  in  the 
Colonies    among  the  commoners,  where  I  belonged. 

"I'm  glad  we're  here,"  she  said. 

"So  am  I,"  I  said,  not  without  a  generous  measure  of 
ambivalence. 

We  walked  upstream,  200  or  300  yards,  watching  the 
water.  One  of  the  iron  rules  of  fly-fishing  in  England  is: 
gentlemen  fish  upstream  only.  A  man  named  Stewart  is  i 


It  looked  more  stately  and  manicured 


beats  onto  the  market,  where  they  were  quickly  bought 
up.  Leigh  Perkins,  owner  of  America's  Orvis  Co.,  was 
one  of  the  buyers  and  my  host  this  morning.  We  had 
come  with  our  wives,  in  late  May,  and  this  was  our  first 
morning  on  the  river. 

It  looked  exactly  like  it  was  supposed  to  look, 
which  is  to  say,  more  stately  and  manicured  and  pic- 
turesque than  I  could  have  imagined.  Cuckoo  birds 
sang  from  some  unseen  location.  Willow  trees  grew 
along  the  banks,  their  branches  hanging  o\cr  the 
water  like  curtains.  Vivid  green  watercress  sprouted 
from  the  banks,  and  mats  of  elodea  covered  the  shal- 
low bottom.  A  pair  of  regally  white  swans  swam  across 
the  slow  water  of  a  deep  pool. 

There  was  something  a  little  daunting  about  it  all.  1 


generally  credited  with  formulating  this  particular 
orthodoxy  sometime  around  1860.  His  thinking  was 
that,  since  the  mayfly  drifts  downstream  under  no  con- 
trol except  that  of  the  current,  to  best  duplicate  this  nat- 
ural condition,  the  angler  should  cast  upstream,  over 
and  across  the  fish,  and  let  his  fly  drift  dow  n  on  a  slack 
line.  The  rules  of  sporting  etiquette  are  as  durable  as 
titles  in  England,  so  one  still  fishes  upstream  and  can 
expect  a  rebuke  if  he  does  otherw  isc. 

Perkins  had  told  us,  at  breakfast,  that  on  his  first  trip 
to  the  Test  he  was  standing  on  a  small  bridge,  watching 
the  ri\  cr  and  inad\ertently  let  his  fly  dangle  in  the  w atcr 
behind  him.  The  current  pulled  off  a  few  feet  of  slack 
line  and  the  fly  drifted  downstream.  .\  stern-looking 
man  in  tweeds,  w  ho  was  probably  known  as  "the  Major" 
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On  the  banks  of  the  River  Itchen,  Leigh  Perkins  of  the  Orvis  Company  and  his  wife  Romi. 


to  his  friends,  said,  "Young  man,  pick  up  that  fly.  You 
are  not  fishing  Hke  a  gentleman."  Perkins  was  in  his  40s 
at  the  time. 

"What  did  you  do.'"'  my  wife  asked. 
•     "I  picked  up  the  fly." 

So  we  walked  upstream. 

Eventually,  I  saw  a  glint  beneath  the  surface,  a  brief 
reflection  as  though  from  the  blade  of  a  knife  turned 


if  it  were  fished  upstream  on  a  slack  line,  required  every 
bit  as  much  skill  as  the  hackled  fly,  and  no  gentleman 
need  skulk  in  shame  because  he  occasionally  used,  or 
even  preferred,  a  wet  fly. 

Perkins  had  told  us  that  on  his  water  such  recondite 
distinctions  did  not  apply.  American  rules — which 
amount  to  "whatever  works" — were  in  force.  But  I 
wanted  to  make  my  first  cast  on  the  Test  to  a  rising 

trout  upstream  with  a  dry  fly. 


-  _  111  •  •!         Halford,  I  felt,  was  sternly 

turesque  than  I  could  nave  imagined.  looking  over  my  shouMer 


suddenly  in  the  hand.  It  came,  no  doubt,  from  a  trout 
taking  a  nymph. 

Normally,  I  would  have  put  on  a  Hare's  Ear  or 
Pheasant  Tail  and  made  a  cast,  putting  the  fly  two  or 
three  feet  upstream  of  the  point  where  I'd  seen  the 
flash.  If  I  saw  it  again,  I  would  strike,  hoping  the  fish 
would  go  for  my  fly. 

But  not  today. 

One  of  the  other  theological  rituals  nurtured  on  these 
streams  is  the  cult  of  the  dry  fly.  Frederic  Halford  for- 
mulated the  code  in  the  late  19th  century,  and  gentle- 
men of  his  day  would  have  sooner  given  up  India  than 
fish  a  sunken  fly.  Halford's  influence  dominated — nay, 
ruled — until  he  was  challenged  by  another  Test  angler, 
G.E.M.  Skues.  Skues  argued  that  the  nymph,  especially 


I  left  the  nymphing  fish, 
feeling  the  virtuousness  of 
duty  done. 

It  was  another  hour  or  two  before  I  found  one  of  the 
Test's  brown  trout  rising,  out  near  the  middle  of  the 
stream  at  the  edge  of  a  weed  bed.  Nothing  seemed  to 
be  hatching,  so  it  was  hard  to  know  what  fly  to  use.  The 
fish  came  up  again  while  my  wife  and  I  watched.  It  was 
a  solid  fish.  Three  pounds,  maybe. 

"After  you,"  I  said. 

"No... you." 

"Go  ahead." 

Finally,  I  prevailed.  She  made  a  few  smooth,  athletic 
casts,  and  her  fly  landed  daintily  on  the  hackle  points 
and  floated  softly  down  the  line  of  current  to  the  place 
where  the  fish  was  rising. 

Nothing. 
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John  Russell  waiting  on  the  banks  of  the  Test  for  either  trout  to  rise  or  the  picnic  to  begin. 


"Maybe  you  should  change  flies." 
"To  what?"  she  said.  "Nothing  is  hatching." 
"Yes,"  I  said  wisely,  "that  could  be  a  problem." 
"Maybe  I  should  try  a  nymph.  Fish  it  as  an  emerger." 
Heresy.  But  I  was  in  no  position  to  argue.  I 

had  Hal  ford  on  my  side,  but  she  was  the  one 

wearing  the  breeks. 


all  according  to  Halford.  I  was  ready  for  lunch. 

It  was  a  picnic,  spread  on  the  mown  grass  by  a  little 
fishing  hut  where  we  stored  our  gear.  Boiled  eggs,  cold 
chicken,  Stilton  and  blue  Cheshire  cheese  (nobody  hac 
told  me  about  the  cheeses,  which  were  as  satisfying  At 
the  fishing)  along  with  a  couple  of  clarets  pro\  ided  b\ 


I  was  saved  by  Perkins,  who  had  walked 
over  to  join  us  He  d  found  fish  downstream  TI19   trOUt'S   SllVBr  faody  WHS   dapplcd 


and  was  happily  taking  them  on  nymphs. 
My  wife  went  off  with  him,  leaving  me  to 
the  rising  fish  and  my  stubborn  sense  of  tradition. 

I  tried  a  half-dozen  (dry)  patterns  and  50  casts  (all 
upstream)  before  the  fish  finally  rose  to  an  Iron  Blue 
Dun.  When  I  set  the  hook,  the  fish  bore  down  into  the 
elodea,  and  the  rod  bowed  until  I  was  sure  the  tippet 
would  give  under  the  strain.  I  kept  the  pressure  on,  and 
the  graphite  rod  did  for  me  what  greenheart  and  then 
split  cane  had  done  for  generations  before  me.  In  a  few 
minutes,  I  had  the  fish  at  the  bank.  Its  solid,  silver  body 
was  dappled  with  spots  of  deep  brown  bordering  on 
gold,  a  hue  as  suitable  for  this  stream  as  a  subtly  shaded 
worsted  would  be  on  Savile  Row.  Rainbow  trout,  though 
present  here,  seem  gaudy  and  out  of  place  on  the  Test. 

I  slipped  the  hook  gently  from  the  trout's  jaw, 
and  it  swam  away  wearily.  Except  for  releasing 
the  fish  (the  English  still  kill  them),  1  had  done  it 


John  Russell,  who  had  been  a  wine  buyer  for  Fortnum's 
before  he  became  head  of  Orvis  ILK. 

Russell  asked  about  the  fishing  and  nodded  soberly 
to  acknowledge  my  accomplishment.  He  asked,  while 
he  poured  the  wine,  if  we  would  like  to  fish  on  his  club 
water  sometime  in  the  next  day  or  two. 

(Certainly. 

"It's  quite  good  water,  actually,"  he  said.  "But  I  must 
warn  you.  None  of  this  nymphing  and  downstream  cast- 
ing such  as  Leigh  allows  on  his  beats." 

Perkins  grinned  with  the  satisfaction  of  a  man  who 
has  bought  the  bar  and  now  cannot  be  S(>ed. 

"Upstream,  dr\-  fly  only,"  Russell  said. 

I  thought,  somewhat  smugly,  that  I  w  as  up  to  it. 

The  cheese  and  wine  sat  so  pleasantly  on  the  stom- 
ach that  I  slept  for  an  hour  beneath  a  w  illow .  then  fished 
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n  until  late  afternoon,  taking  a  few  more  fish  by 
rthodox  means  and  feeling  something  like  one  of 
ackson's  troops  outside  of  New  Orleans.  These 
Limeys  weren't  so  tough. 

At  dusk,  we  drove  back  through  Romsey  and  onto 
the  grounds  of  Broadlands.  The  fields  were  full  of 
pheasant.  The  Prince  of  Wales  had  once  bagged  200 
birds  on  a  driven  shoot  here,  in  the  days  before  before 
the  murder  of  Lord  Mountbatten. 

We  were  staying  on  the  estate,  at  Lee  Park  Lodge, 
which  had  been  converted  from  servant's  quarters  into  a 
very  comfortable  eight-room  inn  complete  with  faxes  for 
the  angler  who  can't  quite  get  away  from  it  all.  The 
drinks  and  dinner — poached  salmon — finished  off  a 
good  day  of  civilized  fishing. 

The  next  morning,  we  drove  to  the  Itchen,  another 
Hampshire  chalk  stream  as  celebrated  among  anglers 
as  the  Test.  I  continued  to  take  fish  with  a  kind  of 
fussy  attention  to  the  rules  that  I  imagined  Halford 
would  have  approved  of,  and  that  my  fishing  buddies 
back  home  would  have  hooted  at.  I  pictured  FYI's 
own  Coyote  Jack  on  the  Itchen — and  quickly  put  the 
image  out  of  my  mind. 

At  one  point  in  the  afternoon,  I  stood  on  the  bank 
across  the  stream  from  a 
dignified  Tudor  home  where 
the  gentleman  and  the  lady  of 
the  manor  took  tea  and  read 
their  papers  on  the  lawn.  The 
gardener  was  a  hundred  feet 
away,  busy  with  the  roses. 

A  large  brown  trout  held 

*snugly  against  the  opposite 

bank,  occasionally  taking  a 

small  mayfly.  From  a  position 


In  England, 
angling  is  a 

civilized 

affair  where 

small  huts  are 

available  for 

changing 
clothes  and 
storing  rods, 
and  helpful 
signs  warn  of 
the  presence 
of  "beestes. " 


of  deep  brown. 


downstream,  at  about  the  limit 
of  my  casting  range,  I  could 
cover  him  with  my  fly.  The  gar- 
dener looked  up  impassively 
and  watched  me  at  my  work. 

I  felt  ready  for  an  audience. 

It  took  several  casts  and  three  or  four  fly  changes,  but 
the  fish  finally  took.  It  ran  off  line  upstream,  broke  the 
water  three  or  four  times,  and  finally  came  reluctantly  to 
the  net.  I  released  the  fish,  and  when  I  looked  up  the 
gardener  nodded  approvingly  and  clapped  softly. 

I  nodded  back,  a  little  gravely.  Wouldn't  do,  I 
thought,  to  show  too  much  emotion.  That  evening,  we 
ate  at  a  pub.  Steak  and  kidney  pie,  with  a  couple  of 
pints  for  me — I  was  getting  the  hang  of  this  thing.  Soon, 
1  supposed,  I'd  be  trsing  on  breeks  and  thinking  about 


going  down  to  London  for  a  suit. 

The  next  morning  was  the  real  test,  on  John  Russell's 
water  on  the  River  Kennet.  On  the  drive  up,  past  fields 
of  spectacularly  golden  rape,  he  reminded  us  again  that 
we  were  to  fish  dry  flies,  upstream.  He  did  this  politely, 
of  course — they  don't  do  things  any  other  way — but  it 
was  plain  he  was  serious. 

The  stream  was  smaller  than  either  the  Test  or  the 
Itchen.  But  it  was,  in  all  other  respects,  a  classic  English 
chalk  stream.  Its  pull  was  irresistible. 
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I  had  put  down  one  or  two  small  fish  by  the  end  of 
the  morning  and  was  thinking  about  blue  Cheshire 
cheese  and  a  glass  of  claret,  when  I  saw  a  solid  bulge  in 
the  water  against  a  thick  clump  of  weed,  close  to  the 
bank.  I  watched,  and  after  a  minute  or  two,  the  fish 
rose  impressively  again. 

This  was  a  big  fish,  anv-where  in  the  world. 
..     There  were  two  problems,  however.  First,  the 
lie  of  the  fish  made  an  upstream  cast  almost  impos- 
sible. But  it  was  so  big. ..and  I  was  alone.  I  was 
sorely  tempted  to  apostasy.  But  I  tried  a  couple  of 


His  face  clouded,  ever  so  slightly.  "Highly  susl 
pect,"  he  said,  then  smiled.  You  just  can't  ever  get  i| 
right  with  these  people. 

Rube  or  not,  I  enjoyed  the  fishing,  and  the  nexl 
day,  on  the  Kimbridge  beat  of  the  Test,  we  had  one  ol 
those  times  that  transcends  the  rules.  The  big  greerl 
fly  that  would  be  called  a  Green  Drake  in  the  Statej 
and  that  the  English  refer  to  simply  as  "the  mayfly' 
hatched  abundantly.  We  caught  trout  beyond  count-l 
ing.  Leigh  Perkins  took  15  in  as  many  casts.  Late  n\ 
the  day,  tired  but  unable  to  quit  with  so  many  fish  stil- 


On  the  Kimbridge  beat  of  the  Test,  we  had  one  of  those 

times  that  transcends  the  rules.  We  caught  trout  beyond 

counting.  Leigh  Perkins  took  15  in  as  many  casts. 


positions  and  finally  found  a  spot  where  I  could 
make  an  upstream  cast  and.  if  it  were  precise,  get 
a  downstream  drift  of  perhaps  a  foot,  no  more. 

Then,  there  was  the  problem  of  what  fly  to  use. 
There  was  nothing  at  all  hatching.  I  studied  the  surface 
of  the  river  but  there  were  no  spent  flies,  either.  The 
fish,  I  decided,  must  be  taking  terrestrial  insects  that 
had  fallen  into  the  water  from  the  bank. 

I  went  through  my  fly  boxes  until  I  found  a  Black  Ant 
in  a  box  full  of  flies  that  I  had  used  on  the  Henrvs  Fork 
and  other  streams  out  West.  It  was  tied  with  hair  and  it 
floated,  making  it — by  my  definition  and  certainly 
Coyote  Jack's — a  dr\'  fly. 

I  put  a  little  Muclin  on  it  to  make  sure  it  would  float 
and  began  working  the  fish. 

The  casts  fell  short,  at  first,  so  I  shot  a  little  line  and 
put  the  fly  in  a  bush.  Worked  it  out  gently,  adjusted  my 
aim  and  had  the  range.  But  the  fish  was  rising  on  a 
rhythm.  It  was  not  enough  to  float  the  fly  over  him,  it 
had  to  be  on  his  count.  After  a  while  I  picked  it  up, 
made  a  couple  of  false  casts  to  dr\^  the  Ant,  and  dropped 
it  12  inches  from  the  trout's  nose  on  a  perfect  line. 

He  took  ,  and  I  felt  like  I  had  found  the  Grail. 

Leigh  and  his  wife  Romi  came  down  the  little  foot- 
path just  in  time  to  help  me  net  the  fish,  which  might 
have  gone  five  pounds,  easily  the  largest  brown  I  had 
ever  taken  on  a  fly,  wet  or  dry.  upstream  or  down.  They 
were  impressed.  So  was  I.  I  walked  back  to  the  site  of 
our  picnic  feeling  glor\'. 

"How  was  the  fishing.''"  John  Russell  asked,  opening 
another  fine  claret. 

I  told  him,  with  what  I  thought  suitable  modesty, 
about  my  fish. 

"Splendid,"  he  said.  "What  did  you  take  him  on.^" 

"A  Black  Ant." 


rising,  he  sat  on  a  bench,  and  took  another  13  straight 
without  moving.  They  were  all  big,  solid  fish. 

At  one  point.  John  Russell  and  his  wife  Anthea 
dropped  by  on  their  way  to  a  wedding.  Russell  wore  his 
morning  clothes  but  couldn't  resist.  He  made  a  couple 
of  casts  and,  with  perfect  composure,  caught  a  fish. 

The  image  of  him  in  his  cutaway  playing  a  hea\"\' 
brown  trout  on  a  small  graphite  rod  is  indelible.  So  are 
the  epic  fish  taking  my  heretical  Ant,  the  sound  of  the 
cuckoos,  the  swans,  the  cheese,  the  pub  lunches,  and 
the  rules  that  seem  absurd  in  the  abstract  but  begin  to 
make  sense  when  you're  there.  So  much  sense  that,  ' 
when  it  is  time  to  leave,  you  begin  to  think  about  get- 
ting back  and,  next  time,  doing  it  right,  all  the  way 
down  to  the  tweeds  and  breeks. 

The  season  on  the  Hampshire  chalk 
streams  runs  from  April  to  October. 
The  best  fishing  is,  arguably,  in  May, 
ivhen  ^ve  ^vere  there.  From  the  States 
one  flies  to  Heathroiv  and  then  drives 
doivn  to  Hampshire.  For  reservations, 
contact  Alan  DeNicola,  Orvis  Co., 
Manchester,  VT  05254.  800-235-9763; 
Fax:  800-362-3525.  Or  contact  Orvis 
U.K.  directly  at  Oil  44-264-781-212; 
Fax:  Oil  44-264-781-882. 

Iff  you  are  interested  in  staying  at 
Lee  Park  Lodge,  ^vhere  ive  stayed^ 
and  urhich  we  heartily  recommend— 
contact  Anthony  Hughes-Onsloiv, 
General  Manager,  Broadlands, 
Romsey,  Hampshire,  England  SO  51 
9ZD.  Oil  44-794-517888.  Fax:  Oil  44- 
794-516878.  O 
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The  OVliRlNDULCiENCFs  OF  THE  80's  IS  A  THING  OF  THE  PAST. 
HeALTFI  clubs  ARE  FINE  AS  FAR  AS  THEY^JIJj^BUT  WHEN  WAS  THE  LAST 
TIME  YOU  DID  SOMETHLNCi  FOR  \  OUR  liEyXliflJttji^  THAN  THE 

Sunday  Times  crossword?  M»¥4^/r's  time  for... 


By  Peter  Ogghiogrosso 

Illustrations  By  Ronald  Searle 


Like  the  search  for  instant  enlightenment,  the 
quest  for  quick  relaxation  from  executive 
stress  has  led  to  some  pretty  exotic  formulas. 
Over  the  past  few  decades,  the  three-martini 
lunch  has  given  way  to  stress  management  seminars, 
biofeedback,  flotation  tanks,  even  Transcendental  Med- 
itation. But  these  methods,  for  various  reasons,  have 
never  exactly  meshed  with  executive  life. 

Recently,  though,  a  number  of  odd-looking  gadgets 
have  started  turning  up  in  the  pages  of  mail-order  cata- 
logues like  Hammacher  Schlemmer  and  the  Sharper 
Image.  Dark  glasses  with  flashing  lights  and  headphones 
attached  to  consoles  with  numbered  buttons  promise  to 
"give  your  brain  a  tune-up,"  or  "guide  your  mind  into  a 
state  of  deep  relaxation,  enhancing  creativity,  accelerat- 
ing  learning  and  improving  levels  of  concentration." 


One  ad  even  guarantees,  with  a  subtlety  level  appropri- 
ate for  Ginsu  knives:  "In  28  Minutes  You'll  Be  Meditat- 
ing Like  A  Zen  Monk!"  Overheated  ad  copy  aside, 
though,  the  things  seem  to  be  fairly  flying  off  the 
shelves,  proving,  for  example,  to  be  one  of  the  Sharper 
Image's  best-selling  items  both  mail  order  and  in-store. 
All  this  caught  our  attention,  to  be  sure.  It  also  made 
us  wonder  if  these  "sound  and  light  machines" — which, 
after  all,  look  like  something  Mr.  Spock  might  wear  on 
the  deck  of  the  Enterprise — really  work,  or  if  they're  just 
the  latest  version  of  quad  stereo.  After  hearing  some  of 
the  remarkable  claims  made  by  their  manufacturers, 
including  increased  I.Q.  and  cures  for  insomnia,  I  set  out 
to  sample  the  current  hardware  and  interview  executives 
and  professionals  who  were  using  these  devices.  The 
results  are — dare  I  say.^ — enlightening. 
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First    stop    on    my    journey    as    psychological  Barron  Reinach,  a  37-year-old  commodities  trader  wh( 

explorer/guinea  pig  was  the  SoHo  office  of  Synchro  lives  on  Central  Park  West  in  Manhattan.  After  failing  tc 

Energize,  one  of  the  numerous  "brain  spas"  that  have  find  relief  from  the  anxiety  generated  by  ten  years  o 

been  creeping  onto  the  American  urban  landscape  over  working  the  floor  of  the  New  York  Futures  and  American^ 

the  last  few  years.  The  idea  of  a  health  club  for  the  mind,  Commodities  Exchanges  (he's  even  tried  meditation' 

a  place  to  go  for  mental  aerobics  to  sharpen  and  ultimate-  among  other  things),  Reinach  visited  Synchro  Energize 

ly  relax  your  brain,  seems  perfect  for  the  '90s.  But  com-  in  SoHo.  There  he  put  on  goggles  and  headphones  jusi' 

pared  to  other  such  spas  Fd  read  about.  Synchro  Ener-  like  the  ones  I  had  tried.  "An  hour  of  Synchro-Energizei. 

gize  was  a  decidedly  low-tech-looking  room  filled  with  and  I  was  in  seventh  heaven,"  he  recalls.  "The  hour 

loftbeds,  recliners  and  one  large  waterbed.  I  was  told  to  seemed  to  go  by  in  six  or  seven  minutes.  The  quiet  of 


lie  down,  place  a  pair  of  goggles 
over  my  eyes  and  put  on  head- 
phones. Then  I  was  asked  to 
choose  the  kind  of  music  I'd 
like:  classical,  jazz,  rock,  or  New 
Age.  I  opted  for  Brahms. 

Lying  back  on  the  waterbed,  I 
closed  my  eyes  and  began  watch- 
ing one  of  the  most  astonishing 
light  displays  Fd  ever  seen.  This 
put  Fantasia  and  the  last  reel  of 
2001  to  shame.  Hundreds  of 
swirling,  pulsing  and  alternating 
patterns  rich  in  blues,  reds  and 
yellows  took  the  shape  of 
medieval  rose  windows,  whirling 
mandalas.  Op  Art.  I  could  hear 
tones  beeping  in  synch  with  the 
light  patterns,  all  but  drowned 
out  by  a.  Brahms  piano  sonata 
that  had  never  sounded  better. 

Part  way  through,  the  lights 
began  flashing  at  a  much  faster 
rate,  an  exhilarating  effect  that  I 
didn't  want  to  stop.  But  the 
woman  who  was  programming 
the  Synchro-Energizer  from  a 
console  in  the  next  room  moved 
on  to  a  slower,  more  deliberate 
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We  lose  lip  to  25  percent  of 
our  intelligence  under  hidi  stress. 


meditation  is  too  much  for  me. 
But  this  wasn't  quiet.  It  was  mov- 
ing and  dramatic." 

That  was  several  years  ago,! 
and  Reinach,  who  refers  to  the] 
experience  as  "meditation  for  thci 
lazy,"  returns  to  Synchro-Ener 
gize  occasionally  for  a  recharge.' 
"It's  not  an  act  of  discipline,"  he 
says.  "It's  an  act  of  true  enjoy- 
ment. It's  as  absorbing  as  any 
movie,  yet  when  I  get  up  I  feel 
well-rested,  and  my  anxiety  lev- 
els are  down." 

Still,  trekking  down  to  SoHo 
for  a  mind-fix  can  be  inconve- 
nient. And  since  the  portable 
devices — the  kind  you  can  use  at 
home  whenever  you  like — have 
been  selling  so  briskly,  I  decided 
to  talk  to  somebody  who  uses  one 
regularly.  Ron  Giannoni.  general 
manager  and  vice  president  of  a 
Chevrolet  dealership  near  San 
Jose,  Calif.,  says  he  is  sold  on  a 
device  called  the  IM-1.  After  28 
years  in  auto  sales,  Giannoni  was 
put  in  charge  of  a  dealership,  and 
taking  responsibility  for  the 


pattern.  As  a  bright  yellow  light  filled  my  field  of  vision,  a  livelihood  of  55  employees  was  keeping  him  up  nights, 

silly  grin  involuntarily  enveloped  my  face.  Sure,  this  was  He  tried  the  standard  relaxation  techniques — exercise, 

fun,  but  was  it  relaxing.''  I  felt  more  excited  than  anything  massage,  a  few  Scotches — without  much  success.  One 

else.  Yet  when  I  emerged  45  minutes  later,  I  noticed  that  day,  after  suffering  through  what  he  calls  "the  worst  mas- 

my  speaking  voice  was  much  slower  and  calmer.  And  sage  I'd  ever  had,"  Giannoni  noticed  a  sign  on  a  nearby 

when  I  left  the  Synchro  Energize  salon  on  Broadway,  I  office  offering  stress  reduction,  and  he  walked  in.  The 

found  myself  strolling  rather  than  rushing  to  my  next  office  belonged  to  psychologist  Jill  Ammon-Wexler.  who 

appointment.  suggested  treatment  in\ol\  ing  high-tech  gizmos  with 

I  later  discovered  that  the  man  behind  the  Synchro-  names  like  Lumatron  and  Mind's  Eye. 
Energizer,  one  Denis  Gorges,  is  shrouded  in  some  con-  Gianonni  e\entually  settled  on  the  IM-1.  Donning  a 

troversy.  And  although  his  salon-size  Synchro-Energizer  pair  of  customized  wraparound  sunglasses  and  a  set  of 

gets  high  marks  from  other  users,  his  portable  model,  headphones  hooked  up  to  a  small,  \\'alkman-size  console 

called  the  Relaxman,  is  more  expensive  and  less  versatile  with  an  array  of  numbered  buttons,  he  lay  back  and 

than  most  of  the  competition.  Clearly,  I  needed  to  get  closed  his  eyes.  As  Ammon-Wexler  pressed  one  of  the 

firsthand  opinions  from  business  people  who  had  been  buttons,  Gianonni  began  to  ha\e  an  experience  that 

using  these  machines  for  a  while.  sounded  similar  to  my  baptism-by-Synchro-Energizer. 

One  of  the  most  striking  stories  I  heard  came  from  "'Fhc  first  time  I  used  one  of  these  machines,  I  was 
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Rating  the  Machines 

While  it's  likely  that  over  the  next  two  or  three  years,  cheaper,  better  machines  will  come  on  line, 
why  wait?  If  you  find  the  things  indispensable,  you  can  always  upgrade  later  without  having  to  lis- 
ten to  everyone  else  talk  about  how  great  theirs  is.  Think  of  it  this  way:  the  average  machine  costs 
about  $300,  the  same  as  a  few  sessions  of  psychotherapy  or  ten  bottles  of  good  single-malt  Scotch, 
and  will  last  a  lot  longer.  You  can  pay  more  if  you  want,  but  you  may  not  need  the  top  of  the  line 
model  with  features  you'll  never  use.  A  basic  unit  with  10  or  15  preset  programs  and  the  option  to 
customize  those  or  add  a  few  of  your  own  is  enough. 


As  of  now,  no  one  machine  incorporates  all  the 
most  desirable  features,  so  choosing  your  device 
comes  down  to  personal 
preference — and  how 
you  plan  to  use  it.  Larg- 
er units  are  more  suit- 
ed for  the  office  or 
night  table,  smaller 
ones  for  travel  or  com- 
muting.  Tools  For 
Exploration  (800-456- 
9887)  serves  as  a  kind 
of  clearing  house  for 
many  different  models, 
and  will  help  you  pick 

out  a  machine  and  tapes  over  the  phone  to  suit 
your  needs  and  level  of  interest.  If  you're  not 

happy  with  it  after  a  30-day 
home    trial,    you    can 
exchange  it  for  another 
model  (minus  a  15%  service 
charge — mention  FYI  and 
it's  10%).  You  can  also  ask 
^^^^^^         for  a  printed  catalog  and  a 
yHH^BHi  #      schedule  of  Megabrain  semi- 
\  ^^^/*        nars  in  major  cities  where, 
>BflP^^  for  a  fee,  you  can  sample  all 

i  T  the  machines  in  their  cata- 

logue. 

The  FYI  short  list  goes 
like  this: 

MOST  PORTABLE  must  be  the  Shealy  Relax- 
Mate,  just  a  pair  of 
wraparound  shades 
powered  by  four  AAA 
batteries.  Limited  to 
the  alpha  and  theta 
ranges,  the  lights  are 
not  very  bright,  mak- 
ing them  less  enter- 
taining than  most 
other  models.  But 
they're  great  for  wear- 
ing unobtrusively  on  the  train  or  plane — no 
wires  or  console  to  fiddle  with^-or  take  them  to 
the  beach  and  fool  your  friends.  At  about  $99- 
$149  (depending  on  where  you  buy),  they're  also 
the  least  expensive  device,  and  come  with  a  set 


of  four  audio  tapes  for  relaxation  and  sleep 
enhancement.  (800-877-5152.) 

The  pocket-size  I.Q.  Tutor-*-,  is  only  slightly 
less  portable  than  the  RelaxMate,  with  seven 
sound  and  light  programs  and  brighter  lights  for 
about  $130.  (Available  through  I.Ct.  Internation- 
al, 3800  North  Rodney  Parham,  Clark  Bldg.,  Lit- 
tle Rock,  AR  72212;  501-225-6577.) 

MOST  PROGRAMMABLE  is  a  solidly  built  but 
somewhat  heavy  unit  called  the  MindGear  PR-2. 
It  has  25  preset  programs  and  room  for  10  more 
of  your  own  devising.  The  sound  quality  is  good, 
ease  of  operation  is  high,  and  the  instructions  are 
clearer  than  most.  If  you  like  the  idea  of  creating 
your  own  programs,  this  may  be  your  best  bet. 
($349  from  MindGear,  4230  Del  Rey  Ave.,  Suite 
542,  Marina  Del  Rey,  CA  90292;  213-854-8869.) 

SMOOTHEST  OPERATOR  could  be  a  toss-up 
between  the  DreamWave  and  the  D.A.V.I.D.  Par- 
adise, each  of  which  sells  for  about  $700.  Howev- 
er, the  D.A.V.I.D.  is  probably  overpriced,  and  its 
lights  are  not  impressive,  although  its  range  of 
programs  is.  The  DreamWave  is  hard  to  beat  for 
simplicity  of  operation,  but  its  cheaper  spinoff, 
called  the  Shaman,  is  a  steal  at  $195.  Of  all  the 
machines  that  we  tried  out,  the  Shaman  is  the 
one  most  preferred  (only  drawback:  it  doesn't  run 
on  batteries).  (D.A.V.I.D.  Par- 
adise from  Comptronic 
Devices  Ltd.,  9860A  33rd 
Ave.,  Edmonton,  Alberta, 
T6N  1C6;  403-450-3729.' 
DreamWave  and  Shaman 
from  AlphaLab,  1272  Alame- 
da Ave.,  Salt  Lake  City,  UT 
84102;  801-532-6604.) 

MULTUM  IN  PARVO 
AWARD  goes  to  the  Master- 
Mind,  a  lightweight  Walk- 
man-size unit  poivered  by  a 
standard  9- volt  battery,  with 
12  programs,  good  sound,  and  very  comfortable, 
sturdy  glasses.  A  lot  of  value  for  about  $230. 
(Hammacher  Schlemmer,  800-543-3366,  or 
Synetic  Systems,  P.O.  Box  95530,  Seattle,  WA 
98145;  206-632-1722.) 
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extremely  uptight — very,  very  tense,"  he  recalls.  "I  lay  each  day  in  the  alpha  or  theta  range  is  enormously  helf 

there  for  what  seemed  like  10  or  15  minutes,  although  30  ful  for  the  mind  and  body.  This  type  of  deep  relaxatio 

or  40  minutes  had  passed.  And  when  I  got  up,  I  felt  like  tends  to  lower  blood  pressure,  reduce  certain  risks  c 

I'd  just  slept  for  eight  hours.  I  was  completely  rejuvenat-  heart  disease,  promote  clearer  and  more  creative  thinh 

ed,  and  felt  like  I  could  go  whip  the  world."  ing  and  better  sleep  patterns,  and  lessen  reliance  on  cot 

Corporations  are  beginning  to  see  the  possibilities,  fee,  alcohol  and  prescription  drugs, 
too.  The  customer  services  department  of  Pacific  Gas  &  But  the  more  stress  you're  under,  the  less  likely  you' 

Electric  in  San  Francisco  makes  Sychro-Energizers  avail-  be  to  reach  and  remain  in  these  states — or  to  perforr, 

able  to  employees  during  their  lunch  breaks,  and  the  well  in  general.  According  to  Ammon-Wexler,  we  losi 

employees  love  it.  "It  was  a  little  bizarre-looking,"  man-  up  to  25%  of  our  intelligence  under  high  stress.  "Eve 


ager  Bob  Mole  says  of  his  first 
glimpse  of  the  machine.  "Adults 
have  a  'well,  this  is  silly'  atti- 
tude," he  adds  with  a  laugh. 
"But  once  you  get  the  goggles  on 
and  relax,  you  really  start  to  reap 
the  benefits.  My  anxiety  over 
getting  into  it  went  away  after 
the  first  session,  because  I  found 
it  enjoyable  and  relaxing." 
Maybe  "enjoyable"  is  the  key 
word,  since  the  entertainment 
value  of  the  machines  (what 
Ammon-Wexler  calls  their 
"psychedelic  toy"  aspect) 
entices  users  to  stick  with  them 
long  enough  to  achieve  "definite 
reductions  in  pulse  rate,  blood 
pressure  and  things  of  that  sort," 
according  to  Mole. 

Clinical  research  tends  to  sup- 
port that  claim,  although  the 
hard  scientific  work — double- 
blind  studies  over  a  number  of 
years — have  yet  to  be  complet- 
ed. Even  some  of  the  machines' 
distributors  have  voiced  reserva- 
tions. Volker  Risto,  president  of 


try  to  find  your  car  keys  vvhc 
you're  in  a  hurrv'.^"  she  asks.  "(J 
your  wallet.^" 

Researchers  have  also  showr 
that  major  insights  are  more  like  ' 
ly  to  take  place  when  brainwave: 
are  mostly  in  alpha  and  theta 
Their  lower  frequency  and  highei 
amplitude  tend  to  "shake  things 
up,"  which  is  why  inventors  like 
Edison  got  some  of  their  best 
ideas  following  catnaps  or  in 
dreams.  But  since  it's  not  easy  to 
summon  up  a  revealing  dream  oni 
demand,    the    most   effective 
method  for  entering  these  states! 
has  traditionally  been  the  arduous 
path  required  by  various  kinds  of| 
meditation.  Most  executives, 
though,  shy  away  from  squeezing 
in  full-lotus  chanting  sessions 
between  board  meetings  and  rac- 
quetball.  Even  simplified,  secular 
techniques  like  the  "relaxation 
response"  developed  by  Dr.  Her- 
bert Benson  of  Harvard  Medical 


**I  felt  like  I  could  ^0  whip  the  world."    School  have  proven  elusive  to 

many.  And  biofeedback  requires 
Transformation  Technologies  of  Panorama  City,  Calif.,      wiring  your  scalp  with  electrodes,  which  can  leave  your 


recently  noted  that  their  "modern  applications  as  nirvana 
machines"  have  yet  to  be  proven.  "They  are  very  useful  for 
stress  reduction,  relaxation. ..and  facilitating  accelerated 
learning,"  Risto  said.  "But  I've  been  using  these 
machines  for  hundreds  of  hours  and  I  have  yet  to  see  any 
visions  or  revelations..." 

Okay,  we'll  pass  on  the  visions  for  now.  But  just  how 
do  the  devices  do  what  they  do.-^  We  know  that  brainwave 
activity  occurs  in  four  major  frequency  ranges,  from  0  to 
32-plus  cycles  per  second,  or  Hertz  (Hz).  Although  all 


hair  looking  like  Bart  Simpson  on  a  bad  day. 

But  recent  evidence  indicates  that  sound  and  light 
machines  can  get  you  into  alpha  and  theta  quickly,  and 
without  tears.  You  don't  even  have  to  learn  a  mantra. 
The  trick  is  thought  to  be  "brainw a\e  entrainment."  or 
altering  the  dominant  brainwa\e  frequency  by  ha\ing  it 
vibrate  sympathetically  to  an  external  sound  and/or  light 
source.  Entrainment  may  date  back  to  the  Stone  .Age, 
when  shamans  and  medicine  men  used  fiickering  fire- 
light and  tribal  drumming  to  create  monotonous  rhythms 


four  sets  of  frequencies  are  active  in  the  brain  at  any      and  draw  the  mind  into  deep  trance  states.  In  Europe, 


given  time,  one  set  is  typically  dominant:  beta  (normal 
waking  consciousness),  alpha  (relaxed,  creative  states), 
theta  (the  "twilight  learning"  stage,  threshold  to  sleep), 
and  delta  (deep  sleep  or  unconsciousness).  Information 
about  these  brainwave  states  is  still  incomplete,  but  sci- 


classical  music  from  plainchant  to  Prokofiev  served  a 
similar  function.  Today,  the  slow  mo\cmcnts  of  Barocjuc 
concerti  are  used  by  many  learning  and  mcmor\  experts 
to  enhance  recall  of  material. 

And  scientists  and  clinicians  ha\e  pro\en  that  if  you 


entists  agree  that  spending  at  least  some  conscious  time      can  entrain  to  theta  frequencies,  you  will  be  more  open 


106  1-"()RBKS 


rvi 


Eternal  beauty. 


Designing  a  beautiful  watch  is  a  challenge. 
Creating  a  watch  whose  beauty  will  last  unblem- 
ished year  after  year  seems  impossible. 

Presenting  the  impossible:  La  Coupole  'Ceramique.' 

This  unique  sapphire  and  high-tech  ceramic  watch 
is  more  comfortable  than  any  you've  ever  worn. 

Made  by  Swiss  craftsmen,  with  a  precision  quartz 
movement  in  a  water-resistant  case,  La  Coupole 
'Ceramique'  sets  a  new  standard  for  the  fusion  of 
technology  and  design.  For  men  and  women. 
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The  dome-like  scratchproof  sapphire  crystal  is 
bonded  to  a  case  and  bracelet  of  scratchproof 
high-tech  ceramics  (similar  to  those  used  in 
spacecraft). 
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to  learning  new  material  or  accepting  the  affirmations 
and  advice  offered  by  a  huge  range  of  self-improvement 
and  learning  tapes  now  on  the  market.  Some  doctors  are 
even  using  the  machines  to  help  overcome  substance 
abuse  and  reduce  chronic  pain. 

But  without  a  large  body  of  definitive  scientific  stud- 
ies, how  can  we  be  sure.''  Gerry  Steinberg,  an  M.D.  who 
uses  a  variety  of  sound  and  light  devices  in  his  Mas- 
sachusetts clinic  for  control  of  pain,  admits  "all  the  data 
aren't  in  yet."  But,  he  adds,  doctors  often  prescribe  drugs 
and  treatments  that  haven't  yet  gone  through  the  scien- 
tific process  of  double-blind  studies,  relying  instead  on 
anecdotal  information  from  patients  and  maybe  a  few 
controlled  studies.  "I  don't  think  we  have  to  wait,"  he 
says.  "The  machines  do  work." 

Dr.  George  Fuller  von  Bozzay  of  the  Biofeedback 
Institute  of  San  Francisco  agrees,  adding  that  it's  less 
about  entrainment  than  entrancement.  "People  get 
entranced  by  the  patterns  they  see,"  Fuller  von  Bozzay 
says,  "especially  in  certain  frequencies  above  alpha  that 
are  entrancing  enough  to  allow  them  to  relax  deeply." 

So  is  entrainment  a  prerequisite  for  relaxation.?  "Brain- 
waves aren't  everything,"  Dr.  Brucato  of  MindWorld 
adds.  "Think  about  it  as  a  hypnotic  process."  Once  the 
machines  get  you  into  a  deeply  relaxed  state,  positive  sug- 
gestion, learning,  creative  thinking  and  healing  are  all 
facilitated.  But  Brucato  is  quick  to  add  that  these 


machines  are  "an  adjunct"  to  the  healing  process,  "nov 
Christ  in  a  can  or  anything  like  that."  (Because  of  FD 
restrictions,  manufacturers  can't  make  specific  medical 
claims.  That  hasn't  stopped  some  of  them  from  trying.  A 
recent  direct-mail  ad  for  a  set  of  relaxation-inducing  sub- 
liminal tapes  promises  everv  thing  from  "improvements  in,^| 
I.Q."  to  sensations  "a  hundred  times  more  powerful  thani 
morphine."  Now  how  much  would  you  pay.') 

Technicians  are  working  to  develop  simplified; 
devices  that  will  be  able  to  encode  light  and  sound  pro- 
grams, music,  and  hypnotic  suggestions  on  one  standard 
audio  cassette  that  you  play  on  your  Walkman,  which 
plugs  into  a  pair  of  goggles  and  headphones.  Presto: 
you've  got  lights,  beats,  music,  voices,  and  no  bulky  con-» 
sole.  But  according  to  Ammon-Wexler,  the  brain  soon: 
gets  tired  of  the  same  program  and  stops  entraining  to  it, 
so  we'll  still  need  machines  that  have  a  variers'  of  preset, 
programs  plus  the  ability  to  create  new  ones.  As  we've li 
already  discovered  with  computers  and  VCRs,  though,  I 
user-friendliness  is  next  to  godliness,  making  certain' 
machines  more  attractive  than  others.  So  before  you  rush  i 
out  and  buy  some  instant  relaxation,  be  sure  to  check  out  i 
our  sidebars  carefully. 
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Peter  Occhiogrosso's  most  recent  book  is  Through  -1 
The    Labyrinth:    The    Search    For   Spiritual 
Transformation  In  Everyday  Life  (Viking). 
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Why  On  Earth  Get  A 

llThy  get  a  room  when  you  can  get  a  Radisson? ' 
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Stick  a  pin  in  the  map  and  chances  are  you're  w  idiin  eas)-  reach  ot  a  Radisson  resort,  su 
that  arc  as  incliviciual  as  die  people  who  stay  with  us.  .\nd  you'll  find  ever\-  Radisson  sh 
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;jeneral  sailor's  superstition  that  the  christening  of  a 
[hip  should  not  be  performed  by  a  married  woman,  as 
[hat  would  doom  the  ship  to  ill  fate."  Again,  you'll  have 
[o  use  your  own  judgment  when  launching  your  own 
vessel.  On  the  face  of  it,  it  seems  that  getting  some 
/oman  other  than  your  wife  to  do  it  wouldn't  get  the 
)oat  off  to  a  very  good  start. 

Some  of  the  giant  cruise  ships  use  a  bottle  of  Cham- 

)agne  called  the  "Sovereign,"  named  after  Sovereign  Of 

The  Seas,  which  it  was  first  used  to  launch.  The  Sovereign 

)ottle  stands  three  feet  high,  weighs  77  pounds,  holds  26 

liters  (about  three  cases  of  regular-sized  bottles),  and  is 

,orth  about  $8,000.  Lauren  Bacall  recently  used  one  to 

;hristen  the  2,354-passenger  i/<9//^r<r>^  Of  The  Seas.  The  bot- 

Itle  is  net-encased,  hoisted  with  an  elaborate  system  of  pul- 

lleys  and  ropes,  and  the  sponsor  just  snips  a  cord,  releasing 

[the  bottle  to  smash  against  the  ship.  It  is  documented  in 

the  Guinness  Book  Of  World  Records  as  the  world's  largest 

((Champagne  bottle. 

The  boat  being  christened  should  have  a  certain 
[stature  and  integrity.  Breaking  a  bottle  of  Champagne 
on  a  rubber  raft,  for  instance,  may  be  more  trouble  than 
it's  worth.  And  of  course  if  the  bottle  did  finally  break 
for  some  weird  reason,  it  would  probably  puncture 
the  raft,  and  deflate  it,  which  defeats  the  whole  purpose 

of  the  ceremo- 
ny, which  is  to 
get  your  vessel 
off  to  a  promis- 
ing start. 
(Please  refer  to 
Figure  Two.) 

The  deci- 
sion as  to  what 
kind  of  Champagne  to  use  when  launching  this  vessel 
(good,  or  cheap)  brings  a  man  face-to-face  with  his  own 
nature.  Good,  or  cheap.''  Which  is  worse:  to  appear  chintzy, 
or  to  waste  fine  wine.?  Drinking  a  good  bottle  of 
Champagne  and  then  replacing  the  contents  with  cheap 
Champagne  to  use  at  the  launching  is  a  conceivable  solu- 
tion, I  guess.  But  if  that's  the  way  your  mind  works  (I'm 
sure  it  isn't),  you  deserve  the  problems  you'd  face:  you'd 
have  to  do  it  surreptitiously — using  funnels,  for  crying  out 
loud — and  I'd  think  you'd  find  that  getting  Champagne 
back  into  a  bottle  is  at  least  as  difficult  as  getting  a  genie 
back  in. 

Clearly,  the  Champagne  that's  in  the  bottle  that's 
broken  is  going  to  be  "wasted" — in  that  no  one  is  going 
to  get  to  drink  it.  The  Champagne  is  cast  on  the  ground 
like  Onan's  seed,  and  we  know  that  Jehovah  frowned 
on  that.  But  one  fancies  that  the  gods  of  yachting  are 
a  more  elegant  and  carefree  lot,  willing  to  see  seed, 
Champagne  or  whatever  spilt  all  over  the  place,  what 
the  hell,  let's  go  sailing.  Following  the  same  line  of 
reasoning  (if  that  is  the  right  word  in  a  matter  of  this 
sort)  we  can  conclude  that  the  gods  of  the  sea  have  dis- 
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criminating  palates  and  are  not  easily  deceived.  (Kindly 
refer  to  Figure  Three.) 

Most  launchings  now  take  place  at  a  boatyard,  where 
your  vessel  will  be  lifted  from  its  cradle  in  canvas  slings 
on  a  forklift  and  kept  dangling  just  above  the  water,  wait- 
ing to  be  christened.  Boatyard  people  always  seem  to  be 
busy,  especially  in  the  spring,  so  work  out  a  date  and  exact 
time  well  in  advance,  and  arrange  a  little  party  of  friends 
and  family.  Serve  Champagne,  of  course — even  if  it's  just 
from  a  Styrofoam  cooler.  Ingratiate  the  forklift  guy  with 
some  bubbly  (not  too  much,  of  course),  get  him  to  poise 
the  boat  stern-first  to  the  water;  then  poise  your  wife  up 
on  a  pedestal  (wooden  crate),  motivated  to  break  the  bot- 
tle on  the  bow. 

The  bottle  should  be  wrapped  in  cheesecloth,  or  (bet- 
ter) inserted  into  a  lady's  nylon  stocking,  to  prevent  the 
sponsor  and  bystanders  from  being  hit  by  flying  glass. 
Uncharacteristically,  I  don't  advise  practice-in-advance  in 
this  matter  of  bottle-smashing.  It  is  kind  of  hard  to  do,  and 
if  the  bottle  doesn't  break  the  first  time  the  sponsor  may 
get  increasingly  embarrassed,  frustrated,  angry — all  the 
ways  wives  get  when 

things  go  wrong  that  pi^Rg  T=OUft:   am  6)fAMi»L€  oF 
aren't  their  idea  in    CARtktss  e«tAisr&Mi*i)^ 

the  first  place.  But 
it's  a  great  experi- 
ence when  the  bot- 
tle does  explode.  _ 

COO 


"j:  tistt***-.  tt.«*  'T6yc*^' 


The  launching 
party  can  be  joy- 
ous, but  when  the 
magic  moment  approaches,  everyone  should  fall  silent 
so  they  can  hear.  At  this  point  there  should  be  no  care- 
less christening,  for  a  careless  christening  may  be  worse 
than  no  christening  at  all.  (Please  have  the  kindness 
to  refer  to  Figure  Four.)® 
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He  was  the?^  to  crew 
in  the  Omega  Colli 

I 

Cup  races,  taut  with 
nautical  purpose.  Bui 
something,  just  sonh 
thing,  about  the  cut  t 
her  jib  made  him  go 
back  to  his  chartsk 
Hooky,  he  proposed. 

With  any  luck,  we  'It 

m 
make  it  to  the  dock  ' 

in  time  for  the 

\    victory  party. 


Produced  ^^%TrLEX> 
By  Mark  G^rscHKE 

^N6el  SuI 
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Strong  Suit 
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silk  IK-  l)\  I'old/Kalpli  Laiiicii.  Whirc 

hm  ks  l)\  Kalph  Laiiicii  looiwcar.  $14S. 

Sim.ii,lasscs  l)\  SeiciiiAcli  l-',\c\\car  loi 

(  ioiiiinu  (  )|>li(.  s.  %\M).  I  Ici  wool  jac-kcl, 
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KaiuK  Kcmpci.  Shoes  l)\  Maiiolo 
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Dinner  At  Ei^ht 


Dawn  Patrol 


m 

Brooks  Brothers.  $52.  Her  maillot 

by  Calvin  Klein  Swimwear.  $66. 

Rayon  skirt  by  DKNY.  $225. 

Bracelet  by  Kenneth  Jay  Lane.  $75. 

Photographed  at  the  Glencoe 

Harbour  Club.  For  information  and 

reservations,  call  800-468-1500. 
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Style  On  Tap 

His  jacket  by  Ermenegildo 

Zegna.  $400.  Polo  shirt  by 

Lacoste.  $42.  Shorts  by 

Calvin  Klein  Sport.  $55.  Belt 

by  Brooks  Brothers.  $25. 

Nubuc  shoes  by  Walk-Over. 

$110.  Sunglasses  by 

Serengeti  Eyewear  for 

Corning  Optics.  $130.  Her 

cotton/Lycra  bodysuit,  $48, 

and  rayon  wrap  skirt,  $66,  by 

Guess.?.  Shoes  by  DKNY. 

Earrings  by  St.  John.  $65. 

Photographed  at  the  Glencoe 

Harbour  Club. 


Start  It  Up 

His  wool  dinner  jacket,  $950, 

trousers,  $295,  cotton  dress 

shirt,  $118,  silk  bow  tie  and 

cummerbund,  by  Polo/Ralph 

Lauren.  Black  dress  socks  by 

Polo  Hosiery.  $20.  Tuxedo 

pumps  by  Ralph  Lauren 

Footwear.  $280.  Her  beaded 

lace  slip  dress  by  Badgley 

Mischka.  $1,940.  Shoes  by 

Stuart  Weitzman.  $150. 

Earrings,  $298,  and  silk  scarf, 

$595,  by  Yves  Saint  Laurent 

Accessories  and  Foulards. 
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Pool  Cool 
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His  terrycloth  shirt 
by  Tommy  Hilfiger.  $88. 
Batik-print  swimsuit  by 
Gottex.  $50.  Her  leggings 
by  KORS  for  Compagnia 
USA.  $100.  Underwire  mail- 
lot by  Anne  C^ole  (Col- 
lection. $60.  Beaded  shoes 
by  Stuart  Wcitzman.  $750. 
"Marilyn  Monroe"  sunglass- 
es by  Renaissance.  $35. 
Cuff,  $275,  earrings,  $120, 

and  belt,  $600,  by  Yves 

Saint  Laurent  Accessories. 

Photographed  at  the 

Cilencoe  Harbour  (Club. 
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His  double-breasted  navy  blazer,  $450,  and  cotton  slurt,  $110 

by  Gieves  &  Hawkes.  Cotton  trousers,  by  Bobby  Jones.  $140 

Silk  bow  tie  by  Polo/Ralph  Lauren.  Suede  loafers  by  Gucci. 

$275.  Her  cotton  jacket,  $379,  and  skirt,  $169,  by  Randy 

Kemper.  Maillot  by  Gottex.  $92.  Photographed  at  the  Royal 

Bermuda  Yacht  Club.  «8 
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Party  Talk 


store  Credits 


Bermuda  Ho! 

His  jacket  and  trunks  by  Nautica:  jacket, 
Macy's,  California  and  Jacobson's, 
Jackson,  MI;  trunks,  Maison  Blanche, 
Baton  Rouge,  and  G.  Fox,  Hartford; 
both,  Nautica  Store,  New  York.  Shirt 
by  J.  Petennan  Company:  to  order,  800- 
231-7341.  Shoes  by  Sperry  Top-Sider. 
department  and  specialty  stores 
nationwide.  Sunglasses  by  Ray-Ban:  all 
Saks  Fifth  Avenue,  Neiman-Marcus, 
and  Bloomingdale's  stores.  Watch  by 
Omega:  select  Ben  Bridge  and 
Mayor's  stores;  and  all  Tourneau 
stores.  Her  coat  by  Gottex:  Beach 
House  of  Naples,  Naples,  FL;  and 
the  Jerrie  Shop,  Cedarhurst,  NY. 
Shirt  by  Rebecca  Moses  101:  Henri  Ben- 
del,  New  York;  Meltlers,  Sarasota, 
FL;  and  A'Marees,  Newport 
Beach,  CA.  Leggings  by  KORS: 
Harry  B's,  Nashville.  Shoes  by 
Keds:  department  and  special- 
rs'  stores  nationwide.  Sunglass- 
es by  Mary  McFadden:  all  Saks 
Fifth  Avenue,  Neiman-Mar- 
cus, and  I.  Magnin  stores. 
Scarf  by  Gucci:  all  Gucci  stores. 

Strong  Suit 

His  tnuiks  by  Nautica:  Famous- 
Barr,  St.  Louis;  Hecht  Com- 
pany, Washington,  DC;  and 
select  Belk  stores.  Shoes  by  Adidas: 
running  specialty  stores  nationwide. 
Sunglasses  by  Ray-Ban:  all  Macy's, 
Lord  &  Taylor,  and  Saks  Fifth 
Avenue  stores.  Cap  by  Pendleton:  Von 
Maur's,  Iowa;  the  May  Company, 
Ohio;  and  the  Pendleton  Shop,  New 
Canaan,  CT.  Her  maillot  by  Leonard: 
Martha,  Palm  Beach.  Sandals  by 
Manolo  Blahnik:  I.  Magnin,  San  Fran- 
cisco; Neiman-Marcus,  Beverly  Hills; 
and  Bergdorf  Goodman,  New  York. 
Earrings  by  Kenneth  Jay  Lane:  Henri 
Bendel,  New  York;  and  all  Kenneth 
Jay  Lane  boutiques.  Beach  towel  by 
Hermes:  all  Hermes  boutiques,  or  to 
order,  800-441-4488. 

Dinner  At  Eight 

His  clothing  Iry  PolojRalph  Lauren:  suit. 


Polo/Ralph  Lauren,  Beverly  Hills 
and  Palo  Alto;  and  Barneys,  New 
York.  Shirt,  Polo/Ralph  Lauren, 
Aspen,  Beverly  Hills,  and  Pittsburgh. 
Shoes,  Polo/Ralph  Lauren,  New  York 
and  Beverly  Hills.  Sunglasses  by 
Serengeti:  all  Sunmark,  Sunsations,  and 
Sunglass  Hut  stores.  Her  Jacket,  skirt 
and  blouse  by  Randy  Kemper.  Oblio, 
New  York;  Henri  Bendel,  New  York; 
and  select  Saks  Fifth  Avenue  stores. 
Shoes  by  Manolo  Blahnik:  Manolo  Blah- 
nik, New  York.  Scarf  by  Gucci:  all 
Gucci  stores.  Sunglasses  by  Mary 
McFadden:  Bergdorf  Goodman,  New 
York;  and  all  Neiman-Marcus  and 
Nordstrom  stores.  Earrings  by  Kenneth 
Jay  Lane:  Henri  Bendel,  New  York; 
and  all  Kenneth  Jay  Lane  boutiques. 


Daivn  Patrol 

His  shirt  by  Brooks  Brothers:  all  Brooks 
Brothers  stores,  or  to  order,  800-274- 
1815.  Her  maillot  by  Calvin  Klein: 
Calvin  Klein  stores  in  Boston.  Dallas, 
Palm  Beach,  Cleveland,  and  Costa 
Mesa.  Skirt  by  DK.\Y:  Macy's  Califor- 
nia; Macy's  Northeast;  and  all  I. 
Magnin  stores.  Bracelet  by  Kenneth  Jc/y 
Lane:  Henri  Bendel,  New  York;  and 
all  Kenneth  Jay  Lane  boutiques 

Hidden  Agenda 

His  jacket  and  pants  by  Andrew  Fezza: 
jacket.  Charivari,  New  York;  and  all 
Macy's  stores;  pants,  Macy's  California; 
and  all  I.  Magnin  stores;  both,  Mark 
Richards,  Glencoe,  IL.  T-shirt  by  Ca  kin 
Klein  Sport.  Calvin  Klein  stores  in  Dal- 


las and  Boston;  Saks  Fifth  Avenue 
New  York;  and  all  Bloomingdale' 
stores.  Belt  by  Ermenegildo  Zegna:  Ulti^l 
mo,  Chicago;  Louis,  Boston;  anc 
Ermenegildo  Zegna,  New  York.  He, 
clothing  by  DKNY:  jacket,  BergdorJ 
Goodman,  New  York;  and  all  I 
Magnin    and    Nordstrom    stores.J 
Camisole,  all  Nordstrom  stores.  \'est. 
Bergdorf  Goodman,  New  York;  and  all; 
Dillard's  and  Bloomingdale's  stores 
Mini  skirt,  Bergdorf  Goodman,  New, 
York;  and  all  Bullock's  and  Dillard's] 
stores.  Belt,  all  Bloomingdale's  and  I. 
Magnin  stores.  Hat.  all  Bloomingdale's 
and  Dillard's  stores.  Scarf  by  Gucci:  all 
Gucci  stores.  Earrings  by  Yves  Saint} 
Laurent.  Beaton's,  Phoenix. 

Style  On  Tap 

Hisjacket  by  Ermenegildo  Zegna:  i 
Ultimo,  Chicago;  Louis,  Boston;  i 
and  Ermenegildo  Zegna,  New 
York.  Shirt  by  Lacoste:  all  Macy's 
Northeast,  Dillard's  and  Bul- 
lock's stores.  Shorts  by  Calvin  J 
Klein  Sport.  Calvin  Klein  stores,  ^ 
Dallas  and  Boston;  Saks  Fifth  / 
Avenue,  New  York;  and  all 
Bloomingdale's  stores.  Belt  by 
Brooks  Brothers:  select  Brooks 
Brothers  stores.  Shoes  by  Walk- 
Over,  all  Bullock's  and  select  Dil- 
lard's stores.  Sunglasses  by  Serengeti:  all 
Sunmark,  Sunsations  and  Sunglass  Hut 
stores.  Her  bodysuit  and  skirt  by  Gi/ess^. 
Gantos,  Grand  Rapids.  MI;  Foley's, 
Houston;  and  all  Bloomingdale's  stores. 
Earrings  by  St.  John:  all  Saks  Fifth 
A\  enue  and  Neiman-Marcus  stores; 
and  all  St.  John  boutiques. 

Start  It  Up 

His  clothing.  PololRalph  hiurrrr:  jacket, 
Polo/Ralph  Lauren,  New  York;  and 
Saks  Fifth  .\venue.  New  York. 
Trousers,  Polo/Ralph  Lauren  in  Dal- 
las. Pittsburgh,  and  Short  Hills,  NJ. 
Shirt,  Polo/Ralph  Lauren  New  York, 
andC^hicago..  Socks,  Macy's,  Califor- 
nia; Bloomingdale's.  New  York;  and 
Polo/Ralph  Lauren  nationwide. 
Shoes,  Polo/Ralph  Lauren.  New  York. 
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Jer  dress  by  Badgley  Mischka:  Bergdorf 

Joodman,  New  York;  and  all  Saks 

'ifth  Avenue  and  Neiman-Marcus 

ttores.  Shoes  by  Stuart  Weitzman:  I. 

lagnin,  Beverly  Hills;  Halls,  Kansas 

'ity,  MO;  and  Saks  Fifth  Avenue, 

*alm  Beach  Gardens,  FL.  Scarf  and 

mrrings  by  Yves  Saint  Laurent:  scarf, 

lergdorf  Goodman,  New  York;  and 

jelect  Saks  Fifth  Avenue  and  I. 

IMagnin  stores.   Earrings,  Marie 

[Leavell,  Dallas;  and  Yves  Saint  Lau- 

Irent  Rive  Gauche,  New  York 

Pool  Cool 

\H is  shirt  by  Tommy  Hilfiger.  Hecht 
Company,  Washington,  DC;  Lord  & 
Taylor  and  Bloomingdale's,  New 
I  York.  Swimsuitby  Gottex:  all  Blooming- 
dale's  and  Neiman-Marcus  stores; 
and  Loring  Southhampton,  South- 
hampton, NY.  Her  maillot  by  Anne  Cole 
Collection:  Dillard's,  Little  Rock; 
Canyon  Beach,  Santa  Monica;  and 
Lord  &  Taylor,  New  York.  Shoes  by 
Stuart  Weitzman:  Mirage  Casino 
Hotel,  Las  Vegas;  and  Classic  Shoes, 
Memphis.  Sunglasses  by  Renaissance:  all 
Macy's,  Dayton-Hudson  and  Bul- 
lock's stores.  Jewelry  by  Yves  Saint  Lau- 
rent cuff,  Yves  Saint  Laurent  Acces- 
sories boutique.  New  York;  and 
Daniel  Foxx,  Palm  Desert,  CA.  Ear- 
rings, I.  Magnin,  San  Francisco  and 
Beverly  Hills;  and  Galeries  Lafayette, 
New  York.  Belt,  Yves  Saint  Laurent 
Rive  Gauche,  New  York. 

Party  Talk 

His  blazer  and  shirt  by  Gieves  & 
Hawkes:  Barneys,  New  York.  Pants  by 
Bobby  Jones:  all  Saks  Fifth  Avenue 
and  Neiman-Marcus  stores.  Loafers 
by  Gucci:  all  Gucci  stores.  Her  jacket 
and  skirt  by  Randy  Kemper.  Balliet's, 
Oklahoma  City;  Polly  Adams,  Lare- 
do, TX;  and  select  Carol  &  Mary 
stores,  Hawaii.  Maillot  by  Gottex: 
Beach  House  of  Naples,  Naples, 
FL;  and  the  Jerrie  Shop,  Cedarhurst, 
NY.  Earrings  by  Kenneth  Jay  Lane: 
Henri  Bendel,  New  York;  and  all 
Kenneth  Jay  Lane  boutiques.  IS 


Reverso. 
Ahead  of  its  time  since  1931. 


Pure  art  deco 
lives  on   in  this 
uncommon 
timepiece   which 
has   been   hand- 
crafted  by 
our   master 
watchmakers 
for   more  than 
50  YEARS.     The 

REVERSIBLE     CASE 
IS    ABSOLUTELY 
UNIOUE.       An 
ENGRAVED     MONO- 
GRAM    MAKES    THE 
REVERSO    A    JEWEL 
OF    A    WATCH.       A 
CHERISHED     COL- 
LECTOR'S    ITEM 
SINCE     1931. 


Another   unique 
timepiece   from 
Jaecer-Le- 
CouLTRE.  The 

FAMOUS    ATMOS 
CLOCK.    WHICH 
RUNS    ON    SLIGHT 
TEMPERATURE 
CHANGES    IN    THE 

AIR.  Almost 
perpetual 

motion! 


t  i!  e 


The  Reverso 
has  a  unique 
twist:     it  turns 

into    A    REFINED 
PIECE    OF    JEW- 
ELRY. 


<JAEGER-LECoULTRp> 


AVAILABLE  AT  SELECTED  FINE  JEWELERS.  FOR  NAME  OF  JEWELER 
NEAREST  YOU.  OR  TO  REQUEST  A  COLOR  CATALOG.  PLEASE  CALL  1 -800-JLC-TlME. 


Deluxe  Presentation 
Henry  Repeating 
Rifle,  .44  caliber. 


Caution:  the  antique  firearms  featured  on 
the  next  several  pages  are  expensive. 
How  expensive?  Too  expensive. 


By  Caroline  Butler 


But  wait.  Antique  guns  have 
always  been  too  expensive,  accord- 
ing to  Greg  Martin,  a  gun  consultant 
to  Butterfield  &  Butterfield,  the  San 
Francisco-based  auction  house,  and 
quite  a  collector  himself.  "They 
were  too  expensive  when  I  got  start- 
ed in  1952,  and  they're  too  expen- 
sive today.  I've  got  a  1911  auction 
catalogue  from  Walpole  bemoaning 
the  fact  that  they  were  too  expen- 
sive back  then.  They've  always 
been  cheaper  in  the  past." 


Antique  guns  have  shown  their 
resiliency  over  the  years,  rising  with 
everything  else  during  inflationary 
periods,  but  leveling  off — rather  than 
plunging — in  periods  of  deflation.  And 
guns  didn't  shoot  the  moon  during  the 
1980s,  in  part  because  the  ever-vora- 
cious Japanese  aren't  allowed  to  own 
them.  The  gun  market  has  enjoyed 
increased  exposure  recently  in  the 
auction  houses  (B&B  sold  $7  million 
worth  in  1991),  resulting  in  some  of 
the  more  spectacular  price  hikes. 
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The  guns  featured  here  are  a  few  of  the  125  very  desir- 
Ible  firearms  from  the  collection  of  Warren  Anderson,  the 

LUStraHan  tycoon  and  shopping  center  developer.  Sixty 
k  his  master  pieces  will  be  up  for  sale,  along  with  another 
^00  antique  guns  and  160  Bowie  knives,  in  a  no-reserve 
motion  at  Butterfield  &  Butterfield  on  March  23. 
[Contact  Greg  Martin,  415-861-7500,  ext.  327.) 

The  balance  of  Anderson's  collection  will  go  some- 
:ime  in  July — including  this  unique  Colt  Factory 

lonutneittal  Display  Board.  Made  in  1877  for 
[Schyler,  Hartley  &  Graham,  Colt's  big  New  York  distrib- 
itors,  it  shows  percussion-era  Dragoon,  Pocket,  Navy, 


Army  and  Sidehammer  arms  alongside  Derringer, 
Cloverleaf,  Old  Line,  New  Line  and  Single-action  Army 
revolvers  from  the  start  of  the  cartridge  era.  Following 
Marcellus  Hartley's  purchase  of  the  Remington  Arms 
Co.,  the  board  was  moved  to  Bridgeport,  Conn.  During 
World  War  II  several  attempts  were  made  to  melt  its 
contents  for  scrap.  But  two  Remington  employees 
hauled  it  to  the  ladies  restroom  and  placed  it  face  to  the 
wall  where  it  remained,  safely  incognito,  until  after  the 
war.  With  the  cabinet  (recently  reconstructed  from  origi- 
nal 1876  drawings)  it  measures  ir4"x  6'4".  Estimate: 
$400,000-$600,000. 
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Samuel  Colt's  first  model. 


Samuel  Colt's  First  IVIodel — 
The  Paterson  Revolver 

Manufactured  in  Paterson,  N.J.,  1836- 
1842,  this  factory-engraved,  silver- 
banded,  ivory-gripped  .34  caliber  Colt 
Paterson  Belt  Model  percussion 
revolver  was  the  first  model  made  by 
Colt.  The  extra  12"  barrel  is  a  rarity, 
and  it  comes  in  an  unusual  partitioned 


bevel  lid  case  with  pistol  capper,  com- 
bination loading  tool,  screwdriver, 
bullet  mold,  extra  cylinder,  charger 
and  cleaning  rod.  For  sale  in  March  at 
an  estimate  of  $200,000-$300,000. 

Deluxe  Presentation  Model 

1851  Percussion  Colt  Navy 

Revolver 


Fire!  Fire  IFire!  Fire! 
Fire!,  etc...  Colt  1893 
Catling  Cun. 


Nuptial  gifts  just  ain't  what  thcj 
used  to  be.  In  1858  Samuel  Colt  pre  ' 
sented  this  outfit  as  a  wedding  pre 
sent     to     his     nephew,     H.A.G 
Pomeroy,  who  had  designed  Colt'? 
South  Meadow  Armory  in  Hartford 
Conn.,  in  1855.  The  revolver  is  pro 
fusely  engraved  with  foliate  scroll  or 
a  granular  ground,  has  select  walnut 
stocks,  blued  finish  with  silver-plat- 
ed fittings,  and  is  set  in  a  deluxe 
brass-bound  hardwood  case  chock 
full  of  accessories,  including  the  rare 
detachable  shoulder  stock  and  a 
Model  1855  sidehammer  pistol.  For 
sale  in  March  at  an  estimate  of 
$200,000-$300,000. 


18SI  Percussion  Colt  Navy  Revolver. 

Colt  Model  1893  Catling  Gun 

This  1893  Catling  gun  on  its  original 
tripod  is  in  mint,  unfired  condition. 
Created  by  Dr.  Catling  during  the 
Civil  War,  the  first  Catling  guns 
could  fire  1,000-1,500  shots  per 
minute  over  a  range  of  around  three- 
quarters  of  a  mile.  These  days  mech- 
anized guns  using  the  Catling 
system  can  fire  5,000-10,000  shots 
per  minute.  For  sale  in  March  at  an 
estimate  of  $50,000-$75.000. 

Deluxe  Cased  Pair  Of  Colt 

3rd  Model  Dragoon 
Percussion  1848  Revolvers 

This  pair  of  Colt  3rd  Model 
dragoons  with  fine  i\ory  grips  was 
lavishly  engra\cd  by  Custaxe 
Young,  Colt's  master  engraver.  The 
definitively  non-Politically  Correct 
engra\  ing  on  the  cylinder  depicts 
mounted  U.S.  Dragoons  blasting 
Indians  with  Colt  six-shooters — 
standard  on  all  C.o\i  Dragoons  (and 
certainly  P.C^.  at  the  time).  The 
coverage  also  includes  a  rare  scroll 
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Non-P.C.  Colt  3rd  Model  Dragoons. 

and  border  decor  on  the  cylinders, 
with  dog  and  eagle  motifs  on  both 
the  frames  and  barrel  lugs.  The  set 
rs  cased  in  a  deluxe  rosewood  case 
with  brass-bound  corners  and  all 
accessories.  For  sale  in  July  at  an 
estimate  of  $200,000-$400,000. 


Smith  &  Wesson  Russian 

New  Model  Navy  No.  3 

Double-Action  Revolver,  .44 

Russian  Caliber,  1880-1890 

Stamped  "Tiffany  &  Co.  N.Y.  No. 
2098",  the  bVf  barrel  and  cylinder  of 
this  revolver  are  etched  in  floral 
scrolls,  the  sterling  silver  grip  is  inlaid, 
with  68  pieces  of  turquoise,  while  the 
butt  set  is  inlaid  with  lapis.  Only  six 
Tiffany-gripped  Smith  &  Wessons 
are  known  to  exist,  and  this  is  the 
only  example  outside  Russia.  The 
gun  is  believed  to  have  been  present- 
ed to  the  Czar  in  order  to  obtain  a 
government  contract  for  Smith  & 
Wesson.  (Bribes  had  more  class  back 
then.)  For  sale  in  March  at  an  esti- 
mate of  $50,000-$75,000.  (By  the 
way,  Tiffany  still  does  specialty 
engravings  for  gun  stocks.) 

Deluxe  Presentation  Henry 
Repeating  Rifle,  .44  Caliber 


With  its  15-shot  magazine,  the 
Henry  repeating  rifle,  named  for  its 
inventor  B.  Tyler  Henry,  was  one  of 
the  more  devastating  engines  of 
death  to  come  out  of  the  Civil  War. 
The  Henry  later  evolved  into  the 
Winchester  rifle.  This  particular  rifle 
was  presented  in  August  1864  by 
Mr.  Henry  to  James  H.  Conklin, 
who  was  instrumental  in  the  inven- 
tor's dealings  with  Oliver 
Winchester.  With  a  24"  barrel,  it  is 
factory-engraved,  gold-plated,  deco- 
rated with  scrolls,  borders  and  flo- 
rals, with  deluxe  burl-walnut  stock. 
For  sale  in  July  at  an  estimate  of 
$200,000-$300,000. 

Cased  Pair  Of  Flintlock 

Dueling  Pistols  By  Nicholas 

Boutet,  Versailles,  c.  1800 

Appointed  "Directeur-Artiste  a 
Versailles"  by  the  Little  Emperor 
himself,  Boutet  (1789-1816),  was 


Tiffany-styled  Smith  &  Wesson 
Russian  Revolver  (right).  Dueling 
pistols,  a  la  Boutet  (below). 


perhaps  the  finest  gunmaker  in 
France.  The  delicacy  and  brilliance 
of  his  work  is  clear  in  this  set  pre- 
sented by  Napoleon  to  General 
Ferino.  Note  the  fine  carving  of  the 
walnut  stocks  with  motifs  of  vases, 
florals,  garlands  and  gadroons,  the 
chiseled  locks,  the  chased  steel  trig- 
ger guards,  and  barrels  wrought  in 
diamond  points,  blued  and  empha- 
sized in  gold  lines.  For  sale  in  March 
at  an  estimate  of  $40,000-$60,000.® 

Caroline  Bvtler  covers  regiona/ 
auctions  for  Forbes  FYI. 
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"Glasnost,  schmaznost, 
can  we  pick  it  up  a  little 
here,  Mike?" 
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iliyih  Wilu,  glancing  at  one's  watch  in  company 
was  considered,  well,  rude.  No  longer,  apparently, 
especially  if  you're  a  global  heavyweight.  So  when 
you  want  to  send  a  signal,  what  better  way  than 
with  a  smart-looking  watch  around  your  wrist£ 


li'dtcli  hy  dorum. 

nuulefrom  o  S20 

(1)1  iiold  piece  with 

i-tliiii  watch  works 

inside.  S6,9W. 


(hilatrava  ISk  Hold 
bracelet  watch  by  Patek 
Philippe.  $16. mi 


,*% 


Better  sy„ehro„i 


e  two..." 


Limited  edition 

Louis  Brandt 

chronograph  by 

Omega,  in  IHk 

gold  with 

crocodile  strap. 

$7,500. 
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"You're  outta  here!' 

Lindbergh  Hour 
Angle  automatic 
watch  by  Longines.  iti 
stainless  steel.  S  1,9.^0. 


Rectangular 

watch  with 

curved  case  by 

Ha II me  & 

Merrier,  in  ISk 

gold  with  black 

crocodile  strap. 

$2,990. 


•Blast!  rve  missed  me  tea. 


"Time's  up, 
Comandante!' 


Water-resistant 

Super  2000 

Chronograph  by 

Tag  Heuer,  in  steel 

with  gold  accents. 

$1,S9S. 


Stainless  steel, 

water-resistant 

Cougar  watch  by 

Cartier.  $1,950. 


jPkfb 


'It's  been  real,  King.  Lemme  knoiv  ivhen 
you  get  to  the  coast,  we'll  do  lunch. 


Day- Date  ISk  gold 
watch  from  the 
I  'ttimate 
Timepiece  collec- 
tion by  Harry 
u/.- »^..    o 
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AiitoiiKitic  IHk  j^old 

(ieWfirafih iqne  time 

zoiw  watch  hy 

Jaejier-LeiUndtre. 

$17,900. 


"Let's  see.. .that  would 
make  it  8  p.m.  in  Gdansk." 


.K 


Florence  Auatom 
with  sapphire  crys- 
tal ami  24k  ilold 
trim,  hy  Rado. 
$67 S.  IS 
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"Look,  Mr.  Dershowitz, 
we'd  all  love  to  sit  around 
and  talk  about  your  daz- 
zling legal  insights,  but  I 
got  a  docket  looks  like 
God's  own  trash  can." 


MAIL  ORDER /CLASSIFIED  INDEX 


Executive  Gifts 

Family  History 

Art 

Antiques 

Gourmet  Foods 

Historical  Cassettes 

Sports  Magazines 


EXECUTIVE  GIFTS 


Collectibles 
Books/Periodicals 
Furniture 
Audiobooks 
Real  Estate 
Golf  Videos 


Home  Plans 

Resorts 

Apparel 

Books 

Vacations 

Fitness/Heaith 

Fine  Wines 


HANDCRAFTED  AVIATION  DISPLAY  MODELS 

by  THE  WORLD'S  LARGEST  MAKER  OF  AVIATION  DISPLAY  REPLICAS 

•  168  different  and  unique  replicas  of  aviation  history 

•  military  aircraft  from  1914  to  present 

•  airliners  from  ttie  1920's  to  present 

•  spacecraft  from  ttie  1 960's 
to  present 

•  wide  range  of 
collector 
scales 


For  free  full 
color  catalog: 


USN  Blue  Angel  F/A-18A  Hornet  @  $99.95 

~  SHOWCASE  MODEL  CO. 

P.O.  Box  470,  Dept.  FYI  92-03 
State  College,  PA  16804-0470 


CALL  (800)  441-9524  /  FAX  Number  (814)  238-8572 


COLLECTIBLES 


FAMILY  HISTORY 


AUDIOBOOKS 


BOOKS 
ON  TAPE 


World's  Largest  Selection  of  Audio  Books  ^^ 


•  Best  Sellers  ' 
on  Cassette  ^ 

•  Full-length    ^ 
Rentals        » 

•  Call  for  Free  l 
Brochure      | 


(800)  626-3333 


REAL  ESTATE 


AimgUE  STOCK  CERTinCATES 

Great  gift,  ooOcdflilc  or  convnsabon  ptoe  to  hang 
on  your  wal  Prtts  on  thesr  docuniaits  continue 
to  rise  since  they  aic  rarer  than  coins  or  stampa 
Some  are  signed  fay  koous  Individuals.  Newslet- 
ter/catalog of  old  &  antique  stock  and  bond  ceitifi- 
cat£s:$3.Wealsolxiy. 

Innttmeiit  Retcaith  Inithate 

3043  Clayton  Road.  Concord.  CA  94519 

(510)686-0067 


Ttie  most  enduring  legacy  for 
your  tieirs  is  not  stocks  or 
bonds.  It  is  your  family's  history. 
Two  professional  historians, 
both  published  authors,  will  re- 
search and  write  the  history  of 
your  family.  References  on  re- 
quest. Tel:  (203)  847-5575. 


Own  Spectacular  Land, 

40  acres  in  the  Colorado 

Rockies.  $30,000  and  up,  1% 

down,  9%  financing.  Write: 

Forbes  Wagon  Creek  Ranch 

B«x  303,  Fort  Garland,  CO  81133 
(719)  379-3263 


AT  YOUR  SERVICE     4- 

A  New  Opportunity  For 
Direct  Response  Advertisers 
FORBES  FYI  appeals  to 
executives  who  live  their  lives 
with  a  sense  of  style-and 
can  afford  to: 


•  Median  Household  Income — 
$126,00 

•  Median  Net  Worth— 
$734,000* 

These  are  readers  who 
have  money  to  spend  on 
sports,  travel,  leisure 
activities  ana  other  finery. 
Tempt  them  with  your 
special  products  and  services. 

Call  Linda  Loren 
(212)  620-2440  for 
more  informatiorL 


OUR 


•ORTS  MAGAZINES 


HOME  PLANS 


BOOKS 


EXECUTIVE  GIFTS 


JUBSCRffiE  TODAY 
AMERICA'S  FINEST 
WINGSHOOTING 
MAGAZINE. 


Shooting 
Sportsman 

Tfu  Ma^aziru  of  l-t  "in^fuxmn^  Sc  fine  Guns 


I  SHOOTING  SPORTSMAN  IS  ALSO 

A  PERFECT  GIFT  FOR  YOUR 
PLIENTS  AND  FRIENDS.  INTRODUCE 

THEM  TO  THE  MAGAZINE  OF 
IWINGSHOOTING  AND  RNE  GUNS. 

CALL 
1-800-331-8947 

OR  WRITE: 

SHOOTING  SPORTSMAN 
BOX  H9«F,  OLDWICK,  N]  •  08858 

ONE  YEAR,  $34.95  (6  ISSUES) 
TOCO  YEARS,  $59.95  (12  ISSUES) 


Everything  in 

the  labor  of  art 

amounts  to  one 

thing: 
the  difficult  should 
become  customary, 
the  customary  easy 
and  the  easy- 
beautiful. 


* 
* 

* 

* 

* 
* 


-ConsUntin  Stanislavsky  « 
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A  Cut 
Above. 


;,  imWBmmm. 


The  Lindal  Planbook  is 
the  largest  ever  offered!  And 
it's  all  you  need  to  make  your 
custom  home  a  cut  above  in 
every  detail.  Custom  plans, 
design  tips,  planning  grids 
and  over  500  color  photo- 
graphs for  just  $15.00!  And 
get  the  video  for  just  $10.00 
more.  Write,  or  call  toll  free 
and  use  MasterCard  or  Visa. 

800-426-0536 

ALindal  Cedar  Homes 

PC).  Box  24426,  Dept.  DE3,  Seattle,  WA  98124 


HISTORICAL 
CASSETTES 


"...their  finest  hour..." 

Hear  Churchill's  immortal  words 

in  his  own  great  voice. 

Wartime  Speeches  off 

Winston  Churchill 

2  cassette  set,  imported  from 

England,  $16.00  +  3.50  s/h. 

Powerful  and  inspiring. 

Order  toll-free  800.370  1066 

Davis  &  Co.,  P.O.  Box  3816 

Portland,  Maine  04104 

tel:  207.780  1607 


Recorded 
Books 

Unabridged  on  cassette 

Imagine  a  book  that  reads  itself  aloud 
while  you  drive.  Imagine  the  pleas- 
ure, think  of  the  time  well  spent.  Hear 
Galbraith's  THE  GREAT  CRASH  or 
Hawking's  A  BRIEF  HISTORY  OF 
TIME  expertly  narrated  cover  to 
cover.  Call  now  for  a  free  catalog  of 
500  titles.  Ask  about  easy  rentals  by 
mail.  Toll  free:  l(800)-638-1304 


EXECUTIVE  GIFTS 


Distinctive  Sail  Models 


Hand  Carved  •  Mahogany  &  Teak 
Fine  details*  From  $845' 18"-38" 

SEACRAFT 


For  Our  Catalog 
Call  (800)  356-1987 

BS15N.  Sconsdale  Rd.,  Sconsdale,  AZ  85250 
f^      16021951-9518     ^3 


A  Genuine  6  Unique  American  Product 

THE  BUFFALO  ROBE 

AS  SEEN  m  "DANCES  WITH  WOIVES" 


Only  $795  f  (approx.  6'8"x5'6") 


TradttiomU  American 
buffalo  robe  —  a  deep, 
furry  winter  bide 
tanned  to  a  soft  buck- 
skin. OrigimOy  used  to 
keep  our  great  grand- 
parents warm  in  open 
carriages  and  skigbs, 
today  tbey  make  beau- 
tifitl  rugs,  decorative 
waU  bangings,  warm 
bed  covers,  and  cuddly 
comforters  for  coucb 
potatoes. 
Buffalo  rancbing 
makes  good  ecological 
sense  for  the  American 
prairie,  and  Ibese  lus- 


trous furs  come  from 
buffalo  raised  on  west- 
em  nmcbesfor  tbeir 
low  cbolesterol  meal 
Please  write  for  free 
catalog  of  a  full  range 
of  buffalo  products  to: 

Thundering  Herd 
Buffalo  Pruducls 
P.O.  Box  1051 
Dept.  F-3 
Reno,  NV  89504 
1-800-525-9730 


EXECUTIVE  GIFTS 


DURHAM 


Ambassador  Lapel  Flags© 

Your  logo  with  any  2-flag  mix. 

Also  custom-made  single  &  2-flag  ALFs 

Delivery:  14  business  days.  Worldwide 

TMECo.,  117ParkLn.  Rd.,Ste.  101 

New  Milford,  CT  06776,  U.S.A. 
(800)  535-5255    •     Fax  (203)  354-2786 


Special  15%  discount  on  classified  ads  that  run 
in  t>oth  FYI  At  Your  Service  and  Forbes  Market  Classified 


CLASSICS, ILLUSTRATE 
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From  the  book 

Scoop 

By  Evelyn 

Waugh 


illiam,  hesitating  be- 
tween polo  sticks  and 
hockey  sticks,  chose  six 
of  each;  they  were  removed  to  the 
work  shop.  Then  Miss  Barton  led 
him  through  the  departments  of  the 
enormous  store.  By  the  time  she 
had  finished  with  him,  William  had 
acquired  a  well,  perhaps  rather 
overfurnished  tent,  three  months' 
rations,  a  collapsible  canoe,  a  joint- 
ed flagstaff  and  Union  Jack,  a  hand- 
piimp  and  sterilizing  plant,  an 
astrolabe,  six  suits  of  tropical  linen 


h.Ll  SIRMION  BV 

Dan  Brow.n 


and  a  sou'wester,  a  camp  operating 
table  and  set  of  surgical  instru- 
ments, a  portable  humidor,  guaran- 
teed to  preserve  cigars  in  condition 
in  the  Red  Sea,  and  a  Christmas 
hamper  complete  with  Santa  Claus 
costume  and  a  tripod  mistletoe 
stand,  and  a  cane  for  whacking 
snakes.  Only  anxiety  about  time 
brought  an  end  to  his  marketing. 
At  the  last  moment  he  added  a  coil 
of  rope  and  a  sheet  of  tin;  then  he 
left  under  the  baleful  stare  of 
(General  Outtwell.iJ 
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JUST  you  AA/P 

'  SCORESBY? HMAAM^ 

\/£Ry  TEA/PTlNG. 
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Scotch  W»n*K> 


QB 


VKRT  KARB 

Bunded  Scotch  Wiosick 


Few  Things  In  Life 
Are  As  Tempting  As  The 


./, 


THE  TEMPTATION 


DRINK  RIGHT.  DRINK  SAAART.  BE  RESPONSIBLE. 

Scoresby  Premium  Scotch  Whisky,  43%  Alc/Vol  (86  Proof),  Imported  and  Bottled  by  Foreign  Vintages,  Lake  Success,  NY©1991. 


Cartier.  the  cougar  watch 


Cougar,  the  newest  watch 
BY  Cartier.  Sleek, 

ELEGANT,  AND  NOBLE  IN 
EVERY  WAY.  FrOM  THE 

boldness  of  its  rounded 
case  to  the  distinctive 
hand-made  interlaced 
bracelet  of  18k  yellow 
gold  with  the  famous 
hidden  buckle,  the  new 
cougar  has  been  rendered 
in  the  finest  tradition 
of  the  jeweler's  art. 
Resolute,  powerful. 
its  contemporary  lines 
in  perfect  balance. 
Cougar,  a  distinguished 
salute  to  the  art  of  time. 


A  TIANr  A  •  HAL  IIAIUiOlR  •  HI-M-UI.V  IIIIIS  •  BOSTON  •  ClIKX  Y  CIIASK  •  CHIC  \V,0  ■  COSTA  MKSA  •  FOin  1.U  niRD  M.l-  •  HONOI.l  1.1  •  HOI  STON  •  L\S  \  iXAS 

,()s ANci;i.i;s •  m().miu;ai. •  \i;u  vouk •  i'ai.m hi;ach •  san dii-c.o •  san i kancisco •  san jian •  st; thomas •  toron ro •  \  ancoia kr •  w  vshinc.ton. d.c. 
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pitchman 
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March  30,  1992  Four  Dollars 


And  now 


In  many  categories  the  U.S.  is 
now  the  world's  low-cost  producer. 
That's  why  our  foreign  trade 
is  booming  and  a  trade  surplus 
is  within  grasp. 
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INTRODUCING  THE  MOST  EXTRAORDINARY 
NEW  TIRE  YOU'VE  EVER  SEEN. 


AQUATRED.  ONLY  FROM  GOODYEAR. 


For  kill  story,  lift  pai;c.  -« 


^L 


■^ATE  DUE 


/  /.'(■  Aquatrcd 
'.ontact  Patch"  the 
key  to  the  tire's 

performance. 


There  has  never  been  a  tire  quite  Hke 
e  Goodyear  Aquatred. 

It  is  an  all-season 
radial.  But  one  with  a 
major  difference. 

It  has  been  designed 
to  be  the  best  wet- weather 
radial  you  have  ever  put 
on  your  car. 
To  achieve  that 
reakthrough  goal 
Dok  new  thinking, 
lew  technology. 

The  result  is  the 
quatred  radial,  which 
a  Goodyear  exclu- 
ive.  And  a  visibly  different  tire. 

Aquatred  works.  In  a  way  that  you 
an  feel  and  appreciate.  In  stopping,  start- 
ng,  cornering,  steering.  In  every  facet  of 
kvet-weather  driving. 

Yet,  while  you  gain  so  much  from 
Aquatred  in  the  wet,  you  sacrifice  abso- 
utely  nothing  in  the  dry. 

In  fact,  driving  on  the  new  Aquatred 
feels  no  different  than  driving  on  any  other 
top-quality  all-season  radial.  Until  it  rains. 
Then  you'll  know  the  difference.  ^^ 


As  well  as  offering  you  outstanding 
wet  traction,  Aquatred  also  offers  full  year- 
round  performance. 
In  all  kinds  of  weather. 
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And,  as  confirmation  of  its  quality, 
Aquatred  comes  with  a  60,000  mile  tread- 
life  warranty. 

Best  news  of  all,  Aquatred  is  available 
in  a  range  of  popular  sizes. 

Including  sizes 
to  fit  the  ever-growing 
number  of  mini-vans. 
Your  Goodyear 
retailer  has  all  the 
details.  Or,  for  a  free, 
^  _  .».«..  informative,  full-color 
brochure,  write  The  Goodyear  Tire  & 
Rubber  Company, 
P.O.  Box  9197, 
Des  Moine; 
lA  50301 
8999. 

The 
Goodyear 
Aquatred  all- 
season  radial. 
Technology  makes  it  different.  Wet  trac- 
tion makes  it  superior. 


•  The  deep  Aqua- 
Channel  evacuates 
water,  which  gives 
superior  wet- 
weather  traction. 

•  A  new  chemical 
ingredient,  SIBR, 
contributes  to  wet- 
weather  grip. 

•  Aquatred  is 
made  and  designed 
so  well,  it  comes 
with  a  (iO,0()0  mile 
tread  warranty. 


I 


^ 


GOODYEAR 

THE  BEST  TIRES  IN  THE  WORLD  HAVE  GOODYEAR  WRITTEN  ALL  OVER  THEM. 


Cartier.  the  cougar  watch 


Cougar,  the  newest  watch 
BY  Cartier.  Sleek, 

ELEGANT,  AND  NOBLE  IN 
EVERY  WAY.  FrOM  THE 

boldness  of  its  rounded 
case  to  the  distinctive 
hand-made  interlaced      m 
bracelet  of  18k  yellow 
gold  with  the  famous 
hidden  buckle,  the  new 
cougar  has  been  rendered 
in  the  finest  tradition 
of  the  jeweler's  art. 
Resolute,  powerful, 
its  contemporary  lines 
in  perfect  balance. 
Cougar,  a  distinguished 
salute  to  the  art  of  time. 


C  1991  CARTIER,  INC 


Cartier 


TO  ORDER  A  COP^  OF  OL  R  CATALOGUE. 
PLEASE  CALL  1-800-CARTIER. 


THE       ART       OF       BEING       UNIQUE 


W 


R 


N 


C 


1 


8 


ATLANTA  •  BAI,  HARBOUR  •  BKVKRI.V  HILLS  •  BOSTON  •  CHKVY  CHASM  •  CHICACO  •  COSTA  MKSA  •  FORT  LArnKHOALF  •  HONOIALI  •  HOI  STON  •  LAS  \  KC.AS 
LOS  ANC.LLLS  •  MONTREAL  •  NKVV  ^()Rl^v  ■  PALM  BLACH  •  SAN  I)IE(X)  •  SAN  FRANCISCO  •  SAN  JUAN  •  ST;  LHONLSS  •  TORONTO  •  \  ANCOIAER  •  W  ASHINC.TON.  O.C. 
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TECHNOLOGY  MAKES  IT  DIFFERE 


NT.  WET  TRACTION  MAKES  IT  SUPERIOR. 
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I  he  Aqiiattvd 
tontact  Patch,"  the 
\key  to  the  tire's 

performance. 


There  has  never  been  a  tire  quite  like 
Goodyear  Aquatred. 

It  is  an  all-season 
radial.  But  one  with  a 
major  difference. 

It  has  been  designed 
to  be  the  best  wet-weather 
radial  you  have  ever  put 
on  your  car. 
To  achieve  that 
eakthrough  goal 
)ok  new  thinking, 
ew  technology. 

The  result  is  the 
quatred  radial,  which 
;  a  Goodyear  exclu- 
ve.  And  a  visibly  different  tire. 

Aquatred  works.  In  a  way  that  you 
an  feel  and  appreciate.  In  stopping,  start- 
ig,  cornering,  steering.  In  every  facet  of 
vet-weather  driving. 

Yet,  while  you  gain  so  much  from 
Quatred  in  the  wet,  you  sacrifice  abso- 
utely  nothing  in  the  dry. 

In  fact,  driving  on  the  new  Aquatred 
eels  no  different  than  driving  on  any  other 
op-quality  all-season  radial.  Until  it  rains. 
Then  you'll  know  the  difference.  % 


As  well  as  offering  you  outstanding 
wet  traction,  Aquatred  also  offers  full  year- 
round  performance. 
In  all  kinds  of  weather. 

And,  as  confirmation  of  its  quality, 
Aquatred  comes  with  a  60,000  mile  tread- 
life  warranty. 

Best  news  of  all,  Aquatred  is  available 
in  a  range  of  popular  sizes. 

Including  sizes 
to  fit  the  ever-growing 
number  of  mini-vans. 
Your  Goodyear 
retailer  has  all  the 
details.  Or,  for  a  free, 
,  -.  .^«. .,  informative,  full-color 
brochure,  write  The  Goodyear  Tire  & 
Rubber  Company, 
P.O.  Box  9197, 
Des  Moines, 
lA  50301 
8999. 

The 
Goodyear 
Aquatred  all- 
season  radial,  .^^^^^■F'# 
Technology  makes  it  different.  Wet  trac- 
tion makes  it  superior. 


•  The  deep  Aqua- 
Channel  evacuates 
water,  which  gives 
superior  wet- 
weather  traction. 

•  A  new  chemical 
ingredient,  SIBR, 
contributes  to  wet- 
weather  grip. 

•  Aquatred  is 
made  and  designed 
so  well,  it  comes 
with  a  60,000  mile 
tread  warranty. 
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GOODYEAR 

THE  BEST  TIRES  IN  THE  WORLD  HAVE  GOODYEAR  WRITTEN  ALL  OVER  THEM. 
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Does  the  new  plant  have  coi:]irols  for  higi 
flammahle  Uquids?"  ______ 

"Absolutely.  Th^  architects  in  London  worked 
closely  with  th4  Chubb  Loss  Control  specialists 
in  Singapore  tc»uild  in  fire  protection  systems. 
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?fflmfcrc5ffipafiyThSfn:sn  do  business 
■Ere'^'tHe  world.  Chubb's  global  network  of  offices  and  agents  means  you're  likely  to  find  Chubb 
control  and  claim  services  no  matter  where  your  business  is  located.  ?  ' 

- — .M^  Chubb  can  coordinate  innovative  and  tailored  commercial  insurance  programs  to  protect  virtu- 
^^^^^Hy  type  of  international  business.  And  Chubb's  traditionally  high  standards  for  loss 
'■  -preventidli  and  prompt  claim  services  are  standard  throughout  the  world.  Make  your  world 
more  sectire  place  with  Chubb.  See  your  agent  or  broker,  or  call  1-800-36  CHUBB. 

For  promotional  purposes,  Chubb  refers  to  member  insurers  of  the  Chubb  Group  of  Insurance  Companies  who  issue  coverage. 
Chubb  is  proud  to  participate  in  "American  Playhouse."  Watch  for  it  on  PBS. 


Once  again  Menf  lynch 

is  reo^nized  as  the  leader  in 

financial  institutions  MM. 


The  results  of  the  latest  industry  rankings  re- 


affirm Merrill  Lynch's  worldwide  leadership 


in  mergers  &  acquisitions  for  financial  institu- 


GLOBAL  RANKINGS  FULL  YEAR  1991* 

Value 

%of 

«of 

Advisor 

(mils) 

Rank 

Tot. 

Deal* 

Merrill  Lynch  &  Co. 

14,1840 

1 

268 

17 

Morgan  Stanley 

8,896.5 

2 

16.8 

10 

Goldman,  Sachs 

8.608  5 

3 

16.3 

21 

Lehman  Brothers 

8,502.8 

4 

16.1 

18 

First  Boston/CSFB/CS 

7,6775 

5 

14.5 

15 

No  Advisor 

8,206.2 

15.5 

750 

Totals-Top  5  Advisors 

35,090.6 

66  3 

72 

Totals-Deals  with  Advisors 

44,683.7 

84.5 

242 

Totals-All  Deals 

52.8899 

100  00 

992 

■  Source:  Securities  Data  Co  Based  on  Closed  Transactions 
As  published  in  Corporate  Financing  Weel< 


tions.  d  We'd  like  to  thank  our  clients  for  their  recognition  of  that  leadership.  HI  We 


believe  our  competitive  edge  over  other  investment 


banks  results  from  our  strong  capital  base  and  the 


ability  to  innovate  that  we  bring  to  every  M&A  trans- 


action. ID  For  years,  Merrill  Lynch  has  dedicated  resources,  both  human  and  capital, 


exclusively  to  the  financial  services  industry  The 


years  ahead  will  see  the  results  of  that  commitment 


benefiting  our  clients  to  an  ever-increasing  degree. 


Which  is  why  you  can  take  advantage  of  our  M&A  skills  with  great  confidence. 


Merrill  Lynch 


A  tradition  of  trust. 


©1992  Merrill  l^TKhA  Co. 
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The  trade  gap:  Now  you  see  it, 
soon  you  won't. 

84 


The  World's  Most  Competitive 
Economy  84 

By  Howard  Banks 

Tired  of  gloom  and  doom  in  the  press 
and  on  die  tube?  Weary  of  politicians 
who  say  that  unless  you  elect  them  the 
U.S.  will  go  down  the  drain?  Come 
visit  with  us  the  sunny  uplands  of  the 
boom  in  U.S.  exports. 

Taxing  Matters:  How  To  Get  Some 
Blood  Out  Of  A  Turnip  76 

By  Janet  Novack 

What  should  the  IRS  do  with  a  tax 
deadbeat?  Hound  him  for  the  rest  of 
his  life?  Or  make  a  deal? 

Marketing:  Dr.  Pangloss, 

Meet  Ingmar  Bergman  96 

By  Joshua  Levine 

Sex  sells  products.  But  death?  Unlike- 
ly as  it  sounds,  the  Grim  Reaper  is 
becoming  a  pitchman. 


COMPANIES/ INDUSTRIES 
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Burlington  Northern 

ByJamesR.  Norman 

After  splitting  the  company  into  two 
pieces,  Dick  Bressler  plans  to  split  one 
of  the  pieces.  The  market  loves  it. 

Real  Estate  46 

By  Howard  Rudnitsky 

Americans  aren't  shopping  the  way 
they  once  did;  hundreds  of  the  coun- 
try's malls  are  affected. 


Energy 

ByToni  Mack 

The  oil  business  is  going  great  guns  in 
Britain;  in  the  U.S.  it's  in  a  slump. 
Energy  policy  makes  the  difference. 

Brokerage  58 

By  Claire  Poole 

First  Jersey,  Blinder,  Robinson,  Stu- 
art-James, Chatfield  Dean — the  name 
changes,  the  game  remains  the  same. 

Finance  62 

By  Richard  L.  Stern  and  Jason  Zweig 
Wall  Street  firms  have  figured  out 
how  to  transform  old-fashioned  bank 
loans  into  all  kinds  of  new  securities. 

Specialty  Pipe  83 

By  William  P.  Barrett 

How  price -fixing  ran  rampant  in  the 

fabricated  specialty  pipe  industry. 

Up  &  Comers: 

Pacific  Miniatures  90 

By  Jean  Sherman  Chatzky 

Fred  Ouweleen  has  found  his  true 

vocation:  miniature  airplanes. 

Up  &  Comers:  International 
Cablecasting  Technologies  92 

By  Peter  Newcomb 

Will  music  addicts  shell  out  an  extra 
$10  a  month  to  get  digital  music  over 
their  cable  systems? 

Geonex  100 

By  Tatiana  Pouschine 

The  company's  founders  are  using 

technology  to  transform  mapmaking. 


Germany 

By  Peter  Fuhrman 

As  the  U.S.  did  more  than  a  decade f'^ 
ago,  Germany  is  facing  a  decline  in 
international  competitiveness. 


1  Ji2 


^..V 


Mexico  61 

By  Thomas  Bancroft 

After  creating  the  countr)''s  top  bro- 
kerage house,  Roberto  Hernandez  is^  ^^ 
becoming  one  of  its  biggest  bankers. ''  '*^^ 

Japan  73^* 

By  Gale  Eisenstodt 
The  Japanese  are  talking  of  gixingl  "•! 
new  teeth  to  their  trustbusters.  Don't  i 
hold  vour  breath. 
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MONEY  &  INUESTIN6 


144 


The  Funds:  Signal 

By  Richard  Phalon 

Even  mediocre  funds  are  trading  at  a  - 

premium.  Investors  beware. 

The  Funds:  Morgan  Growth        145  > 

By  Suzanne  Oliver 

Vanguard's   "copycat"   ftmd   has  a 

promising  new  strateg>'. 
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The  Forbes  Index 
The  Forbes/Barra 
Wall  Street  Review 
Fixed  Income  Review 


40 

141 
142 


Streetwalker  154 

OEA  and  Special  De\ices;  Salomon; 
brokerage  stocks;  Aura  Systems; 
Grupo  Condumex. 
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Will  the  taxman  hold  out  for  the  last 
coin  or  might  he  settle? 
76 


Face  to  face 
with  mortality. 

^amm  96 

RIGHT: 

Playing  comput* 
or  catch-up  in 
Europe. 

118 
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LAW  AND  ISSUES 


The  Docket: 
conflicting  Interests 

3y  James  Lyons 

Jpholding  the  interests  of  stockhold- 
ers was  once  a  board  of  directors' 
)rimary  duty.  Not  anymore. 

leThirdMan  44 

5y  Richard  C.  Morals 

obscure  American  figures  promi- 
|nendy  in  the  Robert  Maxwell  scandal, 
^as  Larry  Trachtenberg  an  accom- 
Iplice?  Or  a  dupe? 

W.T.  Waggoner  Estate  70 

ayWilliam  P.  Barrett 

A  trust  preserved  family  peace  and 
I  assets  for  nearly  seven  decades.  But  no 
peace  lasts  forever. 

The  Fracturing  Of  America  74 

By  Peter  Brimelow 

Are  Hispanics  rejecting  the  American 
melting  pot?  Their  leaders  say  yes,  but 
the  facts  suggest  otherwise. 

Numbers  Game: 

Tax  Accounting  78 

By  Mary  Beth  Grover 

Thanks  to  a  new  accounting  rule, 
some  companies  will  soon  look  much 
healthier.  Underline  "look." 


SCIENCE  &  TECHNOLOGY 


The  Less  Obvious 
Network  Stocks  126 

By  Michael  Gianturco 

Computers  are  being  linked  into  net- 
works at  a  rapid  pace,  despite  the  soft 
economy.  Here  are  six  lesser-known 
companies  in  the  business. 


COMPUTERS/COMMUNICATIONS 


118 


Gie.  des  Machines  Bull 

By  Paul  Klebnikov 

The  cosdy  miscalculations  of  France's 
Plan  Calcul  and  other  government- 
sponsored  computer  makers. 

UniTcrsal  Intelligence  122 

By  Julie  Pitta 

Apple  cofounder  Mike  Markkula  sees 
a  world  of  cheap  "neuron"  chips. 
Also:  Commentary  by  Esther  Dyson. 


PERSONAL  AFFAIRS 


128 


MARKETING 


99 


Guilt-Free  Spending 

By  Joshua  Levine 

Spend  $2,000  on  a  Club  Med  vaca 

tion  and  save  for  your  retirement,  too 


Power  Eyewear 

By  Brigid  McMenamin 

Improve  your  vision,  yes,  but  also 

make  a  fashion  statement. 

Collectors: 

How  A  Kid's  Collection  Grew     130 

By  Christie  Brown 

Why  not  start  a  museum  with  your 

diverse  collection? 

Careers:  Questions  With  Human 
Beings  Attached  134 

By  Richard  Phalon 

When  should  a  premature  baby's  res- 
pirator be  turned  off?  Medical  ethi- 
cists  are  helping  make  such  decisions. 


FACES  BEHIND  THE  FIGURES 


Brandon  Tartiko£f  138 

Paramount  Pictures 

AlanPatricof  138 

Venture  capitalist 

Alfredo  Cesar  139 

Nicaragua's  national  assembly  president 

Joe  and  Gene  Silverberg  139 

Bigsby  &  Kruthers 


COLUMNISTS 


Observations  56 

Thomas  Sowell 

Capital  Markets  147 

Ben  Weberman 

The  Contrarian  148 

David  Dreman 

Wall  Street  Irregular  150 

Mark  Hulbert 

Stock  Trends  151 

Lazio  Birinyi  Jr. 

Business  Strategy  152 

Alan  Reynolds 

Financial  Strategy  153 

A.  Gary  Shilling 
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Side  Lines  12 

Follow-Through  14 

The  Informer  20 

Readers  Say  24 

Fact  and  Comment  27 

Other  Comments  32 

Commentary  37 

What's  Ahead  For  Business  39 

Flashbacks  157 

Thoughts  158 
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©  1992  Aadra  Dri'ision  of  Amencnn  Honda  Motor  Co.,  Inc.  Acurn,  NSX  and  Legend  are  re^fslered  trademarks  of  Honda  Motor  Co.,  Ltd.  'Passen^s  side  air  bag  in  Legend  L  and  LS  models 


THE  DIFFERENCE  BETWE: 

ROAD  AND  DOl 


If  you'd  prefer  driving  your  car  to  feel  more  like 
recreation,  and  less  like  hard  labor,  you're  certain  to 
prefer  driving  the  Acura  Legend  Sedan. 

Take  the  Legend  Sedan's  3.2-liter,  24-valve,  all- 
aluminum  engine.  A  programmed  fuel-injected  power 
plant  that  not  only  offers  an  abundance  of  horsepower, 
but,  thanks  to  a  Variable  Induction  System  inspired 
by  the  Acura  NSX,  produces  enough  torque,  and 


goosebumps,  for  any  enthusiast.  And  because  th 
engine  is  longitudinally  mounted  the  Legend  Sedc 
has  an  ideal  60/40  weight  distribution,  which  ir' 
proves  both  braking  stability  and  handling. 

That  handling,  you'll  be  pleased  to  know,  come 
from  a  four-wheel  double-wishbone  suspcnsio 
that's  renowned  for  its  ability'  to  straighten  hard  curw 
soften  hard  bumps  and  s;itisf\'  the  hardest  of  drivei 


II 


end  Sedan  L 


;n!Oying  time  on  the 
time  there. 


The  Legend  cabin  offers  equally  innovative  engi- 
leering.  While  available  with  such  amenities  as  soft 
eather  and  fine  wood,  it  is  first  and  foremost  ergo- 
lomic.  From  its  controls,  all  positioned  to  reduce  driver 
iistraction,  to  a  driver's  seat  that  holds  you  firmly  and 
:()mfortably  in  place.  There  are  also  air  bags  for  both 
he  driver  and  passenger,*  and  seat  belt  tensioners 
hat  tighten  the  belts'  grip  upon  impact.  Just  part  of 


the  Legend  Sedan's  comprehensive  safety  design 
that  also  includes  anti-lock  brakes. 

Does  all  this  make  the  performance  of  your 
present  car  seem  rather  restrained?  Then  visit  your 
Acura  dealer  to  test  drive  the  Legend  Sedan.  You 
should  find  driving  one  a  very  pleasant  escape.  Call 
1-800-TO-ACURAfor  /tpv    jv  r-i    ii-%  ^ 

,  (A)  ACURA 

more  iniormation.        \£_V  PREasiON  crafted  performance 


uuiTirHiiiLO  in  inioio^m; 
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Kays 


Quite  often,  business 
guests  who  stay  at  The  Fairmont 
are  surprised  to  find  that  such 
a  stately  hotel  can  make  them 
feel  as  comfortable  as  they  do 
in  their  own  home. 

True,  your  current 
residence  might  not  boast  a 


We  also  think  you'll  be 
pleased  with  a  complimentar) 
membership  in  The  President's 
Club.  Upon  joining,  and  with 
each  subsequent  stay  at  a 
qualifying  rate,  you'll  receive 
benefits  such  as  suite  upgrades, 
guaranteed  room  reservations 


It  looks  a  lot  like  Buckingham  Palace 


and  feels  a  lot  like  your  Imng  room. 


palatially  appointed  lobby  with  a  world-class  art  collection, 
or  played  host  to  such  luminaries  as  FDR  and  Mikhail  Gorbachev. 
And  your  household  might  not  employ  an  attentive  staff  that 

outnumbers  your 
guests,  and 
dutifully  responds 
to  your  every 
request  without 
hesitation.  Don't 
worry,  though. 

Because  before  long  you'll  grow  quite  accustomed  to  asking  for 
exactly  what  you  want  —  and  actually  getting  it. 


(with  48  hours  notice),  and  amenities  designed  with  your 

comfort  in  mind. 


It  is  always  a  curiosity  to  us  that 
jn^   there  remains  a  portion  of  business 
travelers  who  resist  the  charms  of  The  Fairmont.  They 
continue  to  stay  in  bland  generic  hotel  chains  even  when  rates 
are  comparable.  We  admit  that  from  the  outside      , 
The  Fairmont  may  seem  too  elite  for  some. 
Yet  therein  lies  the  benefits  of  being 
on  the  inside.  For  reservations, 
please  call  your  travel  agent  or 
The  Fairmont  at  1-800-527-4727. 


"U^ 


AMERICAS  GRAND  HOTELS.  SINCE  1907 


Chicago 

n65 


Dallas 


NewOrleans 

ni9 


San  Francisco 

n63 


San  Jose/Silicon  Valley 


'n5 


President's  Club  benefits  ipply  at  the  published  National  Corporate  or  Wickday/Weekend  Rack  Rates.  Rates  subject  to  availability.  Not  applicable  «>  groups  or  conventions.  Tax  not  included. 
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Artist's  rendering  ofRioAzut 

temple  complex,  reconstructing  its 

probable  appearance  based  on 

the  best  preserved  areas. 


In  the  remote  jungle  of  the  Peten 
region  of  Guatemala,  an  intrepid  band 
of  archaeologists,  led  by  Dr.  Richard  Adams, 
have  unearthed  the  ancient  Maya  city  of 
Rio  Azul.  Despite  temperatures  that 
rarely  fell  below  100  degrees  Fahrenheit, 
humidity  that  hovered  near  100  percent, 
and  the  thick  tropical  growth  that  impeded 
their  efforts,  Adams  and  his  team  were 
able  to  excavate  a  great  deal  of  this 
two -thousand-year- old  city.  The  result 
is  new  insight  into  a  remarkable 
pre-Columbian  civilization 
that  predates  both  the  Incas 
of  South  America  and  the 
Aztecs  of  Mexico. 

The  dig  yielded  a  vivid 
picture  of  a  highly 
advanced  people  who 
channeled  rivers, 
terraced  hillsides,  and^ 


drained  whole  swamps,  while 

converting  hundreds  of  acres  of 

dense  jungle  into  arable  land.  The 

Adams'  team  discovered  murals 

and  carved  stone  monuments  that 

recorded  the  history  of  the  royal 

families.  They  also  uncovered 

majestic  temples  as  well  as 

stone  courts  where  the  Maya 

competed  in  ritual  ball  games. 

"The  Maya  fascinate  us  because 

they  were  so  advanced  for  their  time 

f  It^s  an  amazing  story  of 
a  sophisticated  people  with 
the  will  to  tame  a  jungle!^ 

Dr  Richard  Adams 

and  place,"  said  Adams.  "They 

had  a  sophisticated  writing, 

mathematical,  and  astronomy  system; 

and  they  were  skilled  artisans,  farmers, 

and  builders.  In  short,  they  created 

a  complex  society  in  an  extremely 

hostile  jungle  environment." 


Dr.  Richard  Adams  with  a  governor's 
tomb  mural  at  Rio  Azul. 


Given  its  inhospitable 

climate  and  inaccessibility, 

Rio  Azul  is  an  archaeologist's 

nightmare.  Resupply  is  so 

difficult.  Dr.  Richard  Adams 

must  rely  on  whatever  equipment 

he  takes  with  him  on  a  dig. 

That's  why  it's  not  surprising  he 

wears  a  rugged  Rolex  Oyster 

Perpetual  timepiece.         \\I// 

ROLEX 


Rolex  Oyster  Perpetual  Azl^ust  Chronometer  in  stainless  steel  with  matching  Jubilee  bracelet  and  18kt  white  gold  fluted  bezel. 

Write  for  brochure.  Role)^Wcmh  U.S.A.,  Inc..  Dept.  604  ,  Rolex  Building,  665  Fifth  Avenue,  New  York,  N.Y.  10022-5383. 

©  19*1  Rolex  Watch  U.S.A.,  Inc.  Rolex,  Oyster  Perpetual,  Datejust  and  Jubilee  are  trademarks. 
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■■I    PAID  CIRCULATION 
OVER  735,000 


A  splendid  editor,  a  wonderful  friend 

In  June  of  1954  a  slender,  intense  young  woman  named  Ruth 
Meyer  joined  Forbes.  As  we  all  did  in  those  days,  she  wore  a  number 
of  hats.  Ruth  helped  crop  pictures,  do  layouts,  check  for  accuracy  and 
tended  to  a  wide  range  of  editorial  and  administrative  tasks. 

Early  on  she  showed  her  talent  and  cool  head.  It  was  a  hot  non-air- 
conditioned  summer  night  in  July  of  1956  and  Forbes  was  closing  its 
first-ever  annual  mutual  fiind  survey.  These  were  precomputer  times, 
and  the  information  had  to  be  entered  by  hand  and  crunched  on  a 
couple  of  Friden  electromechanical  calculators.  We  were  somewhat 
at  risk,  because  in  those  days  no  one  was  ranking  funds  for  general 

public  consumption  and 
any  serious  errors  would 
discredit  the  survey.  So,  af- 
ter the  rest  of  the  staff  had 
gone  home,  Ruth  and  I  de- 
cided to  do  a  last-minute 
check,  only  to  discover — ^ye 
gawds! — there  was  a  mis- 
judgment  in  the  formula  we 
were  using.  Working  with 
desperation,  we  modified 
the  formula  and  stayed  up 
most  of  the  night  correct- 
ing— by  hand — rankings 
on  the  nearly  200  mutual 
funds.  The  report  came  out 
almost  error  fi-ee,  and  we 
have  been  ranking  funds 
regularly  ever  since. 

With  her  knack  for  deal- 
ing not  only  with  crises  like 
this  but  also  with  people 
and  words,  Ruth  Gruen- 
berg — as  she  later  be- 
came—was the  logical 
choice  to  organize  and  run 
our  first  fact-checking  op- 
eration. She  built  it  into  the  finest  such  operation  in  the  countr\'  and 
into  a  kind  of  boot  camp  for  training  young  writers  and  editors.  As 
Forbes  became  bigger  and  the  staff  more  specialized,  Malcolm 
Forbes  increasingly  appropriated  Ruth's  talents  to  work  with  him  on 
his  Fact  and  Comment  pages,  and  she  continued  in  that  role  with 
Steve  Forbes. 

After  having  met  almost  1 ,000  deadlines,  Ruth — as  Steve  Forbes 
reported  last  issue — has  retired.  But  I  can't  let  her  go  without 
reporting  that  I  am  having  a  devil  of  a  time  getting  used  to  the  fact 
that  she's  no  longer  just  downstairs  and  down  the  hall  when  I  need 
wise  counsel  on  a  tough  personnel  or  editorial  problem. 


Ruth  Gruenberg 


Cx^Editor 
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Tliey'reirecjuent  visitors  to  JapaJri,  vvhete  he%  ridclen 
mount^tn  hikes  of  his  own  design.on  Mount  Fuji.  They've 
wined  and  dined  theit  way  through  Italy  and  enjoyed 
evenings' at  tlie  theatre  in  Lpndpnv  during  business  trips  to 
Europe,^  Back  hoine,  they  get  a  workout  just  keeping  up 
with  his  tWay^ung  childre:h.  But  ni<ist.iittportant,  they  Ve 
led  millions  of  people  all  over  the  :wofld  to  happierj 
healthier- lives  through  his  development  of  the  sport  of 
mountain  biking. 

The  Pesaro  from  Bostonian.  As  worn  by  Gary  Fisher, 
innovative  bicycle  designer,  traveler,  theatre  lover,  husband, 
father,  and  founder  of  Gary  Fisher  Bicycle  Corapany,  San 
Rafael,  California. 


iil 


BOSTONmtsl 

They'll  take  you  is  far  as  ypu  want  to  go. 


For  the  retailer  nearest  you,  call  1-8130-999-6780. 
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EDITED  BY  EDWARD  6ILTENAN 


Tarnished  Silyerman 


Television  producer  Fred  Silverman 
Down,  up  and  down  again. 


Fred  Silvtrnlan,  the  independent 
producer  who  was  booted  out  as  head 
of  NBC  in  1981  after  three  years  of 
abysmal  ratings,  roared  back  with 
such  prime-time  hits  as  the  Peny  Ma- 
son specials,  Matlock  and  hi  the  Heat 
of  the  Night.  FORBES  admired  his  for- 
mula: old  stars  in  traditional  roles, 
such  as  Raymond  Burr  as  Perr\-  Ma- 
son, Carroll  O'Connor  placing  a  sher- 
iff in  Heat  and  Andy  Griffith  as  a 
lawyer  in  Matlock  (Mar.  6,  1989). 

But  advertisers  are  less  impressed. 
Silverman's  shows  get  solid  ratings, 
but  among  the  wTong  viewers:  They 
mosd\-  attract  viewers  over  the  age  of 
55.  Those  people  may  have  the  most 
disposable  income,  but  Madison  Ave- 
nue covets  the  18-to-49-year-olds, 
who  are  believed  to  be  looser  with  a 
buck  than  their  elders  when  it  comes 
to  purchasing  mass-market  items. 
These  younger  audiences  tune  in  to 
shows  like  ABC's  Roseanne  and  Fox 
Broadcasting's  Beverly  Hills,  90210. 

Result:  Last  month  nbc  dropped 
H^rtf  and  Matlock  from  its  fall  lineup. 
Jake  and  the  Fat  Man.,  a  Silverman 
show  on  CBS,  is  rumored  to  be  a 
goner,  too.  Silverman  thinks  the  net- 


works are  making  a  mistake.  "Yo 
can't  have  22  hours  of  The  Fre. 
Prince  of  Bel  Air  or  Blossom.  You  need 
some  diversit\',"  he  says.  "And  there 
is  an  enormous  amount  of  bming 
power  in  older  Americans." 

Etch  a  Mickey 

In  1987  Forbes  praised  Ohio  Art  Co. 
for  a\oiding  fads  and  sticking  to  its 
venerable  products,  like  the  Etch  A 
Sketch  drawing  screen  and  Chinese 
Checkers  (Mar.  23,  1987).  But  in 
1989  and  1990  electronic  toys  like 
Nintendo  videogames  and  Teenage 
Mutant  Xinja  Turties  action  figures 
became  all  the  rage;  Ohio  Art's  hot- 
test toy,  the  Animator,  an  electronic 
xersion  of  Etch  A  Sketch  that  could 
store  multiple  images  and  then  play 
them  back  in  rapid  succession,  fizzled 
out  and  is  no  longer  manufactured. 
Over  those  two  years  the  company 
lost  nearly  S3  million.  The  Amex- 
listed  shares  fell  from  59  in  1987  to  a 
low  of  16  last  year. 

But  with  consumers  watching  their 
wallets  and  purses,  Ohio  Art's  staples, 
most  of  which  retail  for  under  S20, 
are  moving  again.  On  Feb.  2 1 ,  the  day 
after  the  Bnan,  Ohio-based  firm  an- 
nounced 1991  earnings  of  S2.6  mil- 
lion (S5.05  a  share)  on  sales  of  S49 
million,  the  thinly  traded  stock  shot 
up  S18.50,  closing  at  S50.50.  The 


Ohio  Art's  Martin  and  Bill  Killgallon 
Etching  licensing  deals. 


shares  have  settled  around  48V^. 

Martin  and  William  Killgallon,  -who 
run  the  companv  and  whose  families 
hold  72%  of  Ohio  An's  516,000 
shares,  are  pla\ing  the  rebound  cau- 
tiously. Rather  than  take  chances  on 
new  innovati\e  products,  they're  put- 
ting their  money  into  licensing  agree- 
ments. Now  in  stores  is  the  latest 
version  of  Etch  A  Sketch,  this  one 


14 


Forbes  ■  March  30,  1992 


Perhaps  nothing  is  more  moving  than 
the  beauty  of  a  Jaguar.  Nothing,  that 
is,  except  the  beauty  of  driving  one. 
Its  graceful  lines  and  elegant  stature 
only  begin  to  suggest  Jaguar's  most 
rewarding  virtue:  a  driving  experi- 
ence like  no  other. 

Today,  advanced  robotics  and  com- 
puter design  exist  side-by-side  with  the 
time-honored  arts  of  hand-crafting 
wood  and  leather.  The  result  is  a  highly 
evolved  automobile  that  retains 


Jaguar's  legendary  agility  and  grace. 

In  the  1992  Jaguar  sedan,  sophis- 
ticated on-board  microprocessors 
constantly  regulate  a  powerful  multi- 
valve  engine  and  monitor  vital  func- 
tions. And  a  host  of  safety  features 
provide  passenger  protection  so 
effective,  Highway  Loss  Data  Insti- 
tute findings  confirm  no  other  lux- 
ury car  in  its  class  has  a  lower  injury 
claim  rate. 

The  Jaguar  four-year /50,000- 
mile  warranty  is  the  best  Jaguar  has 


ever  offered.  And  owners  are 
afforded  the  protection  of  Jaguar's 
Royal  Charter  Care  program,  includ- 
ing 24-hour  roadside  assistance. 

Come  experience  the  beauty  of  a 
Jaguar  from  its  best  possible  vantage 
point:  the  driver's  seat.  For  informa- 
tion or  the  name  of  your  nearest 
dealer  who  can  provide  a  test  drive 
and  details  on  the  limited  warranty, 
call  1-800-4-JAGUAR. 

JAGUAR 
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Whatittake 

astern 


The  speakers  are  at  the  factory.  The  amplifiers  are  in  a  warehouse. 
And  the  CD  players  are  on  a  dock  in  another  state.  To  connect  products 
like  these  with  the  people  who  buy  them,  you  need  more  than  very 
long  wires.  You  need  the  next- day  regional  LTL  capability  of  Con-Way 
Transportation  Services. 

At  Con-Way  we  make  the  overnight  connections  that  keep  your  busines| 
booming.  Whether  you're  a  distributor  shipping  head  phones  or  a  manu- 
facturer awaiting  head  gaskets.  On-time  service,  exception-free  handling, 
accurate  invoicing  and,  above  all,  complete  customer  satisfaction  are  all  part  of 
the  Con-Way  Process.  And  our  promise  to  you. 

As  part  of  the  Consolidated  Freightways  family  of  companies,  the  Con-Way 
carriers  bring  the  industry's  most  complete  range  of  services  to  their  four  distinct 
regional  markets.  All  backed  by  innovative  shipping  management  s>'stems,  and  a 
team  of  dedicated  professionals  who  make  it  their  business  to  improve  yours. 

To  find  out  how  quality  next-day  regional  LTL  deliver)'  can  turn  up  the  volum< 
on  your  business,  give  Con-Way  a  call.  We'll  make  connections  you  can  count  on. 


■•I 


:onsoLiDnTED  FREicHTUinva  inc 

WE  PUT  YOU  MILES  AHEAD 


ifi-Way  Transportation  Senices,  our  next-day  regional LU  carriers,  include  Con-Way  Western  Egress, 
on  Way  Central  Express,  Con-Way  Southern  Express  and  Con-Way  Southwest  Express. 
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CAVEAT:  This  is  only  effective  if  you  are  over  age  60,  worth  over  $3  milhon.  have  excess  funds,  and  can  quahfy, 


Barry  Kaye, 

author  of 

Save  a  Fortune  on 

Your  Estate  Taxes 


Wealth  Creation  Centers  ' 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 

1901  AVENUE  OF  THE  STARS,  SUITE  500  LOS  ANGELES,  CA  90067 
310-277-9400  FAX:  310-282-0775 

*  Based  on  current  assumptions    ©1992  Wealth  Creation  Centers 
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"Much  usehil 
advice  from  a 
pro."-  Forbes 


Available  m  Kxikstores. 


lade  in  the  shape  of  Mickey  Mouse, 
lother  winner  over  the  years. 

-Carol  Cropper 


^ouveau  housewares 

;;ooKWARE  and  cutlery  outfit  General 
ilousewares  looked  ready  to  take  the 
orld  by  storm  as  it  emerged  fi-om  the 
981-82  recession  (Forbes,  Apr.  11, 
983).  Earnings  were  rising  and 
Chairman  Jack  MuUer  was  cutting 
osts.  The  company's  NYSE-listed 
hares  had  more  than  doubled  in  less 
lian  a  year,  to  21. 
But  Forbes  and  other  General 
ousewares  optimists  missed  the  fact 
lat  the  company  had  too  much  on  its 
late.  It  was  making  everything  from 
andles  to  table  linens  to  institutional 
ookware.  As  the  dollar  strengthened, 
heap  imports  ate  away  at  profits.  In 
|I985   the  company  lost  nearly  $3 


^aul  Saxton  of  General  Housewares 
lie  company  is  starting  to  cooic  again. 


million,  and  the  stock  sank  to  a  low  of 
6  in  1987. 

But  like  many  U.S.  manufacturers 
(see  story,  p.  84),  General  Housewares 
has  regained  its  competitive  edge. 
Muller  sold  ancillary  businesses,  using 
the  $15  million  in  proceeds  to  cut 
debt  (to  30%  of  capitalization).  In 
1990  he  yielded  the  chief  executive's 
job  to  Paul  Saxton,  53,  a  former 
marketing  executive  at  appliance 
maker  Sunbeam  Corp.  who  has  re- 
built the  company  around  its  Magna- 
lite  cookware  and  Chicago  Cudery 
lines.  These  have  cachet  in  the  home 
gourmet  cooking  market,  which  is 
growing  much  faster  than  the  house- 
wares market  in  general.  The  stock 
was  recendy  at  1 5 .  Most  analysts  think 
the  company  will  earn  $1.50  per  share 
this  year. 

-Christopher  Palmeri    ■■ 
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DIVERSIFY  YOUR 
IRA  IN  ONE  EASY  STEP 


T.  Rowe  Price  Spectrum  ninds.  Over  the  long  term,  a  diversified 
retirement  portfolio  can  help  reduce  investment  risk  and  increase 
overall  performance.  Spectrum  Income  Fund  and  Spectrum  Growth 


Fund  each  invest  in  up  to  7 
preselected  T.  Rowe  Price 
mutual  funds  to  give  you  a 
broadly  diversified,  profession- 
ally managed  portfolio  in  one 
easy  step. 

Our  free  guide  can  help  you 
plan  your  retirement  invest- 
ment strategy.  $1,000  fund 
minimum.  No  sales  charges. 


Call  24  hours  for  your  free 

IRA  Planning  Kit 

and  Investment  Guide 

1-800-541-6628 


n 


T.  Rowe  Price,  100  E.  Pratt  St 
Baltimore,  MD  21202 

Send  me  a  free  IRA  Planning 
Kit  and  Investment  Guide, 
and  a  prospectus  with  more 
complete  information, 
including  management 
fees  and  other  charges  and 
expenses.  1  will  read  the  prospectus 
carefully  before  I  invest  or  send  money 

Name 
Address 


City/State/Zip 


IRA014797 


Invest  With  Confidence 

TRoweRice 


There  is  no  guarantee  the  Funds  can  meet  their  objectives,  and  performance  will  depend  on  the 
performance  of  the  T.  Rowe  Price  funds  in  which  they  invest. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 


■  iij;i:i»nLiiiiMi'in;i 


Down  the  Mississippi 
down  to  New  Orleans 

Las  Vegas  yawned  when  riverboat 
gambling  was  approved  by  legislators 
in  Illinois,  Iowa  and  Mississippi.  But 
now  that  it's  headed  down  the  Missis- 
sippi down  to  New  Orleans,  no  one's 
yawning  anymore.  "New  Orleans," 
says  Hilton  Hotels  gaming  division 
president  John  Giovenco,  "ain't  small 
potatoes." 

Last  July  Louisiana  passed  a  law 
allowing  gambling  on  15  boats,  6  of 
them  in  New  Orleans.  License  appli- 
cations will  fly  once  Governor  Edwin 
Edwards  appoints  a  new  riverboat 
gambling  commission.  Hilton  will 
apply.  About  a  dozen  other  compa- 
nies— among  them  the  Promus  Cos., 
Bally's  and  Caesars  World — have 
shown  interest.  Real  estate  developer 
Christopher  Hemmeter,  who  made  a 
killing  in  Hawaiian  resorts,  has  been 
buying  up  New  Orleans  waterfront. 

Chicago  investor  Sam  Zell  also 
hopes  to  participate  through  New 
Orleans- based  Delta  Queen  Steam- 
boat Co.,  which  he  controls.  Louisi- 
ana law  blocks  its  two  riverboats  from 
gambling.  So  Zell's  negotiating  with 
casino  operators  to  manage  some- 
body else's  boat  from  the  Delta 
Queen's  dock. 

Zell  is  already  a  big  winner  on  Delta 
Queen.  He  took  it  private  in  1986  for 
just  $10  million,  and  has  since  taken 
out  $24  million  in  dividends  and  debt 
forgiveness.  Earlier  this  month  he  re- 
floated the  company.  His  60%  stake  is 
currendy  worth  $100  million. 

-Christopher  Palmeri 

We  all  scream  for 
rice  and  beans 

Ben  Cohen,  the  Ben  of  politically 
correct  ice  cream  maker  Ben  &  Jerry's 
Homemade  Inc.,  ought  to  be  cele- 
brating. The  Waterbury,  Vt. -based 
company  he  cofounded  in  1977  re- 
centiy  reported  record  earnings — 
$3.7  million — on  sales  of  $97  million. 
But  Cohen  apparendy  has  come 
down  with  a  bad  case  of  the  guilties. 
Word  is  that  Cohen  has  quit  as  Ben  & 
Jerry's  chief  executive  officer  (the 
company  says  he's  taken  a  "sabbati- 
cal"). He's  also  said  to  have  traded  in 
his  Saab  for  a  pickup  truck,  and 
moved  out  of  his  suburban  Burling- 
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Jerry  Greenfield  and  Ben  Cohen, 
founders  of  Ben  &  Jerry's 
Ben's  given  up  double-dip 
cholesterol. 


ton  house  into  a  downtown  garage. 

What's  more,  Cohen  lately  has 
gone  to  a  rice  and  beans  diet,  appar- 
endy as  a  gesture  of  solidarity  with  the 
masses  of  the  Third  World.  But  some 
guilt  trips  are  more  affordable  than 
others.  Cohen,  who  often  rails  against 
the  excesses  of  executive  pay,  last  year 
paid  himself  just  $83,000.  But  his  Ben 
&  Jerry's  stock  is  worth  $23  million. 
-Fleming  Meeks 


How  sweet  the  Muzak? 

Marshall  Field  V,  the  Chicago  de 
partment  store  heir,  is  bailing  out  Oi 
Muzak,  the  elevator  music  companyi  ^^° 
Poor  Marshall;  he's  taking  a  baths  «• 
Field   bought  Muzak  in   1986  fo" 
about  $47  million  and  has  since  in 
vested  another  $38  million  or  so  in  it 
Now  word  is  he's  selling  it  to  tht 
partners  at  Wall  Street's  Lazard  Frere; 
&  Co.  for  $60  million — and  taking 
back  a  big  note  on  the  deal  to  boot. 

Even  so,  one  businessman  Inform 
er  spoke  to  who  considered  buying 
Muzak  says  Lazard  isn't  exactiy  get 
ting  a  steal.  While  he  estimates  Lazarc 
is  paying  just  six  times  cash  flow  foiAreai 
the  operation,  he  also  adds,  "Wd  ispei 
think  Field  and  his  people  have  been 
grooming  [Muzak's]  cash  flow  for  2 
year,  in  anticipation  of  a  sale .  We  saw  aE|st  s 
lot  of  salary  cuts." 

But  not  to  worry  about  the  Lazaro|)l'i 
partners.  Our  source  doubts  they  plar. 
to  be  in  Muzak  for  the  long  haul.  "I'cclDe 
guess  they'll  take  it  public  as  soon  aa  n 
they  can,"  he  says.  It's  that  kind  o)i  ielv 
market. 


Ice  age  in  Aspen  lik 

As  in  high-priced  areas  like  Manhat-5  iiiiT 
tan  and  Orange  County,  house  prices;  on'< 
in  ritzy  Aspen  are  down  15%  fromi  pe( 
their  1989  peak — though  they  stiH  pgi 
average  over  $1  million,  normally  alK  k 
cash,  for  a  single-family  home.  Sales  ipa 
volume  is  down,  with  no  buying  surga  :cA 
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Ted  Field's  house  in  Aspen 
Now  a  steal  at  $22  million? 


Forbes 


jT 


iri  sight.  Among  the  listings: 

Troyer  Trousdale,  a  development 
partnership,  turned  down  the  only 
bid  so  far,  for  a  reported  $15.5  mil- 
lion, for  its  14,000-square-foot  house 
The  Ponds.  It  wants  $18  million. 

Hollywood  producer  and  depart- 
ment store  heir  Frederick  W.  (Ted) 
Field  wanted  $25  million  for  his 
1 16, 000 -square -foot  home  at  the  base 
iof  Aspen  Mountain.  It's  been  on  and 
off  the  market  for  a  year.  Field  has  cut 
his  asking  price  to  $22  million. 

Actor  Michael  Douglas  and  partner 
Neil  Morgan  are  having  no  more  luck 
with  Wildcat  Ranch,  a  6,500-acre 
spread  about  12  miles  northwest  of 
Aspen  they  paid  $15  million  for  three 
years  ago.  Wildcat  was  subdivided 
into  12  lots  that  went  on  the  market 
last  summer  for  $3.5  million  to  $6 
million  each.  To  date,  only  two  have 
sold,  one  to  Douglas  himself 

"People  have  the  money,"  grouses 
one  local  Aspen  broker.  "They  just 
are  a  litde  wary  of  spending  it."  (For  a 
likely  reason,  see  page  153.) 

-John  H.  Taylor 

Like  a  Vir  gin 

British  entrepreneur  Richard  Bran- 
son's good  news:  In  early  March  he 
agreed  to  sell  his  Virgin  Music  Group 
tp  giant  Thorn  EMI  for  $961  million. 
The  cash  is  earmarked  to  bankroll  the 
expansion  of  his  airline,  Virgin  Atlan- 
tic Airways. 

The  bad  news:  Branson  and  Virgin 
Adantic  have  been  hit  with  a  trade- 
mark infringement  suit  by  St.  Thom- 
as-based Virgin  Air,  a  U.S.  company 
that's  been  flying  in  the  Virgin  Islands 
since  1970. 

The  suit  was  sparked  last  summer, 
when  the  American  Virgin  an- 
nounced plans  to  expand  service  from 
the  islands  to  Miami,  a  city  to  which 
Branson's  Virgin  Adantic  already 
flies.  Branson  threatened  legal  action 
to  block  the  litde  airline.  The  U.S. 
carrier  countered  by  suing  over  the 
rights  to  the  Virgin  name. 

The  key  issue  is  likelihood  of  confu- 
sion, says  Lawrence  Friedman,  a 
trademark  htigator  with  Cleary,  Gott- 
lieb, Steen  &  Hamilton.  "It's  not  a 
joke,"  he  says. 

Could  it  be  that  there  is  room  for 
only  one  Virgin  in  Miami? 

-Peter  Newcomb  Wk 
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NEW  AND  NO  LOAD  FROM  FIDELITY 


How  to 

Take  Aih^antage  of 

High  Global  Yields 

Fidelity  Short-Term  World  Income  Fund 


See  How  Global  Yields  Compare 


High  Yields  From  Around  The  World 

Fidelity  Short- 
Term  World  Income 
Fund  offers  investors 
an  opportunity  to 
enjoy  the  signifi- 
cantly higher  yields 
currently  available 
from  many  short- 
term  international 
securities.  That's 
good  news  if  you're 
investing  for  income. 


Tbday,  short-term  rates  in  many  foreign  countries  are  higher 
than  in  the  U.S.  This  chart  compares  three-month  Eurodeposit 
CD  rates  as  of 2/19/92.  Rates  are  not  intended  to  reflect  the  yield 
or  investments  of  the  Fund.  Source:  Reuters 


Managed  For 
High  Stability 

The  Fund  pursues  a  high  level  of  price  stability  by  investing  primarily 
in  short-term  securities  and  using  hedging  techniques  to  help  reduce  the 
impact  of  changing  currency  rates.  Of  course,  the  Fund's  share  price,  yield 
and  return  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares. 

Fidelity  Makes  It  Easy  To  Invest 

You  can  even  use  the  proceeds  from  your  maturing  CD  to  open  an 
account.  ^  And,  it's  easy  to  open  an  IRA  or  transfer  an  existing  one.  Just  call 
us  and  we'll  assist  you.  Minimum  investment:  $2,500.  (Minimum  retirement 
investment:  $500) 

Visit  Your  Local  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


FMellly 


Investments 


2r  ^         '  CODE:  FORB/SWI/033092 

For  more  complete  information,  including  management  fees  and  expenses,  call  today  for  a  free 
prospectus.  Read  it  carefully  before  you  invest  or  send  money.  'Unlike  many  CDs,  the  Fund  is  not  FDIC- 
insured.  Fidelity  Distributors  Corporation,  82  Devonshire  Street,  Boston,  MA  02109 


If  an  accident  happened  and  you  YELLED, 

'Is  there  a  middle  manager  in  the  house?" 

would  anyone  come  to  the  rescue? 

What  is  a  middle  manager,  anyway? 

Valuable  decision-maker,  or  paper  pusher? 

How  do  you  measure? 

Sales  per  employee?  Memo  count? 

Meetings  per  hour  (MPH?)? 

And  now  that  we're  all  trying  to 

re-invent  the  corporation, 

what  do  we  do  with  them? 

Try  asking  them  to  re-invent  their  jobs. 

From  the  ground  up. 

Maybe  you  can  eliminate  waste  and  inefficiency. 

(histead  of  people.) 

Take  advantage  of  the  knowledge, 

experience  and  ideas  of  your  managers. 

They'll  probably  surprise  you. 

(They  can't  wait  to  be  asked.) 

Dun  &  Bradstreet  Software 
takes  the  computers  in  which  you've 
invested  so  much  and  makes  them 
work  harder  than  ever  before,  supporting  people 
who  support  companies. 
(Computers  can't  do  it  alone.) 

Dun  &  Bradstreet  Software  ^^_^^..^ 

nn  a  company  ot 

tiW  The  Dun  &  Bradstreet  Corporation 
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The 
Gabelli 
Growth 
Fund 


Elizabeth  R.  Bramwell,  CF/K 

President  &  Chief  Investment  Officer 

A  diversified  mutual  fund  seeking  capital  growtti 
by  an  eclectic  earnings-driven  approach. 


,s 


One  Year  +34.3% 

Three  Year  +22.6% 

Life  of  Fund*  +20.8% 

*From  inception  on  April  10, 1987 


$1,000  Minimum  Initial  Investment 
For  a  prospectus,  please  call— 

1-800-GABELU 

1-800-422-3554 

Gabelli  &  Company,  ina 

One  Corporate  Center  •  Rye,  NY  10580-1435 

(a)  Average  Annual  Returns  reflect  changes  in  share  price,  reinvested 
dividends  and  capital  gains  and  are  net  of  expenses.  Investment  results 
and  the  principal  value  of  an  investment  virill  vary.  TTie  past  pertomi- 
ance  noted  atwve  does  not  guarantee  future  results.  When  shares  are 
redeemed,  they  may  be  worth  more  or  less  than  their  original  cost 
Ttie  prospectus  contains  more  complete  infomiation,  including  fees 
and  expenses.  Read  it  carefully  l)efore  you  invest  or  send  money 
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SERVICE 
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Please  quote  subscriber  number  on  address  label 
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mail  this  coupon 
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NEW  SUBSCRIPTION 

D  1  Year  (27  issues)  $52 
D  3  Years  (81  issues)  $104 
In  Canada,  1  year  $90  Can. 
International,  add  $67  to  U.S.  annual  rate. 

Forbes 

P.O.  Box  10048 
Des  Moines,  lA  50340-0048 


Media  thoughts 

Sir:  Re  "Dow  Jones:  a  belt,  suspend- 
ers and  elastic  waistband"  (Feb.  3). 
Perhaps  the  lesson  is  that  the  best 
journalists  make  ineffective  executives 
because  by  temperament  they're  ob- 
servers rather  than  players. 
-Dan  Rottenberg 
Philadelphia,  Pa. 

I — and  my  siblings — hope  not! 
-MSF  Jr. 

Sir:  For  nearly  30  years  in  the  publish- 
ing business  I  have  followed  the  rule 
"don't  knock  the  competition,  it's 
bad  for  business." 
-Richard  J.  Royer 
Publisher 
Chesapeake  Bay 
Annapolis,  Md. 


Easy  listenin' 

Sir:  Re  "The  Wal-Mart  school  of 
music"  (Mar.  2).  To  quote  a  country 
hit  from  a  few  years  ago,  "I  was 
country  when  country  wasn't  cool." 
As  a  wool-suited,  silk-tied  profession- 
al, I  am  glad  to  see  the  rest  of  the 
world  discover  the  music. 
-James  Shrader 
Alton,  III. 

Sir:  In  contrast  to  celebrating  the 
sentiments  of  rural  tradition,  this  new 
McCountry  elevates  the  sham  and 
pretentious.  Rather  than  extending 


Country  music 
singer  Garth  Brooks 
Country's  cool. 


the  familiar  hand  of  comfort,  today'sl 
country  is  more  like  a  French  kiss  from^ 
a  stranger  on  the  street. 
-David  G.  Dixon 
Silver  Spring,  Md. 

Sir:  You  cannot  dance  the  Texas  two-' 
step  to  [Garth  Brooks']  song  "Unan- 
swered Prayers."  It  is  a  slow,  quiet] 
song. 

-Edw,\rd  Babcock 
Columbus,  Ohio 

An  Islamic  jihad 

Sir:  Re  "Moronic  move  by  Algeria's 
military"  (Fact  and  Comment,  Mar. 
2).  According  to  your  scenario,  the 
fiindamentalists'  stay  in  office  would 
have  been  a  short  one.  You  are  mak- 
ing the  huge  assumption  that  some 
other  group  would  remove  them 
from  power  through  an  overwhelm- 
ing win  in  elections.  Once  they  are  in 
power,  they  are  going  to  hold  it  no 
matter  what,  because  for  them  it's  a 
Holy  War. 
-Randy  Sefrioui 
Beachwood,  Ohio 


■& 


Preserving  property  rights^ 

Sir:  If  the  government  wants  restric 
tions  on  private  lands,  let  them  pay  for ' 
them  with  public  ftinds.  Perhaps  the 
cost  will  curb  their  appetite  ("The 
'Takings'  issue,"  Mar.  2).  *~ 

-RG.  HUBER 

Layton,  N.J. 


■c. 


Forbes  ■  March  30,  1992 


jSexy  undies 

|Sir:  Your  reference  to  "cheap  under- 
wear"  marketed   under   the   rabbit 
Uiead  logo  is  inaccurate  ("The  rabbit 
grows  up,"  Feb.  17).  Research  found 
satisfied  customers  who  have  pur- 
chased over  100  million  pairs  of  this 
high-quality  product  over  the  last  12 
years  at  "inexpensive"  prices. 
-Michael  Fitzgerald 
President,  CEO 
Wundies  Industries 
New  York,  N.T. 


Number  two 

Sir:  Re  "Business  services  &  sup- 
plies" (Jan.  6).  Using  total  net  in- 
come, the  EDS  five-year  average  return 
on  equity  (roe)  should  be  33.6%  with 
an  overall  ranking  of  56th,  compared 
with  the  14.5%  roe  and  487th  rank- 
ing reported  by  Forbes.  Within  the 
business  services  industry,  a  ranking 
of  13th  should  be  a  ranking  of  2nd. 
-John  R.  Castle  Jr. 
Senior  Vice  President., 

Secretary 
EDS 
Dallas,  Tex. 

Fii^  things  first 

Sir:  Re  "Esperanto  for  accountants" 
(JMar.  2).  The  International  Account- 
ing Standards  Committee  has  yet  to 
deal  with  a  more  important  issue,  the 
harmonization  of  international  stan- 
dards for  internal  control.  Without  a 
common  set  of  rigorous  standards  for 
strong  internal  control,  which  is  the 
underpinning  for  financial  account- 
ing   practices,    specific    accounting 
standards  promulgated  by  the  iasc 
will  not  be  effective  in  faciUtating  the 
growth  of  global  financial  markets. 
-Jonathan  B.  Schiff 
Professor  of  Accounting 
Fairlei£ih  Dickinson  University 
Teaneck,  N.J. 


Buyout 


Sir:  mgic  was  not  an  lbo    ('Junk 
equity,"  Mar.  2).  It  was  a  cash  pur- 
chase by  Northwestern  Mutual. 
-Edward  J.  Zore 
Senior  Vice  President  and 

Chief  Investment  Officer 
Northwestern  Mutual  Life 
Milwaukee,  Wis. 
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COURTNEY  GIBBS  REGISTERS  HERE. 


FORMER  MISS  USA,  GONE  HOLLYWOOD. 


She's  no  runner-up, 

so  it's  Registry.  No  contest. 


REGISTRY, 

'-Hoteb&Resorts^ 


For  Reservations: 
1-800-247-9810 


Scottsdale       Naples       Tampa/St  Petersburg  Beach     ,  Charlotte       Minneapolis 


+52.51% 


+123.49% 


4/16/87-12«l/91 


World  Class  Performance 

For  the  more  than  four-year  period  since  it  began,  Dreyfus  Strategic 
World  Investing  has  outperformed  the  average  for  all  common  stock 
funds  tracked  by  Lipper  Analytical  Services,  Inc. 

l^reyfus 

Strategic  World  Investing,  L.P. 

P.O.  Box  3498,  amden,  NJ  08101 


1-800-373-9387 


Ask  for 
Ext.  4507 


For  more  complete  information,  including  sales  charges  and  expenses,  obtain  a  Prospectus  by  calling 
toll  free.  Hease  read  it  carefully  before  you  invest  or  send  money. 

'Figures  for  Dreyfus  Strategic  World  include  3%  sales  load.  During  the  periods  shown,  the  Fund's 
performance  for  certain  shorter  periods  of  time  may  have  underperformed  or  outperformed  the  Lipper 
averages.  Of  course,  past  performance  is  no  guarantee  of  future  results,  and  the  Fund's  share  price  and 
investment  return  will  fluctuate,  so  that  you  may  receive  more  or  less  than  your  original  investment  upon 
redemption.  The  Fund's  foreign  investments  involve  different  and  additional  investment  considerations. 
Dreyfus  Service  Corporation,  Distributor 


Introducing  our  all-new  Suburban.  A  luxury  wagon  so  powerful  it  can  tow  some  of  your  biggest  trailers  and  boats,  so  accommodating 
can  carry  up  to  nine  passengers  plus  luggage.  And,  for  1992,  every  commanding  inch  and  ounce  has  been  redesigned.  To  give  you  ev& 


Introducing  A  Trdck  GoMPANYS  Iiea 
Of  The  Perfect  Way  To  Travel 


more  of  the  extraordinary  comforts  and  capabilities  of  which  the        But  the  full  appreciation  of  Suburban's  newness  comes  from 
Detroit  News  said:  "A  better  blend  of  utility,  comfort,  safety  and     behind  the  wheel  Reporting  on  Suburban's  new  longer  wheelbase 


style. .  .is  difficult  to  imagine." 

For  example.  Suburban  now  tows  up  to  five  tons.' 
New  aerodynamics  virtually  eliminate  wind  noise. 
There's  less  bulk  outside,  yet  more  legroom,  width  and 
cargo  space  inside.  Third-seat  passengers  have  the  com- 
fort of  their  own  recessed  footwell  and  separate  avail- 
able climate  control  system.  And  in  an  age  that 
increasingly  sees  six  cyUnders  as  sufficient,  GMC 
Suburban  gives  you  the  assurance  of  standard  5-7  liter 
or  available  7.4  liter  V8  power.  Plus  the  advanced  safety 
and  control  of  standard  4-wheel  antilock  brakes. 


JUST  ONE  OF  SUBURBAKS 
OPTIONAL  SEATING  CHOICES 


lower  stance  and  new  suspension,  T/ai/er  Life  wrote " 
very  smooth,  controlled  boulevard  ride.  We  found' 
steering  characteristics  impossible  to  fault. . . requiring 
litde  more  than  a  two-finger  effort  on  the  steering  ; 
wheel."  Driving  accolades  all  the  more  impressive  whe 
you  consider  the  editors  were  towing  a  27-foot  travd 
trailer  at  the  time.  ' 

For  more  Suburban  information,  call  1-80OS79- 
462 1 .  Better  yet,  inspect  one  at  your  GMC  Tmck  dealei 
We  think  you'll  find  90  years  of  GMC  Tmck  eqperienci 
make  our  new  Suburban  the  only  way  to  travel. 


*  Properly  equipped  including 
passengers,  cargo  and  trailer. 

GMC.  GMC  Truck  and  Suburban  arc 
registered  trademarks  of  General  Motors  Corp. 


THE  STRENGTH  OF  EXPERIENCE 


01<N2GMCcq>  AB  Rights Rcsencd  FmI  K] £ 


Bucklei^  Amertcif  I 
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'With  all  thy  getting  get  understanding" 


act  and  Comment 


\y  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


KEEPING  RUSSIA'S  ECONOMY  FLAT  ON  THE  GROUND 

{ORIS  YELTSIN'S  finance  officials  should  ignore  their  U.S.  the  patient  infinitely  more  harm  than  good.  No  amount  of 

counterparts.  We  have  nothing  useftil  to  offer  them  on  IMF  cash  could  overcome  its  toxic  prescriptions. 

low  to  save  their  free-falling  ruble  and  economy.  Argentina  and  Mexico  both  have  made  impressive 

Latest  example  of  our  nonhelp:  We  are  pushing  Russia  progress  in  reviving  their  once- withered  economies.  Some 

id  other  formerly  communist  countries  in  Europe  to  join  of  their  pro  growth  policies  were  opposed  by  IMF  officials . 


the  International  Monetary  Fund  as  a 
condition  for  getting  Western  aid. 
The  IMF  will  hinder  their  recoveries, 
not  speed  them.  IMF  advice  today  is 
itoo  often  reminiscent  of  the  way  doc- 
tors treated  patients  a  couple  of  centu- 
ries ago:  They  would  bleed  them.  The 
IMF's  mixture  of  inflationary  devalu- 
ations, incentive-destroying  tax  in- 
creases and  pain-inflicting,  riot-pro- 
ducing, abrupt  cutoffs  of  subsidies  do 


1 

I'll  call  you. 


Russia  et  al.  should  send  delegations 
to  Mexico  City  and  Buenos  Aires. 

They  should  also  look  up  how 
Alexander  Hamilton  200  years  ago 
turned  the  worthless  dollar  into  the 
world's  premier  currency:  He  did  so 
by  selling  bonds  that  were,  in  effect, 
backed  by  proceeds  from  sales  of 
pubhc  lands.  Russia  could  do  the 
same  with  such  assets  as  its  oilfields, 
gold  mines,  etc. 


AND  KICKING  RUSSIA  WHEN  IT'S  DOWN 

STATE  AND  Defense  Department  apparatchiks  are  pur-  fense  is  to  help  implant  a  strong  democracy  in  Russia, 

suing  a  dumb,  shortsighted,  counterproductive  policy  Democracies  don't  go  to  war  against  each  other.  This  ban 

concerning  Americans'  buying  Russian  technology.  The  will  no  more  stop  a  future  authoritarian,  dictatorial  Krem- 

President  should  prompdy  reverse  it.  lin  from  menacing  us  than  the  post-World  War  I  treaty 

With  the  collapse  of  the  Soviet  Union,  U.S.  industries  restrictions  on  German  rearmament  stopped  Hitier  from 


and  government  agencies  have  been  mak- 
ing deals  to  buy  Moscow's  space  technol- 
ogy and  equipment  at  bargain-basement 
prices.  Purchases  could  save  us  billions  of 
dollars  in  development  costs,  keep  Russian 
scientists  from  going  off  to  work  for  tyrants 
such  as  Saddam  Hussein  or  North  Korea's 
Kim  II  Sung,  as  well  as  give  the  Kremlin 
some  badly  needed  hard  currency. 

Yet  State  and  Defense  Department  bu- 
reaucrats are  blocking  these  sales.  The  ra- 


U.S.  MOVES  TO  BAR 
lERK'  BUYING 


••""m^^- ' 


-New  York  Times 


his  buildup  when  he  took  power.  Any  dam- 
age we  inflict  upon  Russia's  former  military 
industrial  complex  can  easily  be  overcome 
when  that  country's  economy  revives,  as  it 
someday  surely  will.  But  Russkies  will  re- 
member our  mean-spirited  attempt  to  kick 
them  when  they  were  down. 

The  U.S.  and  the  West  should  aid  Mos- 
cow in  implementing  four  basic  principles 
of  economic  growth:  sound  currency,  low 
taxes,  property  rights  and  minimal  bureau- 


tionale  of  these  blockheads:  Starve  Russian  space  and  cratic  interference  in  setting  up  and  running  new  busi- 

military  industries  of  cash,  and  they  will  decline  so  much  nesses.  Democracy  will  sink  roots  only  if  we  assist  Russia 

that  they  will  never  again  pose  a  threat  to  the  U.S.  in  achieving  economic  growth. 
This  reasoning  is  absurd.  Our  best,  most  lasting  de-         President  Nixon  is  right.  We  are  doing  way  too  littie. 

FAR-OUT— BUT  DEFINITELY  UNFLAKY— TAX  IDEA 


Guess  which  candidate  has  crafted  the  most  novel, 
intriguing,  sensible  tax  proposal?  Not  George  Bush.  Or 
Paul  Tsongas.  Or  Patrick  Buchanan. 

But  Jerry  Brown. 

Governor  Moonbeam  is  proposing  a  true  tax -simplifi- 


cation plan:  a  flat  tax  of  13%  on  all  income,  with  deduc- 
tions for  charity  and  for  mortgage  interest  payments  and 
rents.  The  Social  Security  payroll  tax  would  be  abolished, 
although  Social  Security  payments  and  unemployment 
benefits  would  be  tax  exempt.  The  corporate  income  tax 
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would  be  replaced  by  a  13%  value-added 
tax.  Odier  taxes  would  be  eliminated, 
including  levies  on  capital  gains,  estates, 
gasoline,  etc.  Companies  would  be  per- 
mitted to  expense  capital  purchases  in 
the  year  they  were  made. 

Brown's  scheme  is  revenue  neutral. 

With  taxes  so  simple  and  marginal  tax 
rates  so  low,  the  economy  would  go  off 
like  a  rocket.  Growth  would  be  so  explo- 


I  sive  that  unemployed  tax  lawyers,  tax  pre- 
parers, tax  accountants,  tax  lobbyists  and 
IRS  agents  would  quickly  find  infinitely 
more  productive  lines  of  work. 

If  Brown  ever  made  this  the  centerpiece 
of  his  campaign,  and  if  he  toned  down  his^ 
sometimes- too- shrill  st\de  and  occasionally 
put  on  a  necktie  so  that  he  didn't  look  like  a  j 
defrocked  priest,  his  candidacy  would  rap- 
idly gain  even  more  support. 


PUGNACIOUS  PAT  IMPERILS  PROSPECTS  FOR  PROSPERITY  AND  PEACE 

If  you  want  to  see  what  a  Pat  Buchanan  presidency  It  is  no  coincidence  that  when  the  U.S.  became  semi- 
would  actually  mean,  turn  back  the  clock  to  the  1920s  isolationist  after  the  Vietnam  War,  the  world  saw  a  rapid 
and  1930s.  After  World  War  I,  we  went  isolationist,  rise  in  terrorism,  the  ascension  of  the  AyatoUah  in  Iran, 
politically.  In  1924,  we  virtually  banned  immigration  to  the  aggression  of  Iraq,  the  seizure  of  power  by  commu- 
this  country.  In  1929-30,  we  enacted  a  sweeping  pro-  nists  in  Nicaragua,  Angola,  Ethiopia  and  Mozambique, 
tectionist  trade  bill.  and  the  Soviet  invasion  of  Afghanistan. 

These  Buchananesque  pohcies  gave  us  a  global  depres-         Fortunately  for  us  and  the  world,  most  of  Buchanan's 

sion,  which  enabled  the  Nazis  to  take  power  in  Germany,  support  comes  not  because  of  his  message  but  because 

which,  in  turn,  made  possible  the  Second  World  War.  a  number  of  Republicans  see  him  as  a  way  to  convey  to 

Whenever  the  U.S.  turns  inward,  forces  of  evil  arise  the  President  their  unhappiness  over  his  approach  to 

that  end  up  costing  us  dearly  in  both  treasure  and  blood,  the  economy. 

THE  DISASTER  THAT  DIDN'T  HAPPEN 

DOOMSAYERS  HYSTERICALLY  WARNED  several  years  ago         The  flood  of  Japanese  capital  is  now  a  barely  percepti- 

that  if  capital-rich  Japan  ceased  financing  U.S.  budget  ble  trickle.  Our  budget  deficit  is  at  a  record  level, 
deficits,  American  interest  rates  would  soar,  and  our         Result:  American  capital  markets  are  flourishing,  and 

financial  markets  would  collapse.  interest  rates  are  at  a  15-year  low. 

CAN'T  PRESS  FREEDOM  OCCASIONALLY  MEAN  PRESS  RESPONSIBILrrY? 

Members  of  the  medl\  should  condemn  an  ugly  incident  minate  those  seeds.  (They  were  finally  determined  not  to 

that  the  Fourth  Estate  perpetuated  in  Oklahoma.  be  marijuana.) 

Last  November  police  raided  the  apartment  of  the  19-  In  December,  the  governor's  son,  who  had  been  suf- 

year-old  son  of  the  state's  governor  and  found  a  couple  of  fering  from  depression,  took  his  own  life, 
marijuana  pipes.  The  boy  was  arrested,  but  no  trace  of         Public  officials  are  prey  to  being  hounded  by  the 

marijuana  was  found  in  his  urine,  nor  was  any  found  in  his  media.  But  why  on  earth  should  their  families  suffer 

apartment.  The  police  did  discover  a  few  seeds  they  similar  fates,  particularly  the  children.'  Especially  repug- 

suspected  might  be  fi-om  marijuana  weed.  nant  was  the  rationalization  of  one  Oklahoma  political 

Normally,  the  story  would  be  a  one-day  wonder  and  reporter  who  piously  declared,  "You  don't  elect  just  a 

then  disappear  until  the  case  was  finally  adjudicated.  Not  public  figure,  you  elect  a  whole  man  and  quite  often  you  ^ 

in  Oklahoma,  however.  The  press  treated  the  incident  as  take  his  whole  family." 
if  Governor  Walters  himself  were  the  accused.  The  boy         Is  it  beyond  the  capacity  of  nonsupermarket  journalists 

was  followed  daily  by  reporters.  The  poUce  were  no  to  exercise  humane,  decent  judgment  on  who  should  be 

better,  issuing  periodic  reports  on  their  attempts  to  ger-  subject  to  a  media  wolf-pack  attack  and  who  shouldn't? 


fe 


GROWING  OLD  WHILE  STAYING  YOUNG 

The  Rest  of  Your  Life  Is  the  Best  of  Your  Life — by      in^r  a  new  toilet  bowl. 
David  Brown  (Barricade  Books  Inc.,  $14.95).  Begin- 
ning-to-gray, baby-boomer  males,  as  well  as  their  fathers, 


will  find  this  wee  volume  of  wit  on  staying 
young  while  growing  old  to  be  the  next  best 
thing  to  the  Fountain  of  Youth.  There  are 
more  helpfiil,  humorous  bits  of  advice  and 
sage,  pithy  truisms  here  than  in  scores  of  other 
books  many  times  its  length.  Brown's  name 
will  live  as  long  as  men  don't  die  young, 
which — thanks  to  this  book — they  won't. 
Excerpt:  Invest  >n  a  rental  property?  A  stock 
certificate  or  90- day  Treasury  bill  does  not 
call  you  up  at  three  in  the  morning  demand- 
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Excerpt:  If  you're  travelinpi  with  your  spouse,  avoid  arjju- 
ments  on  the  way  to  the  airport.  For  some  reason  relationships 
become  frajfile  when  you  'n'  about  to  take  a  trip. 
Excerpt:  Follow  the  advice  of  the  Hollyn'ood 
screenwriter  Herman  Mankiewicz,  who  coun- 
seled, "Never  sleep  with  anyone  who  has  more 
trouble  or  less  money  than  you  have. " 
Excerpt:    Donh   invest   in    companies   where 
[you  'dj  be  happy  as  an  employee.  Tljcy're  proba- 
bly jjivinjj  away  too  much. 
Excerpt:  Tou  ';r  not  bejjinninjj  to  forget  things. 
Ton  always  did.    You're  simply  beginning  to 
notice  it.  Mi 
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1 860,  when  Willie  Park,  Sr.  won  the  first  British  Open, 
Allendale  had  been  a  loss  control  champion  for  25  years. 


Prestwick,  Scotland.  Thirty-six  holes  in  one  day.  174 
strokes.  Few  people  thought  he  had  the  stan\ina.  But  as  he 
approached  the  final  green,  they  knew  history  was  in  the 
making.  And  when  Willie  Park,  Sr,  became  the  first  person 
to  win  The  British  Open,  Allendale  Insurance  had 
already  been  a  leader  in  property  coverage  and  loss  control 
engineering  for  more  than  two  decades. 

In  a  changing  world  where  events  like  this  shape  history, 
this  is  our  way  of  reminding  you  of  one  prc^ressive,  stable 
company  that's  been  building  long-term  relationships  with 


clients  since  1835.  At  Allendale,  doing  something  right  isn't 
good  enough.  We  find  ways  to  do  it  better.  Like  providing 
more  stable  pricing  and  coverage,  better  engineering  and 
training,  more  in-depth  research  and  testing  and  the  fairest 
ways  of  doing  business. 

Isn't  it  time  you  started  a  history  with  Allendale? 
Allendale  Insurance,  P.O.  Box  7500,  Johnston,  Rhode 
Island  02919. 
Allendale  Insurance/Factory  Mutual  System 

World  leaders  in  property  risk  monagetnent  since  1835. 


In  the  largest  common  equity  offering  ever  for  a  U.S.  finan- 
cial institution,  Chemical  Banking  Corporation  added  more  than 
$1.5  billion  to  an  already  strong  capital  base. 

We  now  total  $139  billion  in  assets  and  $8.8  billion  in 
shareholders'  equity. 

It  takes  this  capital  strength  plus  something  more  to  forge 


^Chemical 


a  competitive  edge— to  convince  you  as  a  client  to  choose  us  over 
other  institutions. 

It  takes  the  experience,  intelligence  and  ingenuit)'  our  peopr« 
use  to  solve  problems— a  combination  of  knowledge  and  drive  we  : 
call  intellectual  currenq^.  Without  the  energizing  spark  of  intellec 
tual  currency,  capital  strength  can't  be  used  to  its  full  potential. 


i 
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When  you  put  both  to  work  the  possibilities  are  endless. 

Individuals  and  corporations  come  to  us  for  intelligent  finan- 
cial solutions  as  well  as  financial  strength.  In  24-hour,  integrated 
world  markets  borrowers  and  investors  alike  turn  to  us  for  streams 
of  ideas  as  well  as  lines  of  capital. 

Our  combination  of  intellectual  currency  and  capital 


strength  helps  personal  assets  grow,  helps  growing  businesses 
set  and  reach  new  goals,  and  creates  even  more  responsive  and 
cost-efficient  operating  services. 

Intellectual  currency  and  capital  strength.  They  are  in  place 
at  all  our  locations  now— to  dissolve  obstacles,  create  momentum, 
and  help  you  build  what  you  want  to  build. 


Intellectual  Currency.  Capital  Strength." 


©  1992  Chemical  Banking  Corporation. 
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Clothes  Make  the  Man 

"Whenever  you're  sitting  across 
from  some  important  person,  always 
picture  him  sitting  there  in  a  suit  of 
long  underwear.  That's  the  way  I 
always  operated  in  business." 
-Joseph  P.  Kennedy,  in  Friendly  Ad- 
vice, by  Jon  Winokur 

Wolf  in  Sheep's  Clothing 

Many  conservative  leaders  who  do 
not  share  Patrick  Buchanan's  values 
seem  to  take  comfort  from  his  candi- 
dacy's impact  in  moving  Mr.  Bush 
toward  their  views  on  the  issues 
where  they  feel  betrayed.  They 
should  ask  themselves  about  the  im- 
pact of  the  Buchanan  challenge  in 
areas  they'd  prefer  to  brush  to  one 
side.  For  example,  Mr.  Buchanan  has 
taken  credit  for  the  President's  deci- 
sion to  turn  his  trip  to  Japan  into  a 
festival  of  Japan-bashing  corporate 
elitism  led  by  Lee  lacocca. 

Then  there  is  the  issue  of  aid  to 
Boris  Yeltsin  and  the  Russian  reform- 
ers who  are  trying  to  institute  Ameri- 
can-style democracy  and  capitaUsm.  Is 
there  anyone  who  doubts  that  the 
recent  inaction  of  the  Bush  Adminis- 
tration on  this  front  is  dictated  at  least 


in  part  by  the  Buchanan  campaign? 

Under  Ronald  Reagan,  conserva- 
tism advanced  an  optimistic  populist 
vision  for  America  and  the  world. 
Patrick  Buchanan's  isolationism,  pro- 
tectionism and  nativism  represent  a 
profound  departure  from  this  vision 
and  must  be  rejected. 
-Jeffrey  Bell,  New  York  Times 

£.(M.)T.  Phone  Home 

Because  of  the  problems  in  New  York 
City,  they  are  considering  changing 
their  area  code  from  212  to  911. 
-as  told  by  Robert  Half, 
Robert  Half  International  Inc. 

Damned  If  They  Do . . . 

The  Germans  feel  they  can't  win.  Two 
years  ago,  as  reunification  neared, 
Germany  was  pictured  donning  Kai- 
ser Wilhelm's  spiked  helmet.  A  year 
later,  when  the  Gulf  war  began,  Ger- 
many was  a  coward  hiding  behind  a 
wad  of  deutsche  marks.  Now  Germa- 
ny is  the  aggressor  again,  having 
pressed  the  European  Community  to 
recognize  Croatia  and  Slovenia,  rais- 
ing interest  rates  and  insisting  that 
America  ante  up  more  aid  for  the 
former  Soviet  republics. 


(W^ft^ 


"My  client  has  been  convicted  by  the  media,  but  I  am  confident 

that  his  conviction  will  be  overturned  on  appeal  by  three 

major  networks  and  the  'Times.' " 


The  EC's  largest  and  richest  mem- 
ber, it  seems,  has  decided  it  would 
rather  be  damned  for  doing. 
-David  Lawday, 
U.S.  News  <&-  World  Report 


Money  is  more  important  | 
when  you  grow  older.  Not 
so  much  for  what  it  will 
buy  as  for  the  demons 
it  can  banish. 
-David  Brown, 

The  Rest  of  Tour  Life  Is  the 

Best  of  Tour  Life 

And  the  l^^nner  Is: 

The  best  impromptu    speeches    are 
those  written  well  in  advance. 
-Ruth  Gordon,  actress, 
in  The  Quotable  Quote  Book,  by 
Merrit  Malloy  and  Shauna  Sorensen 

Listen  Up,  U.SA.! 

When  President  Bush,  accompa- 
nied by  a  high-level  business  delega- 
tion, visited  Japan  recentiy,  he 
brought  to  the  attention  of  the 
world  the  financial  plight  in  which 
some  of  America's  biggest  corpora- 
tions find  themselves  today. 

It  is  almost  ironical  that  this  dele- 
gation should  have  visited  a  countn,- 
which  learned  practically  ever\thing 
that  it  knows  of  business  manage- 
ment from  the  Americans.  Now  the 
teacher,  who  has  lost  the  art  of  com- 
peting, blames  the  pupil. 
-Anton  Rupert,  CEO, 
Rothmans  International  Pic. 

How  ahout  a  Bake  Sale? 

The  RSPCA  protested  after  a  tra\\  1- 
erman  ate  a  bucket  of  li\e  worms  to 
raise  money  for  a  hospital  charit\-.  He 
hopes  to  raise  £600. 

An  RSPCA  spokeswoman  said: 
"Eating  live  worms  shows  a  total 
disregard  for  living  things.  Wc  take 
a  ver\'  dim  \icw  and  just  wish  peo- 
ple could  think  of  other  ways  to 
raise  money." 
-from  the  Guardian., 
in  lljc  New  Torker  ^ 
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Just  dont  expect  it  to  roar. 


In  an  effort  to  become  swifter  and 
more  ferocious,  many  organizations  may 
be  tempted  to  make  superficial  changes. 

But  this  approach  will  rarely  improve 
performance.  Especially  when  informa- 
tion technology  is  part  of  the  plan. 

Which  is  why  Andersen  Consulting 

O  1992  Andmcn  Consulting.  All  lighis  raserved. 


works  with  companies  to  link  technology 
to  the  heart  of  their  business.  Their  strat- 
egies, operations  and  human  resources. 

Because  these  days,  becoming  a  nrK)re 
aggressive  competitor  often  means  trans- 
fonning  the  organization.  And  not  just 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 


hopping  on  a  technological  bandwagoa     Where  We  gO  f  fOITI  here! 
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Introducing  the  1992  Montero. 

A  luxury  car  whose  luxuries  include 

state-of-the-art  four-wheel  drive. 

The  1992  Montero  is  a  luxury  car  that  offers  one  ve^  unusual 
luxury-the  ability  to  choose  your  route  without  worrying  about 
weather  or  oDStacies  along  the  way. 

The  reason  is  Active  Trac  4WD.''  A  new  shift-on-the-fly  systenn 
that  can  be  optinized  fo''  any  dnv^ng  condition.  From  'ight  ram  to 
rocky  stream  beds.  With  Multi-Mode  ABS'  b^'akes  that  autonnati- 
cally  adapt  to  whichever  dr;ve  mode  you  select.* 


The  Montero  also  offers  ampie  space.  Supreme  comi^ct.  High 
quality  standards.  And  a  generous  range  of  luxury  options  in- 
cluding ieatner  seating.  Pushbutton  nae  control.  CD  stereo. 
Exactly  what  you'd  expect  from  a  'uxury  car  built  by  Mitsubishi. 
For  more  information  or  a  test  drive,  cali  1-800-447-4700 
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Tho  word  is  letting  gliound' 
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ForThose 

who  Seek 

Comfort 

imtieir 

Surroundings, 
Fspecia  ly 
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The  Shift 

^^                            ^                ^^ 

They  Wean 

-.J^ 

Wherever  you  are,  you'll 

'  J^^ 

appreciate  the  comfort  of  Cross 

-ill^^ 

Creek's  Combed  Cotton,  Cotton 

''i^^^^--^ 

Pique  and  Supima  Lisle  shirts. 

-w    '  -^Vt.      ^  ^^^^^^^^^^^^^^^^^^^^^^^^l^^i^^mig^                                                                     *~     j^""^^^^^^^^^^ 

A  wealth  of  textures,  colors  and 

^I^^bj^^^^^^BV^  ' 

styles,  made  in  America  of  the 

finest  cottons  in  the  world. 

y> 

Cross  Creek  controls  every  phase 

"^^^^     ii^  , 

of  a  shirt's  creation,  from  yarn 

^^^  ^^ 

spinning  to  the  finished  product. 

--  *"?^PI^H^^^^^^ 

To  assure  that  each  shirt  is  expertly 

^       %k.^                        ^iStei* 

tailored  cmd  made  to  last. 

^   ^                         -^^tef^ 

Cross  Creek  Shirts.  Because 

comfort  wears  well  on  everyone. 

?■ 

Cross  Creek.  Since  1935. 
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The  Experience  Shows! 
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M.  Cle'«c•s^ 
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he    Exceptional    Shirt 

* 

ftalfifl^j, 

fl-Cross  Crri-k  A|,p,ir.-I  ln<    1992 


Gommentairy 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


WHY  LET  GERMANY  TAKE  THE  LEAD? 

The  political  dynamics  of  this  year's  presidential  cam-  Translated  that  means  Germany  will  tell  Russia  and  the 
paign  are  beginning  to  have  an  unfortunate  effect  on  our  other  republics  needing  German  aid  that  they  must  re- 
foreign  policy  and,  indeed,  on  our  standing  as  the  world's  turn  the  northern  islands  to  Japan.  Not  surprisingly,  this 
only  superpower.  Constant  partisan  sniping  at  the  Presi-  will  give  the  Germans  great  credit  with  Japan  at  a  time 
dent  for  his  "preoccupation  with  foreign  policy"  has  led  when  Germany  is  already  forming  strong  ties  with  its  old 
to  the  apparent  shelving  of  foreign  policy  initiatives  until  WWII  ally.  And  Russia  and  the  other  republics  will 
after  November.  benefit  from  the  flow  of  Japanese  funds  that  will  come 

There  have  been  two  recent  examples  of  this.  Firstis  our     their  way  once  Japan's  islands  are  returned. 

reluctance  to  take  any  meaningful  position  on  the  various         What  is  even  more  significant,  puzzling  and  worri- 

nationalities  in  Yugoslavia  striving  for  independence  from     some  is  that  in  both  cases,  the  U.S.  has  let  Germany 

a  largely  communist- dominated  central  government.  seize  the  initiative.  We  are  mired  in  a  presidential  elec- 

For  whatever  reason,  U.S.  policy  tion  in  which  candidates  who  discuss 

foreign  matters  are  considered  vul- 
nerable. Consequendy,  our  Admin- 
istration is  hesitant  to  assume  the 
leadership  role  that  our  own  inter- 
ests, as  well  as  those  of  other  coun- 
tries, require.  That  creates  a  vacuum 
into  which  Germany,  despite  all  its 
problems  of  trying  to  absorb  a 
ruined  East  Germany,  is  flowing. 

If  we  remain  paralyzed  and  unable 
to  act  decisively  on  foreign  policy 
issues    because    we    fear    offending 


was  scarcely  lukewarm  to  urgent  pleas 
from  Croatia  for  help  in  its  unequal 
struggle  against  the  brutal  and  cor- 
rupt army  of  the  central  Yugoslav 
government.  Much  of  Europe  fol- 
lowed the  same  policy,  only  paying  lip 
service  to  the  concept  of  helping  those 
'struggling  for  their  own  freedom. 

But  Germany,  casting  aside  its  hes- 
itancy to  enter  controversial  and  high 
profile    areas,    formally    recognized 


Foreign  Minister  Genscher  and  Chancellor 
Kohl:  Germany  looks  beyond  its  borders. 


Croatia  and  Slovenia,  virtually  forc- 
ing creation  of  a  U.N.  peace  force.  By  doing  so,  it  won  some  voters  or  because  it  is  concluded  that  "stability" 
the  friendship  of  at  least  two  new  countries  and  signaled  (fear  of  upsetting  the  staus  quo — no  matter  how  bad)  is 
to  the  world  that  it  has  far  greater  ambitions  than  merely  our  best  goal,  we  will  indeed  forfeit  any  claim  to  world 
being  Europe's  strongest  economic  power.  leadership.  It  is  not  just  a  matter  of  losing  or  weakening 

Second  is  our  failure  to  take  the  lead,  on  behalf  of  our  our  ability  to  influence  the  course  of  history  that  is  at 

ally  Japan,  in  securing  the  restoration  of  its  northern  stake,  but  also  the  question  of  our  ability  to  help  our  own 

islands.  These  were  annexed  by  the  old  Soviet  Union  after  economy.  If  we  cede  leadership,  by  default  or  otherwise, 

the  latter's  belated  entry  into  the  war  against  Japan.  to  Germany  in  these  matters,  we  may  soon  find  that  our 

It  has  been  said  that  Japan  should  help  the  new  repub-  domestic  economy  will  suffer  as  we  lose  our  capability  to 

lies  of  the  old  Soviet  Union.  Japan,  understandably,  keep  a  strong  trade  relationship  with  Europe  or  Japan, 

would  be  a  great  deal  more  receptive  to  doing  so  if  its  The  combination  of  Japan- bashing,  possible  imposi- 

stolen  islands  were  returned.  tion  of  protectionist  legislation  if  the  presidential  election 

Many  have  criticized  our  seeming  reluctance  to  help  the  comes  out  wrong,  and  allowing  Germany  to  help  Japan 

new  republics  that  emerged  from  the  ashes  of  the  old  Soviet  secure  one  of  its  major  objectives  is  a  bad  set  of  omens  for 

Union.  At  first  this  was  attributed  to  our  strange  attach-  the  future  we  most  need:  continued  strong  and  mutually 

ment  to  Gorbachev  and  our  unwillingness  to  do  anything  supporting  economic  and  security  relationships  with  Ja- 

that  might  offend  him.  But  this  reluctance  has  continued,  pan  and  the  other  major  players  in  the  Pacific. 

long  after  Gorbachev's  departure.  We  took  no  effective  Obviously,  none  of  this  is  fatal,  but  it  does  mean  that 

action  to  impress  upon  the  republics  that  they  had  an  we  cannot  assume  that  because  we  are  the  only  superpow- 

obligation  to  repair  another  old  Soviet  aggression.  er,  other  nations  will  defer  while  we  decide  whether  we 

Enter  Germany  with  an  offer  to  "mediate"  the  dispute,  are  going  to  play  our  proper  leadership  role.                ^ 


Forbes  ■  March  30, 1992 


37 


D  E  W  A  R'S     P  ROF  I  L  E 


Bob  and  Mindy  Rich 


HOME: 

Buffalo.  N.  Y.  "Let  it  snow,  let  it  snow, 
let  it  snow.  We  love  it  here'.' 


AGES:  50: 33. 


PROFESSIONS: 
Owners.  Buffalo  Bisons  Baseball,  Inc. 


S.^«Dt 


HOBBY: 

Shooting  pool.  "The  folks  at  Julian's  Billiard 
Academy  aren't  exactly  quaking  in  their  boots!' 


LAST  BOOK  READ: 
Once  More  Around  the  Park:  A  Baseball 
^  Reader,  Roger  Angcll. 

LATEST  ACa^MPLISl  IMl'NL 

The  be<;t  attendance  record  in 

AAA  bcLseball.  ( .'df.s  to  show  you 

what  two  people  can  do  when 

they're  oj  one  wind. 


fi^ 


^"^ 


WHY  Wi:  IX^  WHAT  Wi;  DO: 
"It 's  our  favorite  pastime'' 


^.li 


"White 

9'endf.dScoI 

dohn  De 


I'l 


J^'^BSSBEEST 


PROl-ILl-:: 

( '.ompletely  attached  to  each  other 

arid  their  work  Though  they  do7i't  always 

see  eye  to  eye.  no  umpire  is  needed 

to  settle  disputes. 


QUOTE:  ^ 
"It  ain't  over  even  when  it's  over' 


thi:irsc:otc:h: 

/  Vwar's  "White  Label:'  ( >»  the  rock\:  with 

solLi.  "It's  the pirfect  night  game  nightcap. 

but  alwLtys  in  mi\ierationy 


i>- 


*J^TtH. 


•      _t*Ml4ft»'' 


WARS*   WHMF  i:ABEl-i'CW9i  SCHI  NlFVIMPORrSCO.NY.  NY- BLLNDCOStOICH  WHISKYMO^fc  Al  C/Vi  >l  iHUIHiKHi 


f:iii<:i'Jii 


■ll^]lM^^: 


EDITED  BY  HOWARD  BANKS 


P 


The  implicatioiis  of  the  good  news  on  inflation 


The  prospects  for  inflation  this  year  look 
better  and  better.  The  Administration  and  the 
Federal  Reserve  estimate  internally  that  infla- 
tion will  average  maybe  as  low  as  2.6%  this  year. 
The  best  news  is  that  it  is  expected  to  continue 
to  run  around  that  level.  Oil  prices  are  low  and 
stable  and  may  even  head  down  a  litde,  ditto 
commodity  prices  and  wage  costs.  Except  for 
1986,  when  oil  prices  collapsed  and  consumer 
prices  rose  by  only  1.1%,  inflation  hasn't  run  that 
low  consistently  since  the  early  1960s. 

This  has  implications  for  managers.  Com- 
panies like  GE  plan  (and  have  for  many  years)  on 
getting  zero  or  even  negative  price  changes. 
"Coping  with  that  is  one  reason  we  have  be- 
come so  much  more  competitive,"  says  ge's 
Jack  Welch.  Has  Detroit  gotten  this  message?  If 
U.S.  carmakers  can  resist  raising  their  prices  to 
match  dollar  increases  on  Japanese  cars,  they 
stand  a  fair  chance  of  at  least  stemming  further 
Japanese  inroads. 

The  growth  in  world  trade  has  become  one 
of  the  strongest  anti-inflationary  spurs,  taking 
this  role  over  from  monetary  policy,  says  Gary 
C.  Huft)auer  of  Georgetown  University.  "Cen- 
tral banks  should  be  pushing  much  harder  for 
such  things  as  a  successful  conclusion  to  the 
GATT  trade  negotiations,"  he  says. 

There  are  other  impacts  from  low  inflation. 
Many  elderly  are  finding  it  a  strain  on  their 
finances  that  returns  on  their  money  are  4%, 


down  from  the  8%,  9%  or  more  that  they  have 
grown  used  to.  The  wrinklies'  lobbyist,  the 
left- leaning  AARP,  is  pushing  the  government  to 
switch  to  a  friendlier-to-the-elderly  cost-of- 
living  index  (giving  more  weight  to  medical 
costs,  for  instance),  when  calculating  colas 
for  items  such  as  Social  Security  pensions.  AARP 
would  have  the  taxpayer  make  up  the  loss  in 
interest  income. 

In  the  early  1980s  these  colas,  based  on 
inflation  in  the  preceding  third  quarter,  were 
paid  out  automatically  in  January,  provided 
inflation  exceeded  3%.  But  it  failed  to  hit  that 
level  in  1986,  and  Congress,  fearful  of  the  gray 
panthers,  passed  a  special  tranche  for  1987  and 
eliminated  the  minimum  requirement.  The 
cola  this  January  was  3.7%. 

Pressures  like  these  could  doom  any  hope  of 
lower  budget  deficits  a  few  years  out.  The  Con- 
gressional Budget  Office  expects  the  deficit  to 
decline  from  a  high  6%  of  GDP  this  year  and  next 
to  around  2.4%  in  1996.  But  after  that,  despite 
lower  defense  spending  and  passing  the  worst  of 
the  S&L  bailout  cost,  the  deficit  will  head  up- 
ward again,  hitting  3.5%  of  GDP  by  2000.  Rising 
medical  costs  are  mostly  to  blame,  but  inexo- 
rably rising  colas  on  transfer  payments,  mosdy 
to  the  retirees,  are  contributing  to  forecasts  of 
a  steadily  rising  budget  deficit  in  the  late 
1990s — unless  Congress  is  willing  to  take 
some  political  heat  from  the  older  folks. 


People's  Private  Republic  of  China? 


Sometime  in  the  coming  year  in  the  People's 
Republic  of  China,  private-sector  industrial  pro- 
duction will  increase  to  over  50%  of  total  out- 
put— for  the  first  time  since  before  Mao  Zedong 
took  over  in  1949.  This  remarkable  turn  of 
events  seems  inevitable.  State-owned  and  -oper- 
ated enterprises  are  collapsing.  Their  share  of 
output,  Beijing  announced,  had  fallen  to  52.8% 
in  1991,  down  another  two  points  since  1990. 
The  state -run  enterprises'  share  of  industrial 
output  a  decade  ago,  under  rigid  central  plan- 
ning, was  80%. 

The  state  enterprises'  nemesis  is  not  the 
private  sector,  even  though  that  is  burgeoning, 
but  rather  their  own  terrible  inefficiency.  By 
some  estimates,  more  than  half  of  the  state  cor- 
porations are  surviving  only  on  subsidies  from 
the  deficit-ridden  central  government.  State  fac- 
tories have  stockpiled  billions  of  dollars' 
worth  of  unwanted  goods,  are  owed  huge 
amounts  of  money  on  goods  supplied  to  other 
equally  broke  state  companies,  and  haven't  paid 
their  taxes. 

Contrast  this  tale  of  woe  with  the  rising 


private  industrial  sector  in  China.  According  to 
official  statistics,  in  1991  industrial  output  by 
companies  involving  foreign  investment  shot  up 
56%,  production  by  private  all-Chinese  busi- 
nesses rose  24%,  and  output  by  collectively 
owned  companies  was  up  18%.  (Collectives 
are  typically  flexible  rural  enterprises  owned  by 
communes  or  townships,  but  which  respond 
to  market  forces.)  Meanwhile,  foreign  invest- 
ment is  pouring  into  China,  increasing  by  67% 
last  year,  to  $1 1  billion.  All  this  entrepreneurial 
activity  led  to  a  sizable  increase  in  exports  to 
$72  billion,  equivalent  to  20%  of  gnp. 

The  growth  in  the  private  industrial  sector, 
plus  the  rapid  growth  in  what  amounts  to  for- 
profit  farming,  is  further  loosening  the  Com- 
munist Party's  grip  on  the  economy.  Some  of 
the  old  men  in  Beijing  appear  to  have  noticed. 
In  late  January,  when  87-year-old  Deng  Xiao- 
ping visited  affluent  Guangdong,  he  praised 
economic  reform  and  exhorted  the  province 
to  become  Asia's  fifth  economic  dragon — 
after  South  Korea,  Taiwan,  Hong  Kong  and 
Singapore.  -Andrew  Tanzer  ^ 
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BY  TIMOTHY  DODMAN 


The  Forbes  Index  (1967=100) 
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The  economy  seems  to  be  riding  a  thin  line  betw'cen  a 
recession  and  a  recovery.  The  retail  and  housing  compo- 
nents have  been  slowly  gaining  strength  but  are  somewhat 
offset  by  declining  industrial  production  and  weakness  in 
consumer  credit.  The  mixed  Februar)^  employment  report 
is  another  example  of  conflicting  signals:  164,000  new 
jobs  were  created,  but  the  unemployment  rate  rose  slight- 
ly, to  7.3%.  This  increase  is  partially  attributed  to  an 
expanding  labor  force.  The  Forbes  Index  finished  January 
with  a  0.1%  decline. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

6.5%    1 

Auto  sales  year  to  date  vs  1 991 ' 

Ward's  Automotive 

1.6% 

Index  of  leading  Indicators  Jan  vs  Dec 
Trade  balance  12  months  ended  Dec  1991 

Dept  of  Comnnerce 

0.9% 

Dept  of  Commerce 

-$66bil 

All-commodity  producer  price  index  Jan  vs  Dec^ 

Dept  of  LatxK 
Dept  ofCommerce 
Federal  Reserve 

-0.3% 

GDP  4th  quarter  vs  3rd — annualized  growth 
M2  (3-month  change) — annualized  growth^ 

0.8% 
2.2% 

'  U.S. -based  manufacturers,  excludes  imports,  as  of  2/29/92.  ^  Wholesale  goods.  ^  Includes  Ml             ? 
(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds.                       i 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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New  unemployment  claims  average  for  month 
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120 
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Manufacturers'  new  orders  and  Inventories 

($billions),  seasonally  adjusted  (Dept  of  Commerce) 
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New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 
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Personal  income  (Sbiiiionsi  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


710 


Retail  sales  (Sbiiiionsl. 
seasonally  adjusted  (Dept  of  Commerce) 
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If  you're  still  paying 
full  commissions  to 
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A  PHILANTHROPIST. 
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^     with  a  full-cost  broker,  you 
may  not  like  the  term  above 
But  if  you've  started 
r      making  your  own  investment 
decisions,  you're  paying  your 
broker  a  substantial  fee  for  something  you 
don't  need:  advice. 

That's  because  full-cost  brokers 
charge  you  for  investment  advice,  even  if 
you  made  the  pick 


what  you  re  really  looking  for:  information. 
Because  our  brokers  give  you  only  what 
you  need, 
they  can 
charge  up 


COM  PA  RE  THE  NE  W  BREED     \ 

lOOsh 

300sh      lOOOsh 

@$40 

@$30    @$20 

Quick  &  Reilly 

S49 

$82      $109 

Merrill  Lynch 

100 

204        374 

Charles  Schwab 

55 

107        144 

Fidelity 

54 

106        144 

Standard  phone 
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OUR  GUARANTEE 

Our  commitment  is  to  provide  quality 

service  to  each  of  our  clients.  While  we 

can 't  guarantee  price  or  market  conditions, 

if  for  any  reason  you  are  dissatisfied  with 

our  service  when  making  a  trade,  write  us 
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yourself. 

But  is  there  a 
broker  for  the 
knowledgeable 
investor?    Who 
charges  you  only 
for  the  services  you  need,  not  the  ones 
you've  outgrown? 

Introducing  A  New  Breed  of  Broker'" 
from  Quick  &  Reilly. 

Like  a  full-cost  broker,  this  New  Breed 
of  Broker  is  personally  assigned  to  you. 
But  instead  of  advice,  our  brokers  give  you 


to  76%  less 
than  full- 
cost  brokers. 

Of  course,  if  you're  new^  to  investing  and 
find  your  broker  helpful,  by  all  means  stay 
v^here  you  are.  You're  not  ready 
for  Quick  &  Reilly. 

But  if  you've  been  in  the 
market  and  know^  how^  it  works, 
stop  giving  money  aw^ay  for 
more  than  you  need.  And  start 
saving  it  with  us. 


Call  /  800  222-0438  ext.  7001  today  for 
complete  information.  Or  stop  by  any  one 
of  our  75  Quick  &  Reilly  offices  nationw^ide. 
MEMBER    NYSE/SIPC 
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As  the  U.S.  did  more  than  a  decade  ago,  Germany  in  1992 
is  facing  sharply  rising  costs  and  a  significant  decline 
in  international  competitiveness.  ■ 

The  German 
disease 


By  Peter  Fuhrman 

Economic  growth  has  stalled,  infla- 
tion is  high  and  threatens  to  boil 
higher,  productivity  and  export 
growth  are  stagnating.  Believe  it  or 
not,  this  is  Germany. 

Germans  blame  the  high  cost  of 
repairing  the  damage  done  by  social- 
ism in  East  Germany.  The  bill  to  date 
is  over  $100  billion  in  18  months, 
with  hundreds  of  billions  still  to  go. 
But  there  is  more  to  the  story. 

The  fact  is  that  western  Germany, 
too,  is  infected  with  the  socialist  virus. 
"Big  government,  high  taxes  and  reg- 
ulations harmhil  to  business  are  caus- 
ing a  serious  cost  squeeze  and  an 
increasing  loss  in  competitiveness," 
complains  Tyll  Necker,  president  of 
one  of  Germany's  best  middle-size 
exporters,  machinery  maker  Hako- 
Werke  GmbH.  "We  are  closer  to  the 
brink  than  most  people  realize." 

Corporate  taxes  soak  German  busi- 
nesses each  year  of  66%  of  their  re- 
tained earnings.  Thanks  to  this  and 
the  lack  of  a  broad  equity  capital 
market,  German  companies  are  now 
the  most  thinly  capitalized  in  the  in- 
dustrial world,  with  average  equity 
equaling  just  30%  of  total  capital.  In 
the  U.S.,  by  comparison,  it's  65%.  For 
all  but  the  largest  German  firms,  this 
heavy  debt  load  makes  it  more  and 
more  difficult  to  afford  cost-cutting 
capital  investment.  Electricity  and 
telephone  costs  are  roughly  double 
U.S.  rates.  Ditto  domestic  airfares. 
The  government  sets  the  prices  and, 
in  the  case  of  the  phone  company. 
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owns  the  service  and  blocks  any  possi- 
bility of  competition. 

For  decades,  German  competitive- 
ness and  ingenuity  compensated  for 
all  this  statism,  but  now  the  lines  are 
crossing.  The  average  German  manu- 
facturing worker  now  costs  $25  an 
hour,  and  new  national  wage  agree- 
ments will  raise  rates  this  year  by 
around  7%.  Wage  increases  have  ex- 
ceeded the  growth  in  productivity  for 
six  years  in  a  row.  The  comparable 
U.S.  and  Japanese  manufacturing 
workers  cost  $15  an  hour. 

German  take-home  pay  is  actually 
lower.  The  difference  stems  from  so- 
cial security  contributions,  which  av- 
erage $11  an  hour  in  German  manu- 
facturing, versus  $3.60  per  hour  in 
both  the  U.S.  and  Japan.  Note,  too, 
that  American  output  per  worker  is 
much  higher  than  in  Germany. 

By  law  all  German  workers — even 
recent  high  school  graduates — get  six 
weeks'  paid  vacation,  unlimited  un- 
employment pay  and  sick  leave,  and 
generous  layoff  payments.   German 
laws  prevent  companies  from  using 
night    shifts    or    weekend 
work  to  spread  over- 
head costs  more  effi- 
ciendy.     German     fac- 
tories now  operate  an  av- 
erage of  just  53  hours  a 
week,  about  two-thirds 
the  utilizadon  level  in  the 
U.S.  That  gap  will  grow 
wider  in  1995  when  Ger-       ^oa^ 
many  moves  to  a  35 -hour     <^/<o;;av4a^ 


workweek. 

The  biggest  villain  is  the  high  and 
rising  cost  of  German  social  democra- 
cy— with  emphasis  on  the  first  word. 
Germany's  central  and  regional  gov- 
ernments together  take  50%  of  the 
country's  gross  national  product. 
With  a  population  one -third  of  the 
U.S.',  Germany  spends  more  than 
twice  as  much  per  head  on  social 
programs — $400  billion  on  health, 
pensions,  education,  unemployment 
compensation — as  does  this  country. 

And  taxes  are  going  higher,  as  so- 
cial spending  rises.  The  national 
medical    insurance    system,    fi- 
nanced through  a  12%  levy  on 
wages  and  salaries,  is  adding 
coverage      of     long-term 
nursing  care.  Unemploy 
ment  compensation  and 
social  security  pensions 
are  slated  for  an  in- 
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sure  the  country  can  attract  the  for- 
eign capital  it  will  need  to  fund  reuni- 
fication, growing  current  account 
deficits  and  a  domestic  deficit  that  is 
already  5%  of  gross  domestic  product. 
Germany's  once  vaunted  share  of 
world  exports,  especially  in  capital 
goods,  is  falling,  and  the  country  has 
given  up  its  position  as  the  world's 
number  one  exporter  to  the  U.S.  (see 
story,  p.  84).  Export  shares  of  many 


sectors  of  capital  goods,  which  Ger- 
many once  dominated,  have  declined 
(see  chart).  Last  year  Germany  ran  a 
merchandise  trade  deficit  with  the 
U.S.  for  the  first  time  in  a  decade. 

And  German  companies  today  are 
mosdy  ignoring  the  fast-growing 
Asian  markets.  Germany's  two-way 
trade  with  Taiwan,  Korea,  Hong 
Kong  and  Singapore  is  just  one-fiftJi 
die  U.S.  level. 

Automobiles  and  components  ac- 
count for  no  less  than  15%  of  German 
GNP,  but  Germany  has  been  sharply 
losing  share  in  the  key  U.S.  market 
since  1986,  hitting  a  new  low  last 
year.  To  halt  the  fall,  Daimler-Benz 
and  BMW  are  actively  looking  into 
manufacturing  in  North  America. 
And  Hans-Olaf  Henkel,  president  of 
IBM  Germany,  says  that  the  computer 
industry  is  "quiedy  abandoning  Ger- 
man production  sites." 

The  U.S.  was  long  ago  shaken  out 
of  its  economic  complacency.  Germa- 
ny is  about  to  get  a  similar  jolt.      ^M 


crease  in  excess  of 
inflation. 
The  driving  force  be- 
hind   the    U.S.    job-creation 

miracle  of  the  1980s  was  entrepre- 
neurial vigor,  exemplified  in  tens  of 
thousands  of  new  businesses  that  cre- 
ated new  jobs  faster  than  big  business 
^hed  them.  But  in  Germany  it  is  tough 
to  start  a  hew  business.  Venture  capi- 
tal is  all  but  nonexistent.  And  labor 
laws  decree  that  all  German  employ- 
ers pay  wages  no  lower  than  those 
agreed  on  in  national  collective  bar- 
gaining; it  is  illegal  for  a  German  job- 
seeker  to  offer  to  take  less. 

Saddle  a  decrepit  economy  in  east- 
ern Germany  with  these  social  costs, 
and  the  result  is  stagnation.  Unem- 
ployment in  the  east  has  hit  17%,  and 
the  hoped-for  boom  in  new  business 
creation  has  yet  to  materialize. 

As  a  result  of  wages  rising  faster 
than  prices  and  higher  and  higher 
taxes,  inflation  is  running  at  4.5%, 
frighteningly  high  by  German  stan- 
dards and  unlikely  to  go  significandy 
lower  anytime  soon.  Interest  rates  are 
very  high — the  8%  discount  rate  is 
double  the  U.S.  level.  But  bringing 
them  down  will  be  hard.  Like  the 
Federal  Reserve  Bank  in  the  early 
1980s,  Germany's  Bundesbank  must 
keep  real  interest  rates  high  to  make 


Wirtschaftswunder  no  more 


Germany's 
market  share 
of  world  I 
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Hi^h-cost  German  industry 

is  losing  competitiveness 

even  in  markets  it  iong  dominated. 
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An  obscure  American  figures  prominently  in  the 
Robert  Maxwell  scandal.  Was  Larry  Trachtenberg 
an  accomplice?  Or  a  dupe? 

Thethkd 
man 


By  Richard  C.  Morais 

Larry  Steven  Trachtenberg,  39, 
an  expatriate  American,  is  the  third 
man  in  the  Robert  Maxwell  scandal. 
He  has  not  been  arrested  or  charged 
with  any  crime.  But  he  is  under  inves- 
tigation alongside  Maxwell's  heirs, 
brothers  Ian  and  Kevin  Maxwell. 
London's  heavy-hitting  Serious 
Fraud  Office  is  interested  in  Trach- 
tenberg's  role,  as  are  the  court-ap- 
pointed hquidators  of  Maxwell's 
companies. 

Who  is  Larry  Trachtenberg? 

A  native  of  California,  he  earned  a 
degree  in  political  science  from  Cali- 
fornia State  University  and  arrived  in 
London  in  1975  to  study  at  the  Lon- 
don School  of  Economics.  After  earn- 
ing a  master's  degree  in  political  sci- 
ence, he  taught  at  the  London  School 
of  Economics  and  at  the  London 
campus  of  the  University  of  Southern 
California. 

He  apparendy  first  met  Maxwell 
around  1986  and  the  two  hit  it  off 
immediately.  Trachtenberg  and  a 
partner  had  formed  Global  Analysis 
Systems,  a  company  that  published 
political  risk  analysis,  and  Maxwell 
bought  Global,  adding  it  to  his  em- 
pire. "Maxwell  had  a  'get  things 
done'  character,  and  Larry  respond- 
ed," recalls  Susan  Strange,  a  professor 
of  international  relations  at  the  Euro- 
pean University  Institute  in  Florence 
and  a  friend  of  Trachtenberg's. 

Maxwell  made  Trachtenberg  a  di- 
rector in  a  complicated  web  of  money 
management  companies,  most  pref- 
aced with  the  words  "London  & 
Bishopsgate."  These  companies  man- 
aged the  pension  fiinds  of  Maxwell's 
public  companies — Maxwell  Com- 
munication Corp.  and  Mirror  Group 


Newspapers. 

Since  Maxwell's  mysterious  death 
at  sea  in  November,  investigators 
have  discovered  that  when  the  overle- 
veraged  empire  began  to  crumble  in 
the  summer  of  1991,  Maxwell 
"borrowed"  securities  from  the  pen- 
sion ftinds,  often  reselling  them  and 


Larry  Trachtenberg 

He  was  always  a  team  player. 

But  whose  team  was  he  on? 


using  the  proceeds  as  if  they  were  his 
own.  Through  Bishopsgate  Invest- 
ment Management  Ltd.,  for  example, 
Maxv/ell  "borrowed"  S700  million 
from  the  pension  fiinds  of  the  Mirror 
Group  Newspapers,  Maxwell  Com- 
munication and  other  smaller  Max- 
well-owned companies. 

Larry  Trachtenberg  facilitated  the 
transfers.  In  October  1990  Trachten- 
berg showed  up  with  an  empt\'  brief- 
case at  Invesco  mim,  an  independent 
fund  manager  running  $88  million  of 
Mirror  Group  Newspapers'  pension 
fiinds.  Trachtenberg  said  the  pension 
trustees  wanted  to  borrow  the  shares. 

"There  was  a  heated  debate,"  says  a 
source.  "But  Trachtenberg  produced 
a  letter  on  behalf  of  the  trustees, 
signed  by  two  board  members." 

Invesco  mim  executives  had  to  give 
Trachtenberg  the  shares.  The  stocks 
were  borrowed  for  30  days;  the  ar- 
rangement was  then  rolled  over 
monthly. 

In  this  case  there  was  a  happy  end- 
ing. On  Dec.  2,  1991,  one  day  after 
the  extent  of  the  pension  manipula- 
tion became  publicly  known,  the 
shares  showed  up  back  at  Invesco 
MIM.  But  most  of  the  Maxwell  com- 
panies' pension  funds  were  less  luck\'. 

Trachtenberg  has  testified  to  inves- 
tigating accountants  Coopers  &  Ly- 
brand  Deloitte  that  he  was  ordered  by 
Maxwell  last  lune  to  transfer  the  share 
certificates  of  the  pension  fiinds  to  the 
publisher's  private  safe  in  the  Max"\vell 
headquarters  penthouse  on  London's 
High  Holborn.  Maxwell  apparently 
used  a  large  part  of  these  assets  to 
support  the  price  of  his  public  com- 
panies' stocks.  These  support  opera- 
tions are  alleged  to  have  included 
Goldman,  Sachs  &  Co.'s  active  trad- 
ing in  shares  of  Maxwell  Communica- 
tion. The  pension  funds  have  litde 
chance  of  reclaiming  the  a  -  ts. 

Was  Trachtenberg  a  diiiv  a  naive 
American  stepping  from  the  p^ges  of 
an  Eric  Ambler  novel?  Or  was  he  a  co- 
conspirator.^ 

His  friends  think  he  \\'as  duped. 
"He  was  dependable,  efficient,  help- 
fiil,"  says  London  School  of  Econom- 
ics professor  Michael  Banks.  "Nice 
fellow  to  ha\e  around.  He  was  a  team 
player.  .\1\n  ays  a  team  player." 

But  whose  team  was  he  on.'  The 
pension  funds  for  \\  horn  he  worked.' 
Or  the  imperious  Maxwells.'  ^ 
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After  splitting  Burlington  Northern  into  two  pieces, 
Dick  Bressler  is  now  about  to  split  one  of  the  pieces. 
The  market  loves  it. 

Divide 
and  pirospeir 


By  James  R.  Norman 

Four  years  ago  Burlington  North- 
ern's board  and  its  chairman,  Richard 
M.  Bressler,  spun  off  to  the  railroad's 
shareholders  its  vast  energy  opera- 
tions. Wall  Street  applauded. 

From  a  market  value  of  $4.2  billion 
in  mid- 1988,  the  two-part  company 
leaped  to  almost  $9  billion  within  a 
year.  Add  to  that  another  $500  mil- 
lion (market  value)  worth  of  Plum 
Creek  Timber  Co.,  a  public  partner- 
ship that  bought  the  forest  holdings 
and  wood  products  business  from 
Burlington  Resources  in  mid- 1989. 

Now  Bressler  is  trying  the  divide - 
and -prosper  trick  again.  This  year 
Burlington  Resources  plans  to  spin 


off  its  El  Paso  Natural  Gas  pipeline 
unit,  one  of  the  country's  most  effi- 
cient pipelines,  and  the  low-cost  sup- 
plier to  the  California  market.  One 
share  of  the  new  stock  will  be  distribut- 
ed for  every  four  shares  of  Resources 
stock.  The  spinoff  is  initially  valued  at 
around  $600  milUon,  or  around  $5  per 
share  of  Burlington  Resources'  shares, 
which  now  trade  at  36.  Analysts  think 
the  two  pieces  could  again  be  worth 
more  than  the  whole. 

Stripped  of  El  Paso,  Burlington 
Resources  would  be  the  country's 
biggest  pure-play  oil  and  gas  produc- 
er through  its  Meridian  Oil,  which 
just  surpassed  Texaco   Inc.   as   the 


country's  seventh -largest  holder  of 
natural  gas  reserves.  Reflecting  the 
depressed  market  for  natural  gas,  the 
stock  has  underperformed  the  Dow;  it 
was  recendy  selling  at  just  80%  of  its 
present  reserx'e  value.  But  with  prodi- 
gious low-cost  reserve  additions  from 
coal-seam  gas  wells  in  New  Mexico's 
San  Juan  basin,  Burlington  Resources 
is  likely  to  do  well  again  once  gas 
prices  recover. 

In  a  sense  Burlington's  sharehold- 
ers have  the  rail  unions  to  thank  for 
their  expanding  base  of  appreciating 
paper.  A  decade  ago  the  tough-mind- 
ed Bressler  was  determined  to  cut 
Burlington's  train  crews  to  two  men 
from  four.  Planning  ahead  for  a  long 
strike,  he  bought  El  Paso  in  1983  in  a 
hostile  two-tier  tender  offer  for  $1.2 


Burlington 
Northern's 
Gerald  Grinstein 
The  railroad  has 
outperformed 
Resources 
since  the 
spinoff. 


Mastermind  of  the 
BN  breakup,  Richard 
M.  Bressler 
While  creating 
value  for  share- 
holders, he's 
been  working  him- 
self out  of  a  job. 
No  doubt  James  J. 
Hill,  rail  baron  of 
the  Great  Northern 
Railway  (in  the 
portrait),  would 
approve. 
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Burlington  Northern 


billion,  to  provide  the  company  with 
an  alternate  income  stream.  In  1985 
Bressler  added  Southland  Royalty 
Co.,  purchased  for  $730  million  in 
another  unwelcome  raid,  to  Burling- 
ton's energ)'  holdings. 

By  1987  Bressler  was  ready  for  a 
strike.  But  then  the  Supreme  Court 
derailed  his  strategy  by  upholding 
secondary  boycotts  by  rail  unions. 
Labor  could  thus  take  any  strike  na- 
tionwide and  put  the  setdement  in  the 
hands  of  a  friendly  Congress. 

Bressler  didn't  take  the  setback  ly- 
ing down.  He  split  the  company, 
letting  the  railroad  fend  for  itself  If 
the  unions  were  going  to  milk  it  dry, 
they  wouldn't  be  able  to  milk  the 
other  properties  as  well.  The  railroad 
was  saddled  with  a  76%  debt-to-capi- 
tal ratio,  among  the  highest  of  any 
major  railroad.  "The  standing  joke 
was  that  they  [Burlington  Resources] 
got  the  gold  and  we  got  the  shaft," 
quips  Gerald  Grinstein,  the  railroad's 
chief  executive  since  the  spinoff. 

Not  quite.  Since  the  split,  the 
shares  of  the  railroad  company  are  up 
two-thirds  in  price.  The  railroad  has 
continued  to  improve  its  revenue  ton 
miles  per  employee,  from  7  million  to 
7.3  million  per  year,  and  reduce  its 
debt  ratio,  to  a  recent  62%  of  capital. 
In  October  Grinstein  managed  to  cut  a 
deal  with  the  union  for  two-man  crews 
on  the  southern  two- thirds  of  bn's 
system.  Talks  with  northern  crews 
continue.  Systemwide,  it  will  cost  bn 
$185  million  (or  $60,000  each)  to  buy 
out  3,300  brakeman,  conductor  and 
other  jobs,  but  Grinstein  expects  to 
earn  that  back  in  18  months. 

Bressler  is  convinced  that  stripping 
the  railroad  of  its  resource  cushion 
benefited  not  just  Burlington's  share- 
holders but  the  companies  them- 
selves. "People  now  realize  they  are 
responsible  for  making  their  own 
businesses  go,"  he  says.  "There  is  no 
more  corporate  Big  Brother." 

With  the  spinoff,  Bressler  has  left 
his  chief  executive  roles  with  both  the 
$4.6  billion  (1991  revenues)  railroad 
and  the  $1.8  billion  Burlington  Re- 
sources. Now  61,  he's  leaving  Re- 
sources' board  but  will  remain  chair- 
man of  $735  million  El  Paso.  "The 
only  one  displaced  by  all  this  is  me," 
he  says  with  a  grin.  "My  role  is  dimin- 
ished, as  it  should  be."  Covered  with 
glory  is  a  better  way  to  put  it.         Hi 


46 


Americans  aren't  shopping  the  way  they  did 

a  few  years  ago,  and  hundreds  of  the  country's  malls 

will  have  to  transform  or  die. 


Battle  of 
the  malls 


By  Howard  Rudnitsky 

At  the  height  of  the  consumer 
spending  boom  in  the  mid-1980s, 
lots  of  Americans  said  they  enjoyed 
shopping  in  malls  more  than  sex.  But 
what's  this?  Statistics  show  that  your 
typical  consumer  is  spending  a  lot  less 
time  cruising  the  malls:  four  hours  a 
month  in  1990,  versus  ten  hours  in 
1985.  Sales  per  square  foot  came  to 
$163  last  year,  down  13%  from  1986. 
Anticipating  continued  growth, 
developers  overextended  in  the 
1980s.  Daniel  Sweeney,  chairman  of 
Management  Horizons,  the  retail 
consulting  arm  of  Price  Waterhouse, 
says  that  just  to  get  back  to  the  sales- 
per- square -foot  productivity  levels  of 
the  1970s,  square  footage  in  the  na- 
tion's 35,000  shopping  centers  and 
1,800  larger  regional  malls  will  have 
to  shrink  by  10%,  or  450  million 
square  feet.  He  expects  to  see  3,700 
shopping  centers  fail  or  even  go  out  of 
business.  The  likely  result:  Owners  of 
floundering  malls  may  have  to  lure 
service-type  tenants  such  as  commu- 
nity meeting  facilities,  libraries,  and 


health  and  social  services. 

Among  the  victims  will  even  be 
some  regional  malls — enclosed  malls 
in  excess  of  400,000  square  feet,  cen- 
tered on  department  stores.  Increas- 
ingly, the  weaker  among  these  are 
threatened  by  "communit)^  discount 
centers" — anchored  by  retailers  like 
Wal-Mart,  Kmart,  Home  Depot, 
Toys  "R"  Us  and  Price  Club.  Adding 
to  the  competition  are  factory  oudet 
malls  like  Woodbury  Common  in 
Central  Valley,  N.Y.  They  sell  on 
price,  not  on  ice-skating  rinks,  fancy 
food  courts  and  other  amenities  that 
have  become  a  part  of  regional  malls. 

The  discount  retailers  often  build 
huge  stores  near  established  malls  and 
siphon  off"  their  sales.  Therese  Byrne, 


Home  Depot  (left) 
and  Mall  of  America 
Growing  threats 
to  older,  more 
traditional 
regional  malls. 
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Salomon  Brothers'  shopping  center 
real  estate  analyst,  calls  these  retailers 
"terminators."  Says  Byrne,  "Their 
low  cost  structures  destroy  the  values 
of  existing  weaker  shopping  centers." 
Presold  by  advertising  and  image  pro- 
motion, value-seeking  customers  no 
longer  need  a  department  store  to  tell 
them  what  to  wear  or  to  buy. 

So  increasingly  they  are  being 
drawn  to  discount  malls.  In  Pough- 
keepsie,  N.Y.  the  605,000-square- 
foot  older  South  Hills  Mall  was  in 
trouble.  It  was  being  squeezed  by  a 
newer,  bigger  and  more  expensive 
regional  mall  built  just  across  the 
road,  the  1.2-million-square-foot 
Poughkeepsie  Galleria — with  such 
tenants  as  G.  Fox,  Lechmere,  Stein- 
bach,  Montgomery  Ward  and  J.C. 
Penney.  Lured  by  fancier  buildings 
and  the  prospect  of  more  traffic.  Sears 
is  vacating  its  South  Hills  store  and  is 
reopening  in  the  Galleria. 

Solution:  South  Hills  went  dis- 
count. Owned  by  Sarakreek,  a  large 
Dutch  investment  company  which 
had  bought  it  in  1983  for  $19  miUion, 
South  Hills  got  rid  of  Hess's  depart- 
ment stores  and  25  low-volume 
stores.  The  occupancy  rate  quickly 
dropped  to  70%.  So  South  Hills  went 
out  and  recruited  powerful  discount- 
ers like  Burlington  Coat  Factory,  Of- 
fice Max  and  Price  Chopper.  On  see- 
ing that,  Kmart  decided  to  enlarge  its 
store  in  the  mall.  Now,  instead  of 


being  hurt  by  the  newer  mall  across 
the  road.  South  Hills  will  try  to  draw 
some  business  from  the  Galleria.  "We 
put  together  a  merchandise  mix  that 
wouldn't  discourage  people  from 
shopping  both  malls,"  says  John 
Mannix,  Sarakreek's  U.S.  mall  man- 
ager. "The  customers  who  visit  the 
Galleria  walk  around,  they  ooh  and 
aah,  they  have  their  Slurpee  at  the 
food  court,  and  then  they  come  to  our 
mall  to  shop." 

William  Flatley,  a  retailing  consul- 
tant at  Kurt  Salmon  Associates,  thinks 
community  discount  centers  like  the 
repositioned  South  Hills  Mall  will  do 
to  many  of  the  older  regional  malls 
what  the  malls  did  to  downtown 
shopping.  "Years  ago  the  malls  lost 
their  hard  goods  business,"  says  Flat- 
ley.  "Now  they  worry  about  losing 
their  apparel  franchise.  Eight  years 
ago  malls  had  60%  of  apparel  sales, 
today  they  have  50%.  Most  of  it  has 
gone  to  off-pricers  and  discounters." 

As  the  South  Hills  example  sug- 
gests, there  are  opportunities  as  well 
as  problems  in  the  shopping  center 
business.  Bruce  Garrison,  senior  vice 
president  at  Kidder,  Peabody,  says 
Weingarten,  Federal  and  New  Plan 
realties,  all  publicly  traded  real  estate 
investment  trusts,  are  benefiting  by 
aggressively  courting  fast- growing 
discount  retail  chains  to  the  shopping 
centers  they  manage.  Weingarten  Re- 
alty,   headquartered    in    Houston, 


manages  115  shopping  centers  in  sev- 
en southwestern  states.  Occupancy  at 
its  centers  is  95%,  and  same-store  sales 
were  up  7%  last  year.  Significantly, 
Weingarten's  retailers  include  dis- 
counters Kmart  and  Eckerd  Drugs. 
One  of  Weingarten's  advantages:  It 
doesn't  levy  common  area  mainte- 
nance charges,  as  most  malls  do.  They 
can  run  to  $3  a  square  foot  per 
month — a  nice  chunk  of  a  retailer's 
sales  in  a  slow  year.  Not  charging 
these  fees  helps  keep  Weingarten's 
tenants  growing  and  healthy. 

But  owners  of  weaker  regional 
malls,  like  Cincinnati,  Ohio- based 
Forest  Fair  Mall,  which  has  lost  three 
of  its  department  stores,  are  going  to 
find  it  a  lot  tougher  to  survive. 

Even  well-known  mall  developers 
like  Edward  DeBartolo  and  Mel  Si- 
mon, under  financial  pressure,  are 
being  forced  to  sell  some  of  their 
older  properties  to  ease  the  strain  so 
they  can  continue  developing  new 
projects. 

This  year  alone  about  100  million 
square  feet  of  new  shopping  center 
space  will  be  added,  including  the 
largest  U.S.  mall  ever:  the  4. 2 -mil- 
lion-square -foot  Mall  of  America, 
near  Minneapolis.  The  $625  million 
center  will  be  anchored  by  four  de- 
partment stores  and  will  even  include 
a  Knotts  Camp  Snoopy  theme  park, 
an  18-hole  pitch-and-putt  golf  course 
and  14  movie  theaters.  Opening  cere- 
monies are  scheduled  for  August. 

With  the  area  probably  already 
overmalled.  Mall  of  America  is  bound 
to  hurt  nearby  regional  malls.  Arthur 
Spellmeyer,  senior  vice  president  at 
Melvin  Simon  Associates,  developer 
of  the  project,  intends  to  bus  shoppers 
in  from  as  far  as  150  miles  away.  Says 
Spellmeyer:  "We  expect  to  have 
about  40  miUion  visits  a  year;  over 
100,000  Japanese  tourists  will  visit 
Mall  of  America  this  year.  They  love  a 
spectacular  mall." 

Mall  of  America  was  pardy  financed 
by  the  City  of  Bloomington,  which 
issued  $100  million  in  tax-exempt 
bonds  to  buy  the  100 -acre  site  to 
build  a  12,000-car  parking  garage. 
The  taxpayer  subsidy  will  make  it 
tougher  for  nearby  malls  to  compete. 

Discount  shopping  centers  as  well 
as  dominant  regional  malls  may  pros- 
per. But  a  lot  of  others  are  going  to 
get  hurt.  Hi 
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un  inE  uubivci 


Upholding  the  interests  of  stockholders  was  once  a  board 
of  directors'  primary  duty.  Not  anymore. 

CpnfUcting  inteirests 


By  James  Lyons 


IT'S  AXIOMATIC  that  corporate  direc- 
tors are  supposed  to  act  in  the  best 
interests  of  shareholders.  But  what 
happens  to  a  director's  obligations 
when  a  company  files  for  bankruptcy? 
The  fiduciary  responsibility  shiftis,  and 
board  members  are  supposed  to  act  as 
trustees,  conserving  assets  to  pay 
creditors. 

The  so-called  "bright  line"  of 
bankruptcy  is  straightforward.  But  a 
recent  decision  by  William  Allen,  a 
judge  of  the  Delaware  Chancery 
Court,  may  have  fuzzed  that  line  a  bit. 

The  essence  of  Allen's  ruling  is  that 
directors  of  companies  "in  the  vicinity 
of  insolvency"  must  not  only  consider 
the  interests  of  shareholders,  but 
must  also  try  to  ensure  the  corpora- 
tion's "long-term  wealth-creating  ca- 
pacity." In  other  words,  when  a  com- 
pany is  in  serious  trouble,  the  direc- 
tors' responsibility  shift:s  somewhat  in 
the  direction  of  the  creditors. 

Allen's  ruling  came  in  an  action 
brought  by  Credit  Lyonnais  Bank 
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Nederland  against  Giancarlo  Parretti 
and  his  Pathe  Communications  Corp. 
The  suit  stemmed  from  Parretti's  di- 
sastrous $1.3  billion  buyout  of 
MGM/UA  Communications  Co.  in 
November  1990.  Credit  Lyonnais 
and  its  affiliates  advanced  Parretti 
$751  million  for  the  deal.  Five 
months  later,  the  company  was  forced 
into  bankruptcy. 

To  salvage  its  investment.  Credit 
Lyonnais  devised  a  series  of  agree- 
ments that  changed  the  management 
of  MGM.  Among  them  was  a  corporate 
governance  agreement,  which  said 
that  if  Parretti  violated  the  pact,  the 
bank  could  vote  Parretti's  98.5%  of 
MGM  stock.  MGM  then  emerged  from 
bankruptcy. 

It  took  only  about  two  months  for 
Credit  Lyonnais  to  charge  that  Par- 
retti had  broken  his  word.  The  bank 
used  its  voting  rights  under  the  agree- 
ments to  oust  three  Parretti  directors. 
The  bank  then  went  to  court  to  ask  it 
to  affirm  its  actions.  Chancellor  Allen 


ruled  that  the  bank  acted  properly. 

But  what  has  corporate  lawyers 
buzzing  is  a  footnote  Allen  slipped  in 
on  page  83  of  his  89 -page  opinion. 
Allen  is  one  of  the  most  respected 
jurists  on  corporate  governance. 
When  he  writes,  lawyers  listen. 

Parretti  claimed  that  mgm's  board 
breached  their  fiduciary'  dut)'  to  him 
as  mgm's  largest  stockholder. 
Strapped  for  cash,  Parretti  wanted 
MGM  to  sell  some  assets.  The  board 
refiised.  Allen  found  that  while  the 
board  of  directors  gave  Parre;tti  due 
consideration,  the  directors  were  not 
merely  Parretti's  agents,  but  rather 
they  "had  an  obligation  to  the  com- 
munit)'  of  interest  that  sustained  the 
corporation." 

In  his  lengthy  footnote,  Allen  crafts 
a  hypothetical  example  of  a  company 
on  the  brink  of  insohcncy.  The  cor- 
poration's sole  asset  is  a  S51  million 
judgment  against  another  company. 
That  judgment  is  being  appc.ilcd.  The 
corporation's  only  liabilities  are  $12 
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"Whereas  the  Benz... feels  like 
a  mass-produced  car,  the  Bentley 
is  in  a  different  world.  A  world  of 
unmatched  cabin  comfort,  beautifu 
craftsmanship,  superb  quality 
materials.  There  is  nothing  in  the 
world  like  a  Turbo  R!' 


Car  Magazine,  November,  1991 


When  Car  Magazine  conducted  its  search  the  world,  under  exceptionally  afford- 


for  the  best  car  in  the  world,  they 
found  that  the  Bentley  Turbo  R  out- 
performed the  cream  of  the  competi- 
tion. May  we  add  that  it^s  now  one  of 
the  best  automotive  investments  in  ^^ 


able  sale  and  leasing  terms  being 
offered  on  all  1991  Rolls-Royce  and 
Bentley  models.  For  details  -  and  a 
personal  copy  of  the  Car  Magazine 
^^ article  -please  call  1-313-350-0500. 


The  Rolls-Royce  and  Bentley  limited  edition  sale  or  lease. 

©  Rolls-Royce  Motor  Cars  Inc.,  1992.  The  names  '^Rolls-Royce"  and  *'Bendey"  and  badges  are  registered  trademarks. 
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A  microprocessor 
inside  the  battery  itself 
monitors  current  usage 
levels  and  continually 
calculates  the  available 
power  remaining. 

It  can  even  instruct 
the  notebook  to  save  all 
open  files  to  the  hard 
drive  should  the  battery 
power  run  too  low. 

And  the  energy- 
saving  features  in 


is: 


Accurate  to  within 
minutes,  the  COMPAQ 
Power  Smart  Pack 
battery  gauge  clearly 
displays  remaining 
battery  life  at  the 
touch  of  a  button. 


our  newest  notebooks  go  far  beyond 
the  presence  of  an  Intel  386SL  chip. 
To  make  the  most  of  the  smarter 
battery  the  new  COMPAQ  LTE  Lite 
also  comes  with  user-adjustable 
power-drain  settings,  and  three  dif- 


Internal  Modem  is  w 
compatible  with  the^  icf 
broad  base  of  todaji 
communications 
protocols. 

Just  slip  the  COMPAQ  HE  L 
into  the  COMPAQ  Desktop  ExptM^in 
sion  Base  and  you  're  instantly  ^  t!i!l 
nected.  Expansion  slots,  extern    |  C( 
ports,  and  mass  storage  baysg^ 
you  immediate  access  to  moml 
networks,  hard  drives,  tapedn- 
CD-ROM  and  more.  And  all  the 
_,       built-in  security  feature^ 
\lxSi&\'\n-\n  _  sureasaL  ,.u 

t.aa^\  M  Vl  r  -  _^  torfor^   ™ 

1^        -^   notebil  [C,p 


Make  it  smaller.  Make  it  lighter.  Make 
it  lighter.  Make  it  smaller 

These  must  be  the  mandates  em- 
blazoned upon  every  R&D  document 
handed  to  the  engineers  of  today's 
crop  of  notebook  computers. 

Admirable  goals  to  be  sure.  Goals 
that  the  engineers  at  Compaq,  how- 
ever, believe  fall 
well  short  of  making 
the  most  of  portable 
computing. 

Which  explains 
why  the  latest  386SL 
notebook  technology 
from  the  labs  in 
Houston  —  the  new 
COMPAQ  LTE  Lite/25 
and  LTE  Lite/20  PCs  —  are  not  only 
the  lightest  (a  scant  6  lbs.)  and  the 
smallest  (only  8.5"xirx  175" 
notebook  PCs  that  we've 
ever  built.  They're 
also  the  smartest. 

The  COMPAQ  Hibernation 
feature  saves  all  open  files 
to  the  hard  drive  and 
turns  the  unit  off  either 
upon  request  or  as  an 
automatic  feature.  Power 
up  the  COMPAQ  LTE 
Lite  later  and  you're 
back  exactly  where 
you  left  off. 

THE  BRAINS 
BEHIND  THE  OPERATION. 

When  it  came  time  to  design  a 
new  notebook,  we  started  (logically 
enough)  with  the  battery 

The  new  COMPAQ  Power  Smart 
Pack  battery  in  our  new  notebooks 
delivers  up  to  4.5  hours  of  computing, 
a  full  hour  longer  than  most. 

'COMPAQ  WE  Ute/25  only.  ©  1992  Compaq  Computer  Corporation  All  rights  reserivd  COMPAQ.  LTE  Registered  U.S.  Patent  and  Thidemark  Office.  Maxlight  and  Powtr  Smart  are  mdmarts  of  Compaq  Computer  Cvpontion 
trade  names  shown  are  those  of  the  respective  companies.  The  Intel  Inside  Logo  is  a  trademark  of  Intel  Corporation. 
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ferent  sleep  modes  —  System  idle, 
System  Standby  and  Hibernation. 

A  MOST  MODERN  MODEM. 

Our  optional  9600-bps  modem  for 
the  COMPAQ  LTE  Lite  PCs  would  make 
even  Alexander  Graham  B.  proud. 

The  COMPAQ  Enhanced  9600-bps 


In  modem  talk,  that  means  tn) 
Y32  9600-bps  data  transmission  ?  m 
Y42bis  compression  for  up  to  38 j  Die 
kbps  throughput,  as  well  as  full  s( 
port  for  Hayes  AutoSync. 
This  little  marvel  negotiates  tl| 
fastest  transmission  throug 
put  that  the  other  end 
the  line  can  muster, 
whether  it's  send 
or  receiving. 

It  even  drops 
a  low  power-dra. 
standby  state  an 
monitors  incom 
signals  if  you're 
waiting  for  a  call 
come  in. 
Or  for  that  mai 
another  modem  to  catcti 
NOT  ONLY  SMART  BUT  BRIGL 
The  new,  efficient  COMPAQ 
Maxlight  VGA  display  makes  for  i 
much  brighter  screen  than  our  f 
vious  notebooks,  and  does  it  wit 
out  sacrificing  battery  life. 
Sharper  graphics  and  text  in  i 
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ED  WITH  Smaller 

ULD  Like  TO  Suggest 

tnvE:  Smarter. 


[)  64  shades  of  gray  complement  an 

hanced  video  subsystem  that's  so 
St  it  virtually  eliminates  "subma- 
ning,"  better  known  as  "where  did 
jlat  #%$**#  cursor  go?" 

A  NOTEBOOK  THAT'S 
JSELESS  IN  THE  WRONG  HANDS. 

At  Compaq,  we  realize  that  data 
jcurity  is  every  bit  as  important  as 
irdware  security 

At  the  hardware  level,      o 
friveLock  locks  the  hard 
jrive,  preventing  access 

data  even  if  the  drive 

removed. 

One-touch  QuickLock 
id  QuickBlank  functions 


To  back  them  with  a  one-year 
worldwide  warranty  and  our  toll- 
free  Compaq  Customer  Support 
Center  hotline  would 
be  more  like  it. 

So  don't  choose 
between  a  small 
notebook  and  a  smart 
notebook.  Choose  both. 


Choose  the  new  COMPAQ  LTE  Lite. 

For  information  about  our  new 
notebooks  or  an  Authorized  COMPAQ 
Reseller  near  you,  call  Compaq  in 
the  U.S.  at  1-800-231-0900,  Ext.  100,  or 
in  Canada  at  1-800-263-5868,  Ext.  100. 

comPAa 


Isolated  inverted  "T"  cursor  controls 
are  in  a  familiar  position  so  you  don 't 
have  to  teach  your  fingers  new  tricks. 

Ilowyou  to  quickly  (sur- 
rise)  disable  the  keyboard 
r  blank  the  screen. 

And  of  course,  our  new 
lOtebooks  come  with  a 

ylock  slot  for  an  optional 

ble  lock. 

With  all  of  the  above, 
lus  a  120-MB  hard  drive: 
expansion  to  10  MB, 

che  memory  simulta- 
leous  display  and  an 
uxiliary  battery  to  say 
tiese  are  the  best 
lOtebooks  we've 
iver  made  would  be 
omething  of  an 
nderstatement. 


Elle     Options     ^ndow     Help 


Program  Manager 


Microsoft  Excel  -  BI1.LAH1.E.XLS 
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PageMaker  4.0 


file     £dit     Qptions     Cage     lype     Element     Window     Help 
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Actual  weight:  6  lbs.  Actual  dimensions:  8.5" x  11" x 1. 75"  Actually,  this  is  the  best  notebook  we  've  ever  built 


million  in  bonds. 

What  are  the  chances  of  the  compa- 
ny's getting  that  judgment?  Should 
the  directors  accept  a  setdement  of- 
fer? Allen  posits  a  25%  chance  the 
judgment  will  be  upheld  on  appeal 
and  a  75%  chance  that  it  will  be  either 
reduced  or  reversed. 

Calculating  the  various  outcomes, 
Allen  concludes  that  the  expected  val- 
ue of  the  judgment  is  really  about 
$15.55  million.  With  $12  million  set 
to  go  to  the  bondholders,  the  compa- 
ny's equity  is  worth  $3.55  million.  To 
make  things  more  interesting,  Allen 
goes  on  to  posit  that  there  are  two 
setdement  offers  on  the  table,  one  for 
$12.5  million  and  another  for  $17.5 
million.  What  should  directors  do? 

Facing  a  75%  chance  of  reversal  or 
reduction  of  the  judgment,  creditors 
likely  would  want  the  board  to  accept 
either  setdement  offer,  since  their  in- 
terests would  be  covered.  Stockhold- 
ers, with  their  "appetite  for  risk," 
would  probably  want  the  board  to 
reject  both  offers,  figuring  they  might 
be  able  to  win  more  in  litigation. 

Allen's  solution?  The  board  should 
accept  the  $17.5  million  setdement 
proposal.  Once  the  $12  million  worth 
of  bonds  is  paid  off,  the  $17.5  million 
deal  will  leave  the  equity  holders  with 
$5.5  million,  more  than  they  would 
have  received  under  the  expected  val- 
ue of  the  judgment.  Allen  hypothe- 
sizes that  a  board  beholden  solely  to 
the  equity  holders  will  prefer  to  gam- 
ble on  winning  the  suit  even  though 
the  odds  are  against  them.  Why?  Be- 
cause the  potential  gain  is  so  large. 
The  bondholders,  on  the  other  hand, 
have  a  lot  to  lose  by  gambling  on  the 
suit,  since  there's  a  chance  the  award 
will  be  reduced  below  $12  million.  As 
Allen  points  out,  a  decision  for  setde- 
ment "will  not  be  reached  by  a  direc- 
tor who  thinks  he  owes  duties  direcdy 
to  shareholders  only." 

All  this  is  of  intense  interest  at  a 
time  when  many  junk-bond-financed 
companies  are  frequendy  on  the  edge 
of  insolvency.  The  job  of  their  direc- 
tors may  be  complicated  by  Chancel- 
lor Allen's  ruling.  The  irony  here  is 
that  by  upholding  the  actions  of  a 
board,  Allen  has  created  uncertainty 
for  everyone  else.  Yet  another  exam- 
ple of  why  the  only  universal  legal 
principle  is  the  law  of  unintended 
consequences.  ^M 
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The  oil  business  is  going  great  guns 
in  Britain  and  is  in  a  bad  slump  in 
the  U.S.  Why  the  difference? 

Tale  of  two 
energy  policies 


By  Toni  Mack 

Oil  prices  are  down,  but  energy  de- 
velopment activity  in  the  British  sec- 
tor of  the  North  Sea  is  booming. 
Analysts  at  County  NatWest  Wood 
MacKenzie  forecast  spending  of  near- 
ly $10  billion  there  this  year,  a  record. 
New  fields  being  developed  will  prob- 
ably push  British  oil  and  gas  produc- 


Royal  Dutch/ 

Shell's  Fulmar 

platform 

A  longer  life, 

thanks  to  wise 

British  policies. 


tion  to  a  record  2.7  million  barrels  a 
day  by  1995. 

By  contrast,  U.S.  drilling  is  at  its 
lowest  levels  since  records  began  to  be 
kept  52  years  ago.  Where  the  Brits  ran 
a  $2.4  billion  surplus  on  hydrocarbon 
trade  last  year,  the  U.S.  imported  S50 
billion  worth  of  oil  and  oil  products. 
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Arctic  National 
Wildlife  Refuge 
Big  potential, 
but  oilmen  are 
barred. 
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Grede 


Foundries, 
one  of  the  largest  in  the 
country,  pours  hundreds  of 
tons  of  molten  metal  daily. 
At  Grede,  the  people  you 
see  are  sand  mixers,  melting 
foremen,  coresetters, 
grinders,  pattern  makers, 
and,  quite  often,  insurance 
professionals  from  Wausau. 
"The  Wausau  people  visit 
bur  facilities  on  a  regular 
basis  —  to  see  what's  going 
on  and  to  understand  our 
'risks"  says  Gary  Ertel,  Grede 
Assistant  Secretary^lreasurer. 
"I  don't  have  to  convince 

2,750°  FAHRENHEIT 

WOULD  THAT  BE  TOO  HOT  FOR  YOUR 

PROPERTY  INSURER  TO  HANDLE? 

Wausau  of  the  need  to  visit  our  plants;  they  want  to  get  involved  in  order  to  understand  our  business!' 
At  Wausau,  the  better  we  understand  a  policyholder's  business,  the  better  we  understand  their  property  insurance  needs. 
"I'm  impressed  with  these  facts:  Wausau  people  have  gone  out  of  their  way  to  become  knowledgeable  about  our  opera- 
tions. TTiey 're  competent;  they  know  what  they  ,^|^S  ^^  talking  about.  Wausau  is  competitively  priced,  and  that's  extremely 
important','  concludes  Mr.  Ertel. 

At  Grede  Foundries,  when  it  comes  to 
property  insurance,  Wausau  fits  the  mold. 


Because  Wausau  understands  the 
way  Grede  Foundries 
works,  the  property 
program  Wausau 
created  works  for  Grede. 


WAUSAU 
INSURANCE 


A+  (Superior)  A.M.  Best  Rating 
Wausau  Insurance  Companies,  2000  Westwood  Drive,  Wausau,  Wisconsin  54401  Telephone  (715)  845-5211  A  Member  of  the  Nationwide*  Group 


Energy  policies 


No  see-through 
buildings  here 

Ian  Wood  was  working 
in  his  father's  fishing  busi- 
ness in  Aberdeen,  Scot- 
land, when  oilmen  began 
arriving  there  to  explore 
the  North  Sea.  In  1972  he 
visited  Houston  to  see 
what  oil  might  do  to  Aber- 
deen. On  his  return,  Ian 
and  his  father  started  an  off- 
shore service  company. 
Last  year  the  John  Wood 
Group  earned  $17  mil- 
lion on  $214  million  in  rev- 
enues. Based  on  a  recent 
private  placement,  the 
Wood  family's  85%  of  die 
company  is  worth  about 
$130  million. 

Stephen  and  Peter 
Bond's  late  father,  David, 
was  running  a  crop-dust- 
ing business  out  of  Aber- 
deen when  Royal  Dutch/ 
Shell  asked  him  to  fly  heli- 
copters to  supply  its  fledg- 
ling North  Sea  operations 
in  the  early  1970s.  Today 


the  Bond  boys  own  and 
run  Europe's  second-larg- 
est helicopter  operator. 
In  1991  dieir  Bond  Heli- 
copters Ltd.  netted  nearly 
$9  million  on  sales  of  $104 
million. 

No  part  of  Britain  has 
prospered  more  from 
North  Sea  oil  develop- 
ment than  Aberdeen,  a 
town  of  211,000  friendly 
people  and  charming  native 
granite  buildings  nestied 
on  the  sea's  western  rim. 


Unlike  Houston,  say,  Ab- 
erdeen keeps  booming. 
Traffic  is  congested, 
home  prices  exorbitant. 
Some  54,000  local  peo- 
ple now  toil  in  oil;  another 
20,000  jobs  are  estimated 
to  depend  principally  on 
the  oil  business.  Unem- 
ployment is  just  3.3%,  ver- 
sus 9.7%  on  average  for 
Scotiand. 

But  the  wise  know  that 
all  booms  eventually  go 
bust.  No  matter  how 


Aberdeen, 
Scotland 
Friendliness, 
charm  and 
prosperity. 


generous  the  British  gov- 
ernment's tax  policies  (see 
story),  the  North  Sea's  oil 
and  gas  will  deplete  over 
the  next  20  to  25  years. 
Planning  ahead,  Ian 
Wood  now  generates  40% 
of  his  company's  sales 
outside  the  North  Sea,  and 
the  Bond  brothers  are 
bidding  on  work  in  the 
Middle  Bast  and  the  Far 
East.  U.S.  oil  service  com- 
panies beware. 

-T.M.  B 


Why  the  huge  difference  .>  Taxes 
and  politics. 

British  politicians  seem  to  under- 
stand that  it's  better  to  nurture  their 
North  Sea  goose  and  tax  it  than  to  eat 
it.  So  when  hard  times  hit  the  British 
oil  industry,  the  politicians  try  to  help 
it  along .  In  1 9  8  6 ,  the  worst  year  in  the 
oil  business  in  recent  memory,  the 
U.K.  allowed  companies  to  accelerate 
deduction  of  their  development  ex- 
penses, thereby  cutting  taxes.  That 
was  the  year  the  U.S.  raised  taxes  on 
domestic  producers. 

Thanks  to  tax  tinkering.  Royal 
Dutch/Shell's  $2.3  billion  Fulmar 
production  facilities  in  the  North  Sea 
will  still  be  producing  oil  in  2010 — 
five  years  past  the  Fulmar  oilfield's 
projected  life.  Tax  incentives  enabled 
Shell  to  appraise  and  develop  four 
nearby  fields,  and  to  run  their  output 
through  Fulmar's  facilities. 

Or  take  Lasmo  Pic,  a  $513  million 
(estimated  1991  revenues)  indepen- 
dent operator.  Under  British  law,  al- 


most all  North  Sea  oil  and  gas  fields 
opened  since  1982  are  free  of  all 
royalty  payments,  but  earlier  fields  are 
not.  Lasmo  wanted  to  develop  a  100- 
million- barrel  field  that  the  authori- 
ties ruled  was  legally  an  extension  of  a 
pre- 1982  field;  thus  the  new  wells 
would  be  subject  to  royalty  and  would 
therefore  be  uneconomic  for  the 
company.  Rather  than  kill  the  devel- 
opment, Britain's  energy  department 
ruled  that  if  profits  on  the  new  field 
were  to  dip  below  a  floor  rate  of 
return,  royalties  would  be  rebated. 
Lasmo  is  now  working  up  plans  to 
produce  roughly  45,000  barrels  a  day 
there  in  1995. 

British  depletion  allowances  are 
also  much  more  generous  than  those 
in  the  U.S.  And  almost  all  of  the 
British  sector  of  the  North  Sea  is  open 
to  explorers.  Compare  that  with  the 
situation  in  the  U.S.,  where  environ- 
mentalists have  fenced  off  nearly  all 
promising  new  territory,  including 
Alaska's  Arctic  National  Wildlife  Ref- 


uge (Forbes,  Mar.  9, 1987).  The  U.S. 
Department  of  the  Interior  estimates 
that  the  reflige  could  gush  as  much  as 
659,000  barrels  of  oU  a  day,  11%  of 
U.S.  imports.  But  oilmen  may  never 
get  to  drill  there. 

Off  California's  coast.  Point  Ar- 
guello,  the  U.S.'  biggest  oil  find  since 
Prudhoe  Bay,  is  now  producing  a 
mere  trickle  of  oil.  Years  of  emiron- 
mental  opposition  have  kept  the 
field's  owners  from  getting  the  crude 
to  refineries  onshore. 

Are  the  British  heedless  of  the  envi- 
ronment.^  No,  but  they  aren't  heed- 
less of  economics  either.  "Make  no 
mistake,"  says  Victor  Beghini,  presi- 
dent of  usx's  Marathon  Oil  Co.  "The 
British  government  has  the  same  goal 
as  the  U.S. — no  opportunit\'  for  emi- 
ronmental  damage.  The  difference  is 
that  the  British  haven't  hamstrung 
the  industrN'." 

Sighs  Beghini:  "EverN'  countr>'  in 
the  world  covets  our  energy-  expertise 
and  our  capital,  except  the  U.S."  !■ 
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rou  want  fo  go  where  no  one  has  gone  before. 

This  weekend. 


iittikli^'^  ■% 


mrsm' 


If  you  want  to  go  farther  than  all 
the  others,  consider  this: 
Almost  overnight,  Explorer  passed 
the  rest  to  become  the  best  seller, 
the  new  standard. 
Nothing  in  its  class  has  so  much  over- 
all room.  Or,  lets  you  go  from  2WD  to 
4WD  High  and  back,  on  the  fly  at  the 

push  of  a  button. 
A  4.0L  EFI  V-6  and  rear  anti-lock 
brakes  are  standard.  Available  amen- 
ities from  a  tilt-up  open-air  roof  to 
leather  seating  surfaces  can  make 
your  Explorer  a  luxurious,  and  very 
personal,  statement. 
Explorer  has  all  it  takes  to  go 
where  no  one's  gone  before. 
And  now,  so  can  you. 


Your  Explorer  is 

Buckle  up — together  we  can  save  lives. 


C^^CQ^ 


Have  you  driven  a  Ford... lately? 


'J'r'J^'^'*-"^'^^'"^ 


Judges  have  created  many  of  the  troubled 
waters  in  which  lawyers  fish. 

Accomplices 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


Much  of  what  sophisticates  loftily 
refer  to  as  the  "complexity"  of  the 
real  world  is  in  fact  the  inconsisten- 
cy in  their  own  minds.  Nowhere  is 
this  more  true  than  in  the  U.S. 
Supreme  Court. 

In  the  recent  case  of  Hudson  v. 
McMillian,  seven  Justices  got  them- 
selves tangled  up  in  self-imposed 
complications  over  the  Eighth 
Amendment's  ban  on  "cruel  and  un- 
usual Dunishment."  A  handcuffed 
prison  inmate  had  been  beaten  by 
prison  guards.  That  was  certainly  cru- 
el and  we  must  hope  that  it  was 
unusual.  The  real  question  is  whether 
it  was  punishment. 

When  the  Constitution  was  writ- 
ten, punishment  referred  to  the  sen- 
tences meted  out  in  court — not  the 
subsequent  administration  of  prisons. 
For  more  than  a  century  and  a  half, 
courts  respected  this  clear  meaning, 
which  is  to  say,  they  respected  the 
boundaries  of  their  own  power.  Then, 
during  the  recent  decades  of  judicial 
self-indulgence,  all  sorts  of  new  mean- 
ings were  read  into  the  Constitution. 

In  1976  the  legal  concept  of  "pun- 
ishment" was  extended  beyond  its 
historic  meaning  in  the  Eighth 
Amendment.  The  administration  of 
prisons  was  now  transformed  into  a 
constitutional  issue. 

No   doubt   many   terrible   things 


happen  in  prison — and  always  have. 
This  is  not  one  of  those  new,  modern 
"complexities"  which  supposedly 
"force"  the  courts  to  adapt  a  "living 
Constitution"  to  our  more  advanced 
times.  Those  who  wrote  the  Consti- 
tution simply  had  the  good  sense  not 
to  try  to  make  it  cover  every  spar- 
row's fall. 

Every  misdeed,  outrage,  or  even 
atrocity  is  not  unconstitutional.  It  is 
still  not  unconstitutional  to  murder 
the  President  of  the  U.S.,  for  exam- 
ple, and  30  years  ago  it  was  not  even  a 
violation  of  a  federal  statute.  Yet,  in 
recent  decades,  the  dangerous  idea 
seems  to  have  gained  acceptance  that 
whatever  shocks  a  Supreme  Court 
Justice  is  unconstitutional. 

Justice  Sandra  Day  O'Connor, 
who  delivered  the  Court's  decision  in 
Hudson  V.  McMillian,  referred  to 
"evolving  standards  of  decency  that 
mark  the  progress  of  a  maturing 
societv'"  to  justify  judges'  rushing  in 
where  the  Constitution  gave  them  no 
authority  to  tread.  She  was  quoting  a 
1981  decision — which  is  to  say,  she 
was  following  the  logic  of  extensions 
of  the  Constitution  breeding  new 
extensions. 

Worse,  it  breeds  a  pervasive  uncer- 
tainty as  to  what  laws  in  general  mean. 
That  is  good  news  only  to  lawyers. 
Centuries  of  struggle,  agony  and 
bloodshed  have  gone  into  promoting 
the  ideal  of  "a  government  of  laws 
and  not  of  men."  Now  all  of  that  has 
been  blithely  waved  aside  with  lofty 
talk  about  "evolving  standards" — 
which  means  that  you  cannot  know 
what  the  law  means  until  judges  issue 
the  latest  bulletin  from  the  "evolving 
standards"  front. 

Why  did  the  Constitution  estab- 
lish other  branches  of  government,  if 
not  to  allow  changing  needs  and 
standards  to  be  reflected  in  changing 
laws  and  policies?  Too  often  the 
"evolving  standards"  of  the  judges 


are  simply  the  Zeitgeist  of  the 
anointed  imposed  on  an  electorate 
which  has  rejected  it. 

You  cannot  have  a  law-abiding  so- 
ciety unless  people  know — in  ad- 
vance— what  the  law  means.  Not  only 
individuals  but  institutions  cannot  be 
decisive  when  "evolving  standards" 
turn  judges  into  roving  second-guess- 
ers  with  power,  rather  than  enforcers 
of  known  laws. 

Schools  are  paralyzed  in  dealing 
with  disruptions  and  violence  that 
threaten  the  very  purposes  for  which 
schools  were  established,  because  no 
one  knows  how  some  judge  will 
apply  "evolving  standards"  and  let 
the  school  be  sued  by  a  hoodlum 
who  was  expelled.  Businesses,  foun- 
dations and  public  agencies  likewise 
live  in  the  shadow  of  murky  "evolv- 
ing standards"  of  law,  which  ulti- 
mately mean  that  even  the  most 
clearly  spelled-out  law  or  contract 
does  not  protect  you  from  some 
judge's  crotchets. 

The  so-called  "litigious  society"  is 
not  unrelated  to  the  judicial  blurring 
of  legal  lines.  Judges  have  created 
many  of  the  troubled  waters  in  which 
lawyers  fish.  More  important  than  the 
particular  damage  awards,  or  the  legal 
blackmail  that  leads  to  out-of-court 
settiements,  is  the  indecisiveness  im- 
posed on  decision  makers  in  general. 

Put  differentiv,  those  who  know — 
who  are  on  the  scene  and  ha\'e  the 
experience,  training  and  expertise  to 
realize  what  needs  to  be  done — are 
constrained  by  the  second-guessers 
with  their  "evoking  standards." 
Those  who  know  are  being  stifled  by 
those  who  don't  know. 

What  is  at  issue  are  not  simply  the 
particular  facts  of  the  particular  prison 
episode  on  which  the  Supreme  Court 
ruled  in  Hudson  v.  McMillian,  but 
the  legal  principles  they  resorted  to  in 
resoKing  that  case.  It  is  not  easy  to 
remain  faithfiil  to  the  written  Consti- 
tution and  at  the  same  time  respect 
the  legal  precedents  of  an  era  when 
earlier  judicial  adventurers  have  gone 
off  into  the  wild  blue  yonder. 

That  is  not  due  to  "complexit>-," 
however.  It  is  due  to  the  legal  in- 
consistencies inherent  in  tning  to 
make  the  Constitution  an  instru 
ment  of  the  Zeitgeist  instead  of  a 
framework  for  a  government  of  laws 
and  not  of  men.  ^ 
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Of  Dining. 


First  Jersey,  Blinder,  Robinson,  Stuart-James, 
Chatfield  Dean— the  name  keeps  changing  but  the 
game  remains  the  same. 

Hello,  sucker 


By  Claire  Poole 

About  a  year  ago  Chat- 
field  Dean  &  Co.  took  over 
eight  offices  and  200  bro- 
kers from  the  liquidating 
penny- stock  peddler  Stu- 
art-James. That's  how  it  is 
in  the  penny-stock  busi- 
ness. Put  one  firm  out  of 
business  and  another  takes 
over  the  offices  and  the  per- 
sonnel. Only  the  name 
changes. 

When  two  states — Mis- 
souri and  Massachusetts — 
threatened  to  ban  Chatfield 
Dean  from  selling  securities 
there,  the  firm  withdrew  its 
applications.  Chatfield 

Dean  had  already  been  so- 
liciting business  in  Massa- 
chusetts without  a  license 
and  had  failed  to  disclose  its 
business  in  unlisted  o-t-c 
securities  to  Missouri  officials.  Each 
state  fined  the  firm  $4,000. 

The  National  Association  of  Secu- 
rities Dealers  has  already  fined  Chat- 
field Dean  $1,000  for  entering 
Nasdaq  quotations  containing  exces- 
sive spreads.  The  nasd  has  also  cen- 
sured and  fined  the  firm  for  failure  to 
supervise  brokers,  guaranteeing  re- 
turns on  investment  and  unautho- 
rized trading  in  its  Chicago  branch 
office.  Chatfield  Dean  is  appealing. 

And  now  comes  the  Securities  & 
Exchange  Commission.  In  January, 
sources  say,  sec  investigators  subpoe- 
naed thousands  of  pages  of  Chatfield 
Dean  documents,  including  trading 
records  and  customer  complaints. 
They're  said  to  be  looking  for  evi- 
dence of  "crossing,"  a  practice  in 
which  stock  is  shifted  back  and  forth 
between  investors  to  pump  up  the 
price  and  generate  commissions. 

First  Jersey  Securities  is  long  gone, 
and  so  are  Blinder,  Robinson  ("Blind 


'em  and  rob  'em")  and  Stuart-James. 
But  the  penny-stock  monster  is  a  pro- 
tean character.  With  1 1  branch  offices 
and  about  600  brokers,  Chatfield 
Dean  &  Co.  has  taken  Stuart- James' 
place  as  the  largest  penny-stock  bro- 
ker in  the  U.S.,  grossing  an  estimated 
$50  million  last  year.  One  state  regu- 
lator was  recendy  told  that  the  firm 
plans  to  expand  to  16  offices  and 
1,000  brokers. 

Except  for  the  signboard,  nothing 
much  changes  as  one  name  succeeds 
another.  A  new  Chatfield  Dean  bro- 
ker is  simply  handed  Blinder,  Robin- 
son's old  training  manual,  with  Chat- 
field Dean's  name  on  the  cover.  It 
highlights  the  familiar  three-call  ap- 
proach to  selling  stock:  introduction, 
teaser,  hard  sell.  The  manual  gives 
sample  pitches  and  recommends  that 
brokers  make  200  to  300  calls  a  day. 
Chatfield  Dean  offices  are  literally 
sweatshops  of  cold-calling.  In  Chica- 
go, according  to  former  brokers,  if 


branch  manager  Kevin 
Grom  catches  a  broker  not 
using  his  telephone,  the 
broker  loses  that  privilege 
for  the  day. 

In  one  incident  that  gives 
new  meaning  to  the  term 
"hard  seU,"  a  Chatfield 
Dean  broker  in  Tampa  had 
a  woman's  utilities  turned 
off  when  she  wouldn't  buy 
stock  fi-om  him. 

Prospects  who  take  the 
Chatfield  Dean  telephone 
bait  sometimes  get  unlove- 
ly surprises.  About  a  year 
ago  a  Boise  college  profes- 
sor bought  1,500  shares  of 
a  computer  distributor 
called  Random  Access.  The 
professor  knew  the  risks  of 
investing  in  low-priced 
stocks,  but  he  didn't  know 
the  risks  of  dealing  with  Chatfield 
Dean.  Several  months  later  his  broker 
called  to  update  him  on  his  holding  in 
Airship  International.  Airship  Inter- 
national? The  professor  told  his  bro- 
ker he  must  have  confused  him  with 
another  client. 

But  when  the  professor  went  over 
his  statements,  he  discovered  that  his 
stake  in  Random  Access  had  been  sold 
in  July,  without  his  prior  knowledge. 
The  proceeds  were  used  to  buy  1,500 
shares  of  something  called  Plants  for 
Tomorrow.  A  few  days  later  that  trade 
was  canceled,  and  his  money  went  to 
buy  2,600  shares  in  Airship  Interna- 
tional. The  professor  didn't  even 
know  what  Airship  International  \\  as. 
It  was  a  blimp  operator  for  which 
Chatfield  Dean  had  helped  raise  $4 
million  in  a  Februar\'  offering. 

After  the  professor  complained  to 
Idaho  regulators,  Chatfield  Dean 
agreed  to  reverse  his  trades.  He's 
thinking  of  going  to  another  firm. 
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xwo  reasons  to  choose  the  Quiet  Gompany; 


I,  ^ur  daughter. 
2.  The  superior  financial  strength  of  Northwestern  Mutual  Life. 

iN^rthwestem  Mutual  Life  has  always  received  the  highest  possible  ratings 
for  financial  strength  from  Moody's,  Standard  &  Poor's,  A.M.  Best  and 
Duff  &  Phelps.  It  has  also  been  consistently  ranked  "the  most  financially 
sound  life  insurance  company"  in  an  annual Fortunermigazme  study. 

The  more  reasons  you  have  for  ^vanting  the  most  secure  life  insurance, 
the  better  the  Quiet  Compar^  sounds. 

The  Quiet  Company® 


©  1992  Ttie  Northwestern  Mutual  Life  Insurance  Company,  Milwaukee,  Wisconsin.  Reprinted  by  permission  of  Moody's,  Standard  &  Poor's,  A.M.  Best,  DufF&  Phelps  and  Fortune. 


Chatfield  Dean 

John  and  Aloha  Burns,  retired 
ranchers  living  in  Silver  City,  N.M., 
had  a  chilling  experience  after  diey 
were  taken  in  by  a  cold-calling  Chat- 
field  Dean  broker.  The  broker  told 
Aloha  Burris  he  could  double  the 
couple's  money  in  a  stock  called  Trin- 
ity Towne  Investments.  So  she  com- 
mitted $4,700  over  a  six-month  peri- 
od— the  last  of  their  life's  savings. 

Trinity  Towne  Investments?  It  was 
a  penny  stock  that  began  as  a  blind 
pool  and  later  acquired  a  company 
called  D.H.A.  Dental,  Inc.  In  April 
1990  D.H.A.  Dental  filed  for  Chapter 
II.  The  stock,  which  traded  at  3¥4 
cents  when  the  Burris  couple  bought 


it,  has  since  fallen  off  the  pink  sheets  as 
an  inactive  stock. 

Some  of  Chatfield  Dean's  recent 
offerings  are  recycled  Blinder  stocks 
like  Vector  Aeromotive  Corp.,  maker 
of  a  $378,000  exotic  sports  car  alleg- 
edly capable  of  speeds  topping 
200mph.  Last  August  Chatfield 
Dean,  with  Paulson  Investment  Co., 
raised  $4.5  million  for  Vector.  The 
Vector  units  came  out  at  $1  and 
traded  as  high  as  $2  and  change — 
even  though  Vector  had  ceased  pro- 
duction in  March  1991.  Now,  just 
half  a  year  later,  the  Vector  units  have 
fallen  back  down  to  around  $1 . 

The  man  behind  Chatfield  Dean  is 
Sanford  Greenberg,  a  33-year-old 
fond  of  Rolls-Royces  and  Rolex 
watches.  Greenberg  learned  the  busi- 
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ness  at  the  feet  of  the  penny- stock 
master,  Meyer  BUnder.  During  his 
seven  years  at  Blinder,  Robinson 
(Forbes,  Apr.  20,  1987),  Greenberg 
pulled  down  more  than  $500,000  a 
year  as  one  of  the  firm's  top  salesmen 
and  training  executives.  Before  that 
Greenberg  sold  cars  and  picked  up 
some  tricks  of  the  trade  fi-om  his 
father,  oft- disciplined  Arnold  Green- 
berg of  Sherwood  Securities. 

Like  Blinder  and  his  own  dad, 
Greenberg  is  no  stranger  to  regula- 
tory problems.  In  March  1991  he  was 
censured  and  fined  $4,500  for  unsuit- 
able securities  transactions  while  at 
Blinder,  Robinson.  In  January  1989, 
a  year  before  the 
Wf^jA  complaint  originally 
WJ^S^'  came  down,  Green- 
^T^A  berg  left  Blinder  to 
join  Power  Securi- 
ties. In  February 
1989  Power  Securi- 
ties shut  down  un- 
der pressure  from 
regulators. 

Looking  for  an 
outiet  for  his  tal- 
ents, Greenberg 
joined  Chatfield  In- 
vestment Co.,  a  small 
firm  run  by  Cheryl 
Chatfield.  They 

changed  the  name  of 
the  firm  to  Chatfield 
Dean  &  Co. — Dean 
being     Greenberg's 
middle  name.  A  year 
later    Chatfield    left 
the  firm. 
In  November  1990  state  regulators 
tried  to  block  Chatfield  Dean's  take- 
over of  Stuart- James'  Florida  offices, 
but  a  state  court  ruled  against  that. 

And  so,  it  seems,  you  can't  keep  a 
penny- stock  con  artist  down.  Federal 
and  state  investigators  suspect  that 
Greenberg  gave  a  10%  stake  in  Chat- 
field Dean  to  Stuart-James'  old  prin- 
cipals, Stuart  Graff  and  James  Pad- 
gett, in  exchange  for  Stuart- James' 
offices.  Greenberg  denies  it. 

You  wouldn't  learn  much  of  this 
from  talking  with  Sandy  Greenberg. 
He  claims  his  firm  sells  mostiy  John 
Hancock  mutual  funds  and  Nasdaq 
securities.  But  forewarned  is  fore- 
armed. Next  time  you  get  a  cold  call 
from  a  Chatfield  Dean  broker,  hang 
up.  Fast.  ^ 
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I®  IW2  Four  Seasons  Hotels  Ltd. 


JOSE  IS  A  VIRTUOSO 

AT  Ensuring  YOU 

ALWAYS  PUT  YOUR  BEST 
FOOT  FORWy?D. 


At  Four  Seasons  Hotels,  we  know  tnat  Drilliantly  shined  snoes  can  rerlect  positively  on  those  wno  wear 
tnem.  Tnus,  our  valets  will  unrailingly  polisn  your  Oxrords  and  pumps  to  mirror-like  perrection,    A  k 
make  small  repairs,  ir  needed,  tnen  return  tne  snoes  with  dispatch  to  their  rightml  destination.   ^  ^ 
And  not  only  is  the  shoeshine  worthy  or  compliments,  hut  at  Four  Seasons  it's  always   p-  ^m^ 

complimentary.  Which  rits  comrortahly  with  our  helier  that  in  these  value -conscious    lULII  3Cu3Ul  i-> 
times,  the  demands  or  your  trip  should  demand  nothing  less  than  Four  Seasons  Hotels.      HOtBlS *  iiGSOrtS 


Blaine  Roberts, 
senior  managing 
director 

of  Bear,  Stearns 
Is  that  a 
trading  floor 
or  a  factory 
floor? 


Is  it  paper-shuffling?  Or  a  new  form  of  manufacturing? 
Call  it  what  you  will,  Wall  Street  firms  have  figured  out 
how  to  transform  old-fashioned  bank  loans  into  all 
kinds  of  new  securities. 

Bank  reforai 
Wall  Street  style 


By  Richard  L.  Stem  and  Jason  Zweig 

Blaine  Roberts,  a  senior  managing 
director  at  investment  bank  Bear, 
Stearns  &  Co.,  gazes  out  over  an 
enormous  room  as  tumultuously  ac- 
tive as  an  anthill.  "That's  a  refining 
and  manufacturing  operation  out 
there,"  says  Roberts.  This  is  no  fac- 
tory floor  but  a  bedlam  of  traders  and 
blinking  computer  screens  on  Bear, 
Stearns'  trading  floor.  What  are  these 
suspenders-and-tie-clad  traders  man- 
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ufacturing.''  New  kinds  of  securities. 

Explains  Roberts:  "The  banks  sup- 
ply us  with  the  raw  ore — mortgages, 
for  instance.  We  package  them  to- 
gether, then  divide  them  into  new 
pieces — principal  tranches  for  this  in- 
vestor, interest  tranches  for  that  one." 

Bear,  Stearns'  financial  factor\'  is 
one  of  dozens  on  Wall  Street.  It  and 
some  of  the  others  have  been  around 
for  a  decade  or  more,  but  they  have 


received  a  mighty  boost  fi^om  the 
current  predicaments  of  the  U.S. 
banking  system.  Forced  by  regulators 
to  get  rid  of  some  loans,  forced  by 
capital  stringencies  to  unload  others, 
bankers  have  had  to  shrink  their  bal- 
ance sheets.  Bv  their  abilit\^  to  take  a 
simple  loan  and  turn  it  into  some- 
thing else.  Wall  Street  is  adding  value, 
and  making  big  money  in  the  process. 

The  new  business  is  built  partly  on 
technology'.  In  the  old  days,  only  the 
local  bank's  lending  officer  could  give 
a  loan  the  constant  monitoring  it 
needed.  There  was  no  way  an  in\estor 
in,  say,  Pordand,  Ore.  would  uant  to 
lend  money  to  a  person  he  had  never 
met  in  Pordand,  Me.  Today  powerfijl 
computers  can  determine  prepay- 
ment and  default  risks  on  pools  of 
thousands  of  loans  bundled  together. 
The  brick-and-mortar  approach  of 
the  traditional  bank  is  being  replaced 
bv  the  chip-and-circuit  approach  of 
Wall  Street. 

All  this  has  added  significanUy  to 
Wall  Street's  prospects.  Last  year  its 
firms  raised  huge  sums  of  money  for 
business  in  its  traditional  ways,  selling 
$76  billion  in  equit>'  and  3208  billion 
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Al  Gerstenberger:  Ford  Designer 


"You  might  be  surprised  to  learn  wlio  builds  five  of  the  ten  best  selling  vehicles  in  America" 


At  Ford  Motor  Company,  when 
.^  we  set  out  to  design  a  new  car 
or  truck,  we  never  forget  tliat 
your  opinion  is  the  most  im- 
portant one.  So,  we  get  input 
from  customers  at  every  stage 
of  new  product  development  to 
find  out  exactly  what  you're 
looking  for.  That  may  be  why 
five  of  the  ten  best  selling  vehi- 
cles in  America  are  made  by 
Ford  Motor  Company.* 


^>rd 


Ford  •  Lincoln  •  Mercury  •  Ford  Trucks 


J  Buckle  up-Togelher  we  can  save  lives 
Based  on  1991  Calendar  Year  sales  data 


Always  insist  on  genuine  Ford  Motor  Company  collision  repair  par|?,, 


Securitization 


Ex-Salomon 
Brothers  trader 
Lewis  Ranieri 
Now  he  buys 
banks. 
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in  longer-term  debt.  But  added  to 
that  was  $299  billion  in  loans  turned 
into  securities:  mortgages,  packages 
of  credit  card  receivables,  computer 
leases  and  recreational  vehicle  loans — 
mosdy  originated  by  banks  and  finan- 
cial companies.  That's  hundreds  of 
millions  of  dollars  in  fees  for  Wall 
Street,  not  counting  trading  profits. 

The  impact  on  the  economy  and  on 
society  is  considerable.  In  the  1974 
credit  crunch,  home  buyers  could  not 
get  a  mortgage  anywhere  because  the 
banks  were  strapped  for  funds  and  had 
nothing  to  spare  for  mortgages.  In 
1 99 1,  amid  nationwide  recession  and 
local  real  estate  depressions,  mort- 
gages were  readily  available  because 
banks  knew  that,  immediately  after 
originating  home  loans,  they  could 
sell  them  off  for  repackaging. 

Without  that  wave  of  securitiza- 
tion, the  1991  credit  crunch  might 
well  have  been  billions  of  dollars 
worse.  By  turning  loans  and  mort- 
gages into  marketable  securities.  Wall 
Street  has  found  a  way  to  channel 
money  from  pension  funds  and  other 
institutional  investors  into  private 
lending,  using  banks  simply  as  origi- 
nators rather  than  as  providers  of 
capital. 

That  $299  billion  of  loans  turned 
into  securities  in  1991  included  more 


than  $200  billion  in  mortgages,  $22 
billion  in  credit  card  receivables,  $17 
billion  in  auto  loans,  $10  billion  in 
home  equity  loans,  $450  million  in 
recreational  vehicle  loans,  and  na- 
scent markets  in  other  kinds  of  corpo- 
rate receivables  like  computer  equip- 
ment leases.  Dean  Witter  Financial 
Services  Group,  including  Sears  Con- 
sumer Finance  Corp.  and  Discover, 
has  originated  and  securitized  more 
than  $6  billion  in  credit  card  receiv- 
ables, recreational  vehicle  loans  and 
other  consumer  loans. 

The  next  likely  package:  commer- 
cial real  estate  loans.  This  year  total 
securitization  could  jump  16%,  to 
$350  billion,  says  Roberts. 

In  the  odd  and  unpredictable  way 
these  things  work,  regulation  meant 
to  strengthen  the  banks  may  be  help- 
ing Wall  Street  more  than  the  banks. 
The  capital  standards  set  by  the  Bank 
for  International  Settlements,  which 
determine  how  much  capital  must  lie 
behind  a  bank's  assets,  accord  securi- 
tized mortgages  the  lowest  risk 
weighting.  But  individual  mortgages 
get  a  much  higher  risk  rating. 

So  banks  are  securitizing  their 
mortgage  loans  as  fast  as  they  make 
them,  then  buying  the  securitized 
pools  back  from  their  packagers  on 
Wall  Street.  In  the  first  half  of  1991 


commercial  banks  made  $63  billion  in 
mortgage  loans,  securitized  $37  bil- 
lion of  that  amount,  and  bought  back 
$10  billion. 

Not  surprisingly,  the  share  of  finan- 
cial assets  held  by  banks  and  thrifts  has 
fallen  from  58%  in  1974  to  40%  in 
1991 .  Pension  funds  have  30%,  mutu- 
al funds  and  insurance  companies 
have  just  over  10%  each,  and  other 
holders  have  the  rest.  Richard  Craw- 
ford of  Madison  Financial  Group,  a 
Washington,  D.C. -based  consulting 
firm,  estimates  that  the  share  of  finan- 
cial assets  held  by  banks  and  thrifts 
will  drop  to  35%  by  1995  and  could 
fall  below  30%  by  die  year  2000. 

Instead  of  fighting  the  wave  of 
change,  many  of  the  smartest  banks 
are  riding  it.  As  Robert  Grossman, 
managing  director  at  Fitch  Investors 
Ser\ice,  puts  it:  "Banks  are  becoming 
marketing  organizations,  not  credit 
organizations." 

Take  mbna  Corp.,  which  was  spun 
off  from  MNC  Financial,  Inc.,  the  Bal- 
timore banking  giant,  in  January 
1991.  Although  it  has  no  branch  of- 
fices, MBNA  is  the  nation's  third-larg- 
est issuer  of  credit  cards.  Of  its  $8.8 
billion  in  total  loans,  mbna  has  securi- 
tized 60%. 

After  MBNA  attracts  cardholders 
through  direct  mail  and  telemarket- 
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''Now  it  turns  out  our  employee 
health  insurance  plan  can't  even 
cover  all  his  medical  expenses 
We  aren't  exactly  batting 
a  thousand'.' 


Deduaibles.  Copayments.  Out-of-pocket  costs  are  hard  on  your  employees.  And  health 
insurance  is  a  growing  expense  for  your  company  You  can  serve  your  employees  and  your  bottom 
line  with  AFLAC  supplemental  insurance. 

For  35  years,  AFLAC  has  been  a  leader  in  supplemental  insurance,  specializing  exclusively  in  this 
increasingly  vital  field.  Our  solid  reputation  for  smart  business  and  reliable  service  has  led  over  80,000 
companies  in  the  U.S.  alone  to  include  AFLAC  in  their  employee  health  plans.  They  depend  upon  AFLAC 
for  a  lasting  and  beneficial  relationship. 

No  one  in  the  business  offers  more  supplemental  products  than  AFLAC.  With  AFLAC,  you  can 
offer  your  employees  a  full  range  of  supplemental  policies  without  increasing  insurance  costs  to  your 
company  You  save  money  while  closing  insurance  gaps  and  providing  the  protection  your  employees 
need— and  deserve. 


For  more  information  on  supplemental  insurance  from  AFLAC, 
contact  AFLAC,  1932  Wynnton  Rd.,  Columbus,  Georgia  31999.  Or  call 
1-800-99-AFUC  (1-800-992-3522). 
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Insuring  Over  35  Million 
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Moving  In  Quality  Circles 
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fJor  a  supplier  of  metallurgical  products  to 
today's  industry,  controlling  quality  statistically  -  or,  Statistical  Process  Control  -  is  a  way  of  life. 
The  theory  of  SPC  is  easily  taught . . .  but,  theory  doesn't  feed  the  bulldog. 

"If  you  want  somediing  done  right,"  goes  the  saying,  "do  it  yourself."  So  we  did.  At  Fansteel 
Washington  Manufacturing,  a  major  supplier  of  wire  form  products  to  a  myriad  of  industries, 
Quality  Circles  were  formed  for  employees  to  teach  die  application  of  Statistical  Process  Control 
to  themselves.  Management  personnel,  as  well  as  line  workers,  were  included. 

Did  it  work?  Ask  John  Deere.  Or  Toro  Wheelhorse.  Or  Maremont.  Or  any  Fansteel  Washington 
customer  that  requires  the  quality  to  be  built  in  through  SPC.  At  Fansteel  Washington 
Manufacturing,  we  move  in  Quality 
Circles.  It's  one  more  reason  it  will  pay 
you  to  know  more  about  us. 


Washington  Manufacturing  supplies  wire  forms 
and  fasteners  to  a  wide  variety  of  industries 
ranging  from  appliances  to  recreational  products. 


Fansteel  is  a  Specialty  Metals  Manufacturer  of  Fabricated  Aircraft/  Aerospace  and  Weapons  Systems  Components. 

Forcings,  Sand  Mold  and  Investment  Castings,  Cutting  and  Milling  Tools,  Tool  Holding  Devices,  Coal  Mining 

Tools  and  Accessories,  Construction  Tools,  Wear  Parts  and  Special  Wire  Forms. 


[Fansleel 

1  Tantalum  Place  •  North  Chicago,  IL  60064 
708-689-4900 


Securitization 

ing,  it  sells  their  charges  in  batches  up 
to  $1  billion  to  trusts  it  sets  up.  The 
trusts  issue  debt,  which  is  underwrit- 
ten by  such  firms  as  Merrill  Lynch  and 
First  Boston  and  sold  to  institutional 
investors.  The  trusts  pay  the  interest 
with  the  income  generated  by  the 
credit  card  receivables,  but  mbna  gets 
them  off^its  balance  sheet.  All  this  has 
helped  make  mbna  one  of  the  most 
profitable  banks  in  the  country,  with 
25%  return  on  equity  last  year.  In  the 
process  mbna  has  generated  some 
$20  million  in  underwriting  fees  for 
Wall  Street. 

Thus,  while  Congress  fiddles  and 
fudges  on  banking  reform,  the  mar- 
kets have  done  the  job  for  Congress, 
obsoleting  and  bypassing  the  Glass- 
Steagall  Act,  which  separates  com- 
mercial banking  from  investment 
banking.  Already  J. P.  Morgan  and 
Bankers  Trust  derive  more  of  their 
revenues  and  profits  from  fee-relat- 
ed activities,  such  as  underwriting 
securities  and  trading,  than  from 
traditional  lending.  Merrill  Lynch, 
which  holds  a  spectacular  $435  bil- 
lion in  customer  assets,  also  has  is- 
sued more  than  $600  million  in  hues 
of  credit  outstanding  to  small  and 
midsize  businesses. 

Does  all  this  make  J. P.  Morgan  a 
broker?  Merrill  Lynch  a  bank.''  The 
,  people  who  drafiied  the  Glass-Steagall 
Act  would  have  to  scratch  their  heads 
in  perplexity.  Lewis  Ranieri,  the  for- 
mer Salomon  Brothers  trader  who 
helped  pioneer  securitized  mort- 
gages, labels  both  kinds  of  financial 
institutions  "hermaphrodites." 

Whatever  you  call  them,  they  must 
learn  new  habits.  Ranieri  bought  55 
bank  branches  for  his  Houston-based 
United  Savings  Association  of  Texas 
and  says,  "Branches  do  make  you 
money  if  you  run  them  right  by  driv- 
ing enough  products  through  them^ — 
but  not  if  you  run  them  just  as  deposit 
outposts."  He  means,  of  course,  that 
bank  offices  can  no  longer  make  mon- 
ey simply  off  the  spread  between  what 
it  costs  to  attract  deposits  and  what 
they  earn  lending  out  those  deposits. 
They  need  fees,  and  originating  loans 
for  Wall  Street  packagers  is  a  lovely 
way  to  earn  fees  without  committing 
capital. 

Bank  reform?  Clearly  the  free  mar- 
ket can  do  a  better  job  at  it  than 
Congress  can.  ^M 
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THERE'S  AN  EASIER  WAY 

TO  MANAGE 
BUSINESS  INFORMATION. 

With  softw^are  solutions  from  IMRS.  From 
data  collection  and  consolidation  to  reporting,  to 
executive  information  systems,  major  corporations 
use  our  products  to  save  time  and  money  while 
gaining  an  unprecedented  degree  of  control.  One 
Fortune  500  customer  quoted  yearly  savings  in 
excess  of  $300,000! 

IMRS  offers  a  complete  range  of  microcom- 
puter-based business  information  solutions  to  meet 
the  diverse  needs  of  our  corporate  cUents.  We  believe 
it's  unrealistic  to  think  one  product  can  solve  every 
problem.  The  reality  is— it  takes  one  company. . . 


IMRS 


For  more  information  or  a  free  poster  of  this  illustration,  contact  IMRS, 
Dept.  41,  777  ^ong  Ridge  Road,  Stamford,  CT  06902  203-323-6500. 


After  creating  Mexico's  top  brokerage  house, 
Roberto  Hernandez  is  becoming  one  of  tlie 
country's  biggest  bankers. 

"IfCancun 
is  saturated, 
go  to  Vera  Cruz" 


By  Thomas  Bancroft 


Roberto  Hernandez,  now  49,  is 
prominent  among  the  new  genera- 
tion of  Mexican  entrepreneurs  whose 
dash  and  flair  are  the  equal  of  that  of 
their  U.S.  counterparts.  The  son  of  a 
cattle  rancher  in  the  smaU  tropical 
village  of  Tuxpan,  Hernandez  began 
dabbling  in  the  stock  market  in  the 
late  1960s  aftrer  graduating  from  the 
Universidad  Iberoamericana  in  Mexi- 
co Cit>'.  By  1971  he  had  made 
enough  money  to  found  his  own  bro- 
kerage house,  Ac  Clones  Y  Valores, 
eventually  building  it  into  Mexico's 
largest  {¥oR£ES,  Apr.  16,  1990). 

Last  month  Hernandez  and  a  large 
group  of  partners  completed  the  S3. 2 
billion  acquisition  from  the  Mexican 
government  of  Banco  Nacional  de 
Mexico.  Popularly  known  as  Bana- 
mex,  it  is  Mexico's  largest  (assets,  S31 
billion)  and  most  profitable  bank  (re- 
turn on  equit}%  28%).  He  and  his 
partner,  Alfredo  Harp,  serve  as  chair- 
man and  chief  executive,  respectively. 

The  partners  paid  2.6  times  book 
for  Banamex — a  hefh'  ratio  by  U.S. 
standards  but  not  as  much  as  other 
Mexican  banks  have  gone  for  this  year 
in  an  economy  where  ever)'thing  is 
growing:  industry,  savings,  incomes. 
Banamex  is  well  positioned.  It  has 
725  branches — second  only  to  Ban- 
comer — and  has  already  cornered 
more  than  30%  of  Mexico's  fast- 
growing  credit  card  business.  Just  last 
month  Banamex  entered  into  a  joint 
venture  with  American  Express  to 
issue  Gold  Cards  to  Mexican  consum- 
ers. With  deposits  of  S25  billion,  Ba- 
namex controls  almost  25%  of  the 
countn''s  deposit  base,  including 
nearly  50%  in  Mexico  Cit>'. 

As  Mexican  President  Carlos  Sali- 
nas de  Gortari  continues  to  privatize 
the  countr\''s  18  banks,  competition 
will  heat  up  in  Mexican  banking,  and 
interest  rate  spreads  on  commercial 
loans  will  probably  narrow.  Oftsetting 
this,  however,  there  is  plentN'  of  fat  to 
cut  from  the  bank's  work  force  of 
3 1 ,000.  ''The  bank  used  to  operate  in 
a  \cr\  segmented  way,  with  se\en 
different  divisions,  all  with  their  own 
accounting,  public  relations  and  per- 


Harp  (left)  and  Hernandez 

Reaping  hefty  rewards  after  buying 

Mexico's  largest  bank. 
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^EFORE  YOU  FILL  THESE  OPENINGS,  INTERVIEW  SOME 
^OUTSTANDING  CANDIDATES,  Selecting  the  right  vehicles  for 
your  company  can  involve  some  tough  decisions.  Fortunately,  Mazda  has  all 

the  necessary  qualifications  to  meet  your  complex  fleet  needs.  Consider  the  all-new 

929  luxury  sedan  and  the  exceptionally  well-appointed  626. 

Both  are  backed  by  an  outstanding  36-month/50,000-mile, 

"bumper-to-bumper,"  no-deductible  warranty.*  Now,  combine 

all  this  with  an  established  reputation  for  quality,  perfor- 
mance, and  high  resale  value,  and  you  can  see  why  Mazda 

sedans  would  make  outstanding  additions  to  your  company. 

To  arrange  an  interview  at  your  earliest  convenience,  call 

Mazda  Operations  at  1-800-45-FLEET  today. 


*See  your  Mazda  Dealer  for  limited-warranty  details 
)  1991  Mazda  Motor  of  America,  Inc. 


Mazda  929 


Mazda  626 


Banco  Nacional  de  Mexico 


sonnel  departments,"  says  Hernan- 
dez. Hernandez  and  Harp  have  al- 
ready fired  more  than  100  outside 
consultants  and  closed  more  than  20 
offices.  Total  savings  so  far:  about 
$100  million.  Hernandez  is  personal- 
ly recruiting  new  talent.  At  Stanford 
University  Banamex  has  established  a 
modest  scholarship  program  for  bud- 
ding Mexican  bankers. 

Hernandez  will  need  all  the  talent 
he  can  find.  As  a  state-owned  bank, 
Banamex  used  to  be  its  own  biggest 
customer.  By  federal  regulation,  30% 
of  its  deposits  were  lent  to  the  govern- 
ment. As  a  consequence  of  a  newly 
balanced  Mexican  budget,  that  per- 
centage will  drop  to  only  about  10%. 
The  trick  will  be  to  replace  the  state 
business  with  more  profitable  retail 
and  commercial  lending.  But  this  re- 
quires new  skills. 

The  business  is  certainly  there. 
Mexican  banks  booked  30%  more 
commercial  loans  in  1991  than  they 
did  the  year  before.  Most  of  that  new 
demand  is  coming  from  midsize  com- 
panies, and  here,  too,  Banamex  is  well 
positioned.  About  51%  of  its  $19 
billion  loan  portfolio  is  in  loans  to 
companies  with  sales  of  $5  million  to 
$30  million.  On  the  retail  level,  mort- 
gage lending  is  beginning  to  take  off' 
as  well.  Already,  about  12%  of  Bana- 
mex's  loan  portfolio  is  residential 
mortgages. 

To  help  monitor  credit  quality 
while  expanding  the  bank's  loan  port- 
folio, Hernandez  is  improving  the 
bank's  sophisticated  database,  which, 
among  other  things,  has  detailed  in- 
formation on  almost  every  construc- 
tion project  in  the  country.  "1  can  tell 
you  exactiy  how  many  new  develop- 
ments are  happening  in  Hermosillo  or 
Cancun.  So  if  Cancun  is  now  saturat- 
ed with  developments,  you  go  to  Vera 
Cruz,"  he  says.  Bad  loans.^  As  of 
December,  nonperforming  loans 
equaled  2.6%  of  total  Banamex  loans, 
compared  with  an  average  of  4.3%  for 
the  large  American  banks. 

So  far,  so  good.  In  the  booming 
Mexican  stock  market,  the  market 
capitalization  of  Banacci,  the  holding 
company  that  owns  Banamex,  Ac- 
ciones  Y  Valores  and  a  small  foreign - 
exchange  trading  company,  has 
grown  to  over  $7  billion,  from  $5 
billion.  Hernandez  is  well  on  his  way 
to  becoming  a  billionaire.  WM 


W.T.  Waggoner  left  behind  hinn  a  big  trust  that 
preserved  family  peace  and  assets  for  nearly  seven 
decades.  But  no  peace  lasts  forever. 

splitting  heiirs 


By  William  P.  Barrett 

Covering  some  835  square  miles — 
two-thirds  the  size  of  Rhode  Island — 
the  W.T.  Waggoner  Ranch  near  Ver- 
non, Tex.  is  the  country's  biggest 
one-fence  spread.  Situated  about  190 
miles  northwest  of  Dallas,  it  brims 
with  maybe  20,000  cattie  and  800  oil 
wells,  plus  cowboys,  quarter  horses 
and  crops. 

Also  lots  of  discontent.  For  heirs  of 
the  W.T.  Waggoner  Estate  are  in 
court  fighting  a  nasty  battie. 

One  branch  of  the  family  is  led  by 
Electra  Waggoner  Biggs,  79,  W.T.'s 
granddaughter,  the  other  by  her  first 
cousin  once  removed,  Albert  Buck- 
man  (Bucky)  Wharton  111,  44.  Biggs 
and  Wharton,  who  live  on  the  ranch, 
graced  the  first  Forbes  Four  Hundred 
list  in  1982  but  fell  off" when  oil  prices 
crashed.  Neither,  however,  is  in  much 
danger  of  going  on  welfare. 

The  Waggoner  Ranch  is  the  stuff  of 
Texas  legend.  W.T.  (for  William 
Thomas)  and  his  father,  Dan  Wag- 
goner, drove  cattie  from  Texas  to 
Kansas,  sometimes  fighting  Indians. 
They  started  acquiring  the  land  in  the 


1870s  for  $1  an  acre.  By  the  early 
1900s  they  had  amassed  most  of  their 
535,000  acres — plus  a  good  chunk  of 
Fort  Worth.  "I  don't  aim  to  buy  it 
all,"  W.T.  said  of  his  holdings,  "just 
what  joins  me." 

He  cursed  the  turn -of- the -century 
discovery  of  oil  on  the  ranch:  "1  need 
water."  But  he  mellowed  this  view 
after  big  oilfield  finds.  As  Will  Rogers 
later  observed  during  a  visit,  "I  see 
there's  an  oil  well  for  each  cow." 

The  issue  that  has  triggered  the 
current  controversy  is  the  usual  one: 
money.  Forbes  figures  that  the  Wag- 
goner Estate,  which  also  includes  an 
oil  services  company,  helicopters,  an 
airplane  and  a  modest  investment 
portfolio,  is  worth  about  $300  mil- 
lion at  the  current  market  value.  But 
the  estate  probably  pays  out  less  than 
$2  million  a  year  in  dividends.  Such 
yields  are  apparentiy  enough  to  please 
Biggs  and  her  two  daughters,  who 
collectively  control  50%  of  the  estate's 
shares,  but  reportedly  very  much  irk 
Wharton,  who  owns  the  other  50% 
and  wants  to  unlock  the  estate's  value. 


1   l»^^ 

^"^'"JBlll'^i   Srm 

ABOVE; 

Bucky  Wharton 

LEFT: 

Electra  Biggs 
$300  million 
in  assets  but 
little  yeariy 
income. 
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By  tomorrow,  another  country  And  another  change  in  your  itinerary 

Will  someone  understand  English?  Yes.  At  the  next  stop  are  American  Express  people. 

They're  also  at  1700  other  travel  locations  around  the  world.* 

Something  bankcards  don't  have.  You're  not  surprised. 


The  Card. 
The  American  Express'Card. 

Call  1-800-THE  CARD,  to  apply. 


SPARTAN  BROKERAGE 


The  Active 
Trader  Edge: 

Lower  Margin  Rates. 

For  the  active  margin  trader,  Fidelity's  Spartan  Brokerage®  can  mean  sig- 
nificant savings.  If  you  qualify,  you  can  enjoy  some  of  the  lowest  margin 
rates  in  the  industry-up  to  Vi''°  below  broker  call.  But,  whether  you  trade 
on  margin  or  not,  Spartan  Brokerage  is  designed  to  offer  the  active  trader  a 
distinct  "edge"-through  deeper  discounts,  lower  margin  rates,  and  person- 
alized service.  Call  for  your  free  fact  kit  and  application  today 

Visit  a  Fidelity  Investor  Center  or  call  24  hours 

1-800-544-5115 

Fidettiy^i^  Investments'^ 

^  Discount  Brokerage 

Spartan  Brokerage  is  a  service  of  Fidelity  Brokerage  Services,  Inc.,  l6l  Devonshire  St.,  Boston,  MA  02110. 
Member  NYSE,  SIPC.  Minimum  commission  $44.  Other  restrictions  apply.       CODE:  FORB/SPB/033092 


Does  Your  Company 

Help  Businesses 
Get  In  The  GREEN? 


Today,  more  than  ever  before,  environmental  policy 
is  on  the  agenda  of  every  corporate  executive. 
Now  FORBES  Magazine  offers  you  the  perfect 
opportunity  to  reach  these  executives  -  decision 
makers  from  plant  managers  to  CEOs  -  with  the 
FORBES  Environmental  Directory  This  special 
advertising  section  will  appear  in  the  May  25  issue, 
adjacent  to  our  supplement  on  the  1992  Earth  Summit. 
By  advertising  in  this  section  you  can  promote  your 
environmental  products,  services  and  expertise  to 
the  people  responsible  for  their  company's  policies 
and  purchases. 

Issue  Date:  May  25, 1992 

For  more  information  on  this  exciting 
opportunity,  please  contact 
Unda  Loren  at  212-620-2440. 


Family  feud 

Call  it  also  a  clash  of  styles.  The 
glamorous,  quite  visible  Biggs  is  a 
noted  sculptor,  famous  for  renderings 
of  Knute  Rockne  and  Harr\'  Truman. 
Her  first  marriage  filled  a  whole  page 
of  Vo£ue  in  1933.  The  Buick  Electra 
and  the  Lockheed  Electra  are  named 
for  her.  Wharton,  whose  paternal 
grandfather  came  from  the  Philadel- 
phia family  that  endowed  the  Whar- 
ton School,  is  cut  from  a  somewhat 
different  cloth.  Reserved  and  disliking 
publicity,  he  chairs  a  small  bank  in 
Vernon  and  has  land  holdings,  plus  an 
oil  production  company. 

W.T.  originally  deeded  much  of 
the  ranch  to  his  three  survi\ing  chil- 
dren. But  they  were  plagued  with 
domestic  problems;  the  trio  would  be 
married  a  total  of  12  times.  So  in 
1923  W.T.  persuaded  them  to  put 
their  shares  with  his  into  the  newly 
formed  Waggoner  Estate.  A  trustee 
elected  by  the  branches — ^W.T.  him- 
self until  his  death  in  1934 — ran  the 
operations.  One  branch  was  later 
bought  out. 

As,  a  way  of  preserx'ing  wealth,  the 
Waggoner  Estate  wasn't  bad,  but 
times  change.  The  oil  is  said  to  be 
running  out,  and  the  estate,  techni- 
cally a  business  trust,  is  taxed  as  a 
corporation,  meaning  dividends  are 
effectively  taxed  txNice — an  issue  said 
to  gready  vex  Buck)'  Wharton. 

In  1981  the  trust  was  renewed  for 
20  years  but  amended  at  Wharton's 
insistence  so  that  either  side  could 
dissolve  the  trust  at  stated  5 -year  in- 
tervals on  1 -year's  notice.  That  was 
the  beginning  of  the  end.  In  1989 
Wharton  forced  the  ouster  of  the 
trustee  and  in  February'  1990  gave  the 
1-year  notice,  reportedly  trying  to 
negotiate  a  property'  split. 

The  division  became  public  last 
March,  when  Electra  Biggs  filed  a 
lawsuit  in  the  Vernon  state  court  seek- 
ing appointment  of  a  receiver  to  wind 
up  the  estate  and  di\ide  or  sell  otf 
ever\thing.  That  would  deny  the  fi- 
nancially astute  Wharton  am-  right  to 
negotiate  for  what  might  be  more 
than  a  50%  share.  Fighting  the  suit, 
Wharton  has  complained  in  filings 
that  he  has  been  refiised  access  to 
tamily  documents.  The  judge  seems 
to  be  hoping  the  n\-o  sides  will  work 
things  out.  Battling  Indians  w  as  prob- 
ably easier  than  settling  diings  among 
quarreling  heirs.  ■! 
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Under  pressure  from  the  Bush  Administration,  the 
Japanese  are  now  talking  of  giving  new  teeth  to  their 
trustbusters.  Don't  hold  your  breath. 

Lip  semce 


By  Gale  Eisenstodt 

By  and  large  the  Japanese  prefer 
harmony  to  competition,  which  is 
why  commerce  and  industry  in  Japan 
are  rife  with  cartels — 247  were  legally 
permitted  as  of  last  June.  After  World 
War  II,  General  Douglas  MacArthur 
introduced  antitrust  laws  to  Japan  and 
established  an  agency  to  enforce 
them,  Japan's  Fair  Trade 
Commission.  But  neither  the 
laws  nor  the  agency  took  root. 
"Intellectually,  antitrust  laws 
were  seen  as  very  American," 
says  Hiroya  Ichikawa,  a  direc- 
tor at  Keidanren,  the  preemi- 
nent organization  for  Japa- 
nese big  business.  "We  didn't 
like  the  concept." 

Is  this  about  to  change? 
There  are  a  few  promising 
signs.  As  part  of  the  latest 
'  round  of  let's-get-tough- 
*with-Japan,  Bush  Administra- 
tion trade  officials  have  been 
telling  the  Japanese  that  part 
of  the  price  of  trading  freely 
with  the  U.S.  is  better  enforce- 
ment of  their  antitrust  laws — 
otherwise  the  U.S.  says  it 
might  use  its  tough  trade  laws 
against  Japanese  cartels  that 
block  U.S.  exports.  The  mes- 
sage hasn't  fallen  entirely  on 
deaf  ears.  Even  Keidanren's 
Ichikawa  publicly  acknowledges  that 
Japan  must  modify  its  ways  to  en- 
courage more  fair  competition,  and 
Japan's  Fair  Trade  Commission  has 
offered  up  a  string  of  corporate 
scalps. 

The  JFTC  puts  a  surcharge  on  cartels 
that  it  believes  are  making  excessive 
profits.  In  the  fiscal  year  ended  in 
March  1991,  the  commission  sur- 
charged 175  companies  a  total  of  $97 
million,  up  from  54  companies  and  $6 
million  the  previous  year  and  $3  mil- 
lion in  fines  in  1988. 


Last  July  the  JFTC  issued  tougher 
guidelines  for  enforcement  of  the  law. 
In  November  the  jftc  filed  its  first 
criminal  complaint  in  1 7  years  when  it 
charged  eight  major  chemical  firms 
with  price-fixing.  The  commission 
has  also  cracked  down  on  Japan's  four 
beer  brewers,  long  known  for  price- 


fixing.  Now  discount  liquor  stores  are 
starting  to  flourish.  The  JFTC  is  talking 
about  ending  the  legal  price-fixing  on 
certain  cosmetics  and  over-the- 
counter  drugs  that  help  keep  Japan's 
inefficient  mom-and-pop  stores  in 
business. 

But  in  all  likelihood  these  moves  are 
little  more  than  window  dressing, 
aimed  at  avoiding  serious  antitrust 
action.  Noting  that  cartels  are  part  of 
Japan's  history,  Noriftimi  Tateishi,  a 
lawyer  with  Anderson  Mori  in  Tokyo, 
warns:  "Industries  will  make  surface 


changes  [to  appease  the  JFTC],  but 
sooner  or  later  they  will  go  back  to 
how  they  used  to  be." 

Japanese  politicians  certainly  like 
the  status  quo.  The  cartel-ridden  con- 
struction industry  is  a  giant  contribu- 
tor of  cash  to  the  ruling  Liberal  Dem- 
ocratic Party.  Last  year  the  ldp 
blocked  the  jftc's  proposal  to  raise 
penalties  for  more  serious  criminal 
violations  fi-om  today's  trivial  maxi- 
mum of  $38,000  (U.S.  top  fines  are 
$10  million)  to  at  least  $770,000, 
pardy  as  a  result  of  construction  in- 
dustry lobbying.  The  JFTC  has  revived 
its  efforts  to  increase  penalties. 

Another  obstacle  to  change:  Ja- 
pan's powerful  and  backward-looking 
Finance  Ministry,  which  exerts  great 
sway  over  the  JFTC.  Most  of  the  jFTC's 
chairmen  have  come  from  the  Minis- 
try of  Finance.  Critics  say  it 
was  strong  Finance  Ministry 
influence  that  explains  why  the 
JFTC  only  recendy  began  prob- 
ing the  scandal -ridden  banks 
and  security  firms  for  collusive 
behavior. 

The  JFTC  will  likely  treat  Ja- 
pan's cozy  keiretsu  (industrial 
groupings)  with  kid  gloves. 
Keiretsu  are  considered  a  key 
factor  behind  the  country's 
economic  success.  And 
whether  the  jftc  will  reverse 
its  protectionist  stand  and  be 
less  biased  in  favor  of  Japa- 
nese companies  when  it  re- 
views international  licensing 
agreements  remains  to  be 
seen.  Complains  John  Stern, 
head  of  the  American  Elec- 
tronics Association's  office  in 
Tokyo:  "The  JFTC  has  been  a 
primary  force  in  making  U.S. 
companies  hand  over  intellec- 
tual property  at  paltry  royalty 
rates." 

Tsuyoshi  Motonaga,  a  jftc  investi- 
gation division  chief,  insists  his  coun- 
trymen really  are  getting  serious 
about  heeding  antitrust  laws.  "Jap- 
anese," says  Motonaga,  "are  more 
aware  now  that  cartels  aren't  good 
and  that  competition  should  be  fair." 
For  Japanese  consumers,  that  may  be 
true.  But  Japan  is  still  largely  a 
producers'  society.  As  long  as  produc- 
ers have  more  power  than  consumers, 
the  country  is  unlikely  to  pay  more 
than  lip  service  to  antitrust.  ^ 
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IN  ruuud 


Are  Hispanics  rejecting  the  American  melting  pot? 
Their  leaders  say  yes,  but  the  facts  suggest  otherwise. 

The  fractmring 
of  Ameirica 


By  Peter  Brimelow 

"Within  TEN  YEARS  there  will  not  be  a 
word  of  English  spoken  [in  Mia- 
mi] ..  .  one  day  residents  will  have  to 
learn  Spanish  or  leave." 

With  a  few  months  left  to  run,  this 
1982  prediction  by  Miami's  then 
mayor,  Maurice  Ferre,  may  not  have 
come  true  .  .  .  quite.  But  Linda  Cha- 
vez finds  that  Florida  sales  clerks  now 


invariably  respond  to  her  sparkling 
dark  eyes  and  glossy  black  hair  with 
Spanish  salutations — or  point  silendy, 
and  perhaps  sullenly,  at  the  appropri- 
ate price. 

Chavez,  44,  a  former  aide  in  the 
Reagan  and  Carter  White  Houses  and 
a  former  teachers  union  official  to 
boot,  is  now  a  senior  fellow  with  New 


Manhattan  Institute's  Linda  Chavez 

She  thinks  "Hispanics"  are  assimilating  economically  and  linguistically. 


York's  Manhattan  Institute  think 
tank.  Her  recent  book  Out  of  the 
Barrio:  Toward  a  New  Politics  of  His- 
panic Assimilation  (Basic  Books)  an- 
nounces good  news:  The  bad  news 
about  her  fellow  Hispanics  is  wrong. 
They  are  assimilating,  economically 
and  even  linguistically,  ex-mayor 
Ferre  notwithstanding. 

The  bad  news:  No  one  wants  to 
know  the  good  news — especially  His- 
panic leaders,  but  also  some  allegedlv 
conservative  politicians,  and  even 
corporations. 

The  Hispanic  presence  in  the  U.S. 
has  surged  since  the  1965  Immigra- 
tion Act,  which  reoriented  U.S.  im- 
migration intake  away  fi-om  its  tradi- 
tional European  sources.  About  40% 
of  the  13.5  million  legal  immigrants 
in  the  last  three  decades  have  been 
Hispanics.  Officially,  a  total  of  some 
20  million  Hispanics  now  live  in  the 
U.S.,  about  9%  of  the  population,  up 
from  less  than  3%  in  1950.  Addition- 
ally, an  estimated  3.5  million  live  here 
illegally.  Some  demographers  project 
that  Hispanics  will  be  a  third  of  the 
U.S.  population  within  100  years  (see 
chart). 

Will  this  big  chunk  of  immigrants 
follow  the  traditional  path  and  be- 
come Americanized?  "We  cannot  as- 
similate— and  we  won't!"  This  slo- 
gan, Chavez  reports,  came  fi-om  Ar- 
nold Torres,  former  executive 
director  of  the  League  of  United  Lat- 
in American  Citizens,  in  a  debate  with 
her  at  Stanford.  She  says  it  represents  a 
wide  consensus  among  officials  in 
Hispanic  organizations. 

Statistics  appear  to  pro\ide  support 
for  the  view  that  Hispanics  are  differ- 
ent. Thus,  median  income  of  Mexi- 
can-Americans in  the  Southwest — 
the  largest  element  in  the  Hispanic 
community — was  57%  of  non-His- 
panic median  income  in  1959,  and 
exacdy  the  same  percentage  in  1989. 
Education,  earnings,  povert)'  rates 
and  other  indicators  are  also  static. 

So  why  is  Chavez  optimistic  about 
integration.^  There  is,  she  points  out,  a 
major  factor  distorting  these  statistics: 
the  wave  of  unskilled,  uneducated 
immigrants  that  has  swamped  the  es- 
tablished Mexican-American  com- 
munity' HI  particular.  (Indeed,  the 
most  recent  "Mexican"  arrivals  are 
ethnic  Indians  who  cannot  properly 
be  called  Hispanic  because  they  do 
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not  even  speak  Spanish.) 

Analyzing  unpublished 
government  data,  Chavez 
found  that  weekly  earnings 
for  U.S. -born  Mexican- 
Americans  were  83%  of 
non-Hispanics' — and  that 
adjusted  for  other  factors, 
like  education,  region  of 
residence  and  experience, 
the  difference  virtually  dis- 
appeared. Similarly,  U.S.- 
born  Hispanics  seem  to  be 
converging  with  non-His- 
panics in  education  levels. 
Some  researchers  claim  the 
pace  of  educational  conver- 
gence slows  with  the  third 
generation — but  Chavez 
says  this  is  exacdy  the  pat- 
tern that  previous  immi- 
grant groups  followed. 

About  a  quarter  of  all 
Hispanics  do  live  in  pover- 
ty, twice  the  proportion  of 
the  general  population.  But 
again,  poverty  levels  among 
U.S. -born    Hispanics    are 


Are  there  any  ''Hispanics"? 

Total  1989  U.S.  legal  Hispanic  population  (millions):  20.1 


Puerto  Rican* 


Mexican 


Cuban 

J  Central  and 
South  American 


Other  (Dominican 
Republic,  Spain) 


%  {  Foreign-born 


*AII  Puerto  Ricans  are  American  citizens. 

Sources:  Data  for  legal  Hispanic  population  from  U.S.  Census  Reports;  INS  Statistical  Yearbook 

As  the  chart  shows,  there  are  no  "Hispanics."  The  catchall 
category,  invented  under  political  pressure,  covers  such  dispa- 
rate groups  as  Mexicans,  Cubans  and  Puerto  Ricans. 


American  practice  and  a 
mounting  body  of  research 
findings,  bilingual  educa- 
tion has  been  institutional- 
ized since  the  1960s 
through  a  combination  of 
judicial  rulings,  federal  bu- 
reaucratic pressure  and  lob- 
bying from  the  burgeoning 
bilingualism  estabhshment. 
Increasingly,  it  is  justified, 
not  as  a  transitional  mea- 
sure, but  as  "cultural  main- 
tenance." Ofi:en  it  is  im- 
posed on  Hispanic  children 
even  if  they  can  speak  En- 
glish. The  Washington, 
D.C.  public  school  system 
placed  Chavez's  son  in  bi- 
lingual classes,  apparendy 
on  the  basis  of  his  name, 
even  though  he  can  speak 
no  Spanish  at  all. 

Opinion  polls  show  His- 
panics generally  more  con- 
servative and  willing  to 
learn  English  than  their 
leaders — who,  Chavez 


significandy  lower.  In  fact,  according  fits.  In  New  York,  where  more  than  points  out,  are  financed  largely  by 

to  the  Bureau  of  the  Census,  a  striking  half  of  U.S.  Puerto  Ricans  live,  they  non-Hispanic  sources  like  the  Ford 

42%  of  all  Hispanics  owned  or  were  have  higher  welfare  participation  rates  Foundation.  Certainly  some  of  the 

buying  their  own  homes  in  1989.  than  any  other  group.  "They  have  leaders'  reactions  to  her  book  have 

A  second  factor  distorting  Hispanic  been   smothered   by  entidements,"  been  hysterical.  She  has  been  prevent- 

statistics:    There    are,    actually,    no  writes  Chavez,  "which  should  serve  as  ed  from  speaking  on  college  campuses 

"Hispanics."  It's  a  catchall  category  a  warning  to  other  Hispanics."  Out-  and  even  assaulted, 

invented  by  the  Census  Bureau  under  side  of  New  York,  where  social  pro-  Nevertheless,  the  Bush  Adminis- 

political  pressure  from  "Hispanic"  grams  are  not  as  developed,  Puerto  tration  is  listening  to  these  leaders, 

politicians  ambitious  to  increase  their  Ricans  do  significandy  better.  even  though  their  standing  is  in  ques- 

leverage  on  Washington.  It  covers  The  ultimate  indicator  of  Hispanic  tion  within   the   communities   they 

some  very  disparate  groups.  assimilation:  In  California  more  than  claim  to  represent.  The  Administra- 

For  example,  the  economic  success  half  of  all  Mexican-Americans  marry  tion  has  allowed  the  drift:  to  bilingual- 

of  Cubans  is  widely  acknowledged:  non-Hispanics.  By  the  third  genera-  ism  to  resume — for  example,  appoint- 

Cuban  males  overall  earn  about  90%  tion,   Chavez   says,   most   Hispanic  ing  Rita  Esquivel  director  of  the  Of- 

of  what  non-Hispanics  do  and  fe-  Americans  speak  only  English,  as  she  fice  of  Bilingual  Education, 

males  actually  earn  more  than  non-  does  herself.  (Which  is  why  Spanish-  But  big  corporations  are  equally 

Hispanics — although,     as      Chavez  language   advertising   strategies   are  misguided,  Chavez  says.  She  reports 

notes,  the  Cuban  influx  has  not  been  being  questioned;  see  Forbes,  Dec. 

as  uniformly  high-skilled  as  popularly  23,  1991.) 

supposed.  Less  appreciated  is  the  rela-  Chavez  is  optimistic  about  the  ca- 

tive   success   of  Dominicans.   They  pacity  of  the  U.S.  to  assimilate  His- 

make  up  40%  of  New  York's  Hispan-  panics — and  all  of  the  current  influx  of  from.  The  personnel  departments  are 

ics,  but  own  70%  ofthe  Hispanic  small  immigrants.  But,  she  says,  "It's  not  fiiU  of  affirmative  action  types." 

businesses  and  enjoy  average  incomes  something  that  can't  be  wrecked  with  She  doesn't  care.  "I  don't  want  to 

30%  higher  than  Puerto  Ricans'.  the  wrong  policies."  be  a  professional  Hispanic,"  she  says. 

The   status   of  Puerto   Ricans   is  Foremost  among  these  wrong  poli- 

somewhat  surprising.  They  are  the  cies:  bilingual  education,  or  the  idea 

only  Hispanic  group  that  shows  signs  that  linguistic  minorities  can  be  intro- 

of  developing  into  a  permanent  un-  duced  to  English  and  education  only  ty,  which  will  study  the  common  heri- 

derclass — a  paradox,  since  as  U.S.  citi-  in  their  own  tongue  rather  than  being  tage  threatened  by  what  she   calls 

zens  they  are  the  only  Hispanic  group  plunged  into  the  mainstream.  multiculturalism's      "fracturing     of 

that  automatically  qualifies  for  bene-  Although     contrary     to     historic  America."                                       Hi 


that,  while  she  gets  calls  from  corpo- 
rations about  their  Hispanic  hiring, 
"They  give  me  the  cold  shoulder 
when  they  realize  where  I'm  coming 


Shordy,  Chavez  is  to  become  direc- 
tor ofthe  Manhattan  Institute's  Cen- 
ter for  the  New  American  Communi- 
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What  should  the  IRS  do  with  a  tax  deadbeat? 
Hound  him  for  the  rest  of  his  life? 
Or  make  a  deal  and  cut  its  losses?  - 

How  to  get 
some  blood 
out  of  a  turnip 


By  Janet  Novack 
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In  1985  the  Internal  Revenue  Senice 
assessed  Chicago  la\\yer  John  W.  No- 
ble Jr.  S208,000  in  back  taxes,  penal- 
ties and  interest.  Noble,  now  61, 
didn't  have  that  much  money  or  as- 
sets. He  proposed  paying  all  but  the 
penalties  in  installments  and  being 
excused  from  the  penalties.  No  dice, 
said  the  iRS. 

But  that's  not  the  end  of  the  storv'. 
Three  years  later,  when  interest  on 
interest  had  jacked  the  debt  to 
$285,000,  Nolan  made  the  iRS  a  for- 
mal "offer-in-compromise,"  in  which 
he  suggested  that  he  liquidate  his 
assets  and  pay  the  IBS  5220,000  by  the 
end  of  1990  in  full  settlement. 

For  a  year  and  a  half,  silence  from 
the  IRS.  By  the  time  the  iRS  finally 
agreed  to  cut  a  deal  with  Noble  this 
Januarx'  the  bill  had  grown  to 
S386,600.  The  deal  was  this:  Noble 
would  pay  5150,000  plus  51,000  a 
month  for  30  months.  At  the  9% 
interest  rate  the  iRS  now  charges  debt- 
ors, the  net  present  value  of  the  settle- 
ment was  5176,900.  In  effect.  Noble 
was  forgiven  over  half  his  debt. 

Too  lenient.-  Or  not  lenient 
enough?  It's  a  hard  call.  There  are  two 
basic  philosophies  of  enforcement  by 
tax  collectors.  One  is  what  might  be 
called  the  loan-shark  theon.':  If  the 
fellow  doesn't  pay  on  time,  break  his 
arms.  The  iRS  equivalent  of  this  would 
be  to  seize  the  taxpayer's  assets,  in- 
cluding his  bank  accounts,  most  of  his 
paycheck  and  his  business  if  there  is 
one.  The  seizure  would  likely  render 
the  delinquent  less  willing  or  able  to 
earn  money  to  pay  off  any  deficienc)'. 
It  would,  however,  send  a  message  to 
everx'body  else  who  might  get  behind 
on  his  or  her  payments. 

But  in  a  new  tack,  the  iRS  is  now 
acknowledging  that  padlocking  the 
door  isn't  always  the  most  effective 
way  to  get  its  money.  Tradesmen  who 
get  behind  on  their  taxes  will  not  sit 
passively  and  allow  the  iRS  to  confis- 
cate most  of  the  dollars  they  earn; 
instead,  they  will  work  off  the  books 
and  the  IILS  will  collect  nothing.  Small 
businessmen  who  go  bankrupt  and 
are  held  personally  liable  for  penalties 
for  unpaid  payroll  ta.\es  sometimes 
will  work  for  new  businesses  owned 
by  their  spouses. 

Is  this  the  dawn  of  a  new  gender 
and  kinder  era  at  the  iRS?  Not  exactly. 
Call  it  pragmatism.  The  collection 
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officer  plays  tough,  but  is  willing  to 
settle.  And  with  accounts  receivable 
up  15%  in  1991,  to  $111  billion,  the 
IRS  wants  to  do  more  deals,  more 
quickly.  "The  potential  from  offers  in 
compromise  is  absolutely  in  the  bil- 
lions," says  Joseph  Kump,  who  is 
accounts  receivable  executive  officer 
for  the  IRS.  "We  would  rather  get 
some  money  up  front  and  get  the 
person  back  to  a  compliant  status  than 
drive  them  underground." 

A  lot  of  revenue  officers,  however, 
may  not  be  receptive  to  this  new 
message.  Some  indication  of  how 
hostile  the  officers  are  to  settling  for 
less  than  the  amount  due  can  be 
gleaned  from  these  statistics:  In  fiscal 
year  1991,  the  iRS  accepted  only  one 
in  four  of  the  8,100  offi^rs-in-com- 
promise  it  disposed  of,  for  a  grand 
total  of  $37  million.  This  from  a 
population  of  9.6  million  individual 
and  business  filers  owing  back  taxes. 

Compounding  this  don't-setde 
mind- set  has  been  the  red  tape  in- 
volved. Until  recendy,  iRS  officers 
even  counted  the  change  in  a  tax- 
.  payer's  pocket  and  inspected  his  fur- 
niture before  agreeing  to  setde  for  less 
than  100  cents  on  the  dollar.  "At  the 
time  of  the  interview,  Mr.  DeWeese 
had  $15  on  his  person,"  reads  one 
officer's  report  from  the  Baltimore 
district. 
*  There  also  has  been  great  variation 
in  practices  from  district  to  district.  As 
part  of  his  tough  setdement,  for  the 
next  five  years  one  New  York  cabbie  is 
required  to  pay  50%  of  any  annual 
income  over  $15,000  he  has  left:  after 
the  payment  of  regular  federal  income 
taxes.  In  contrast,  the  iRS'  Baltimore 
office  rarely  has  demanded  a  piece  of 
ftiture  earnings.  It  settied  with  the 
owners  of  a  tax  return  preparation 
service  who  owed  $39,400  for 
$7,500  and  no  part  of  fijture  earnings. 

Under  the  new  pragmatism  the  iRS 
is  instructing  its  officers  to  be  less 
petty  and  is  reducing  red  tape.  No 
more  haggling  over  pocket  change 
and  fiirniture.  But  don't  confiise  this 
with  leniency,  since  the  iRS  still  wants, 
before  it  will  settie,  what  it  could  get 
by  liquidating  a  taxpayer,  and  then 
some.  It's  rather  a  recognition  that 
you  sometimes  get  more  out  of  a 
person  by  leaving  him  a  margin  to  Uve 
on  than  by  continuing,  year  afi:er  year, 
to  strip  him  bare.  And  like  a  parole 


officer,  the  IRS  is  now  going  to  require 
taxpayers  doing  deals  to  stay  current 
with  their  fijture  regular  taxes  for  five 
years.  If  they  don't,  the  original  debts 
plus  accrued  interest  come  back  to 
haunt  them. 

Often,  in  settiing,  the  iRS  gets  assets 
it  otherwise  couldn't  touch — perhaps 
because  they  are  in  a  relative's  name — 
or  would  have  to  fight  to  recover. 
Example:  An  80 -year- old  New  York- 
er, incapacitated  by  a  stroke,  gave 
away  his  main  asset,  50%  of  an  11- 
room,  8 -acre  Rockland  County  estate 
(with  tennis  court  and  pool),  after  he 
was  assessed  back  taxes  by  the  iRS.  The 
IRS  setded  his  debt,  which  had  grown 
to  $1.3  million,  for  $177,600,  but  if 
this  sounds  lenient  it  really  wasn't:  It 
came  to  about  what  the  IRS  might 
have  gotten  if  it  had  gone  to  court, 
been  awarded  50%  of  the  property 
and  sold  it  in  a;  fire  sale. 

In  another  change,  the  IRS  will 
sometimes  allow  an  operating  busi- 
ness, not  in  bankruptcy,  to  negotiate 
unpaid  Social  Security,  Medicare  and 


withholding  taxes.  The  IRS  is  linking 
this  change  to  a  push  to  catch  payroll 
delinquents  early,  before  their  debts 
are  overwhelming. 

John  Nolan  is  an  example  of  the 
taxpayer  the  iRS'  pragmatists  hope  to 
get  something  out  of  before  it's  too 
late.  Nolan  is  president  of  Annapolis- 
based  Programmed  Security  Inc., 
which  installs  and  monitors  burglar 
and  fire  alarms.  He  negotiated  a  deal 
with  the  IRS  last  year,  nine  years  after 
the  firm  first  fell  behind  on  payroll 
taxes  and  two  years  after  it  pulled  out 
of  bankruptcy.  Nolan  is  supposed  to 
pay  $266,400  (which  he's  still  trying 
to  raise)  on  a  $562,000  debt.  Had  the 
government  not  compromised,  it  is 
unlikely  that  Nolan's  firm  could  ever 
recover. 

Shirley  Peterson,  the  new  iRS  com- 
missioner, summarizes  the  new  col- 
lections approach  this  way:  "You 
can't  get  blood  out  of  a  turnip,  and  if 
we're  dealing  with  a  turnip,  then 
we're  better  off^ cutting  our  losses  and 
moving  on."  WM 
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Thanks  to  a  new  accounting  rule  on  corporate  taxes, 
some  companies  will  soon  look  much  healthier. 
Underline  "look." 

Cosmetics 


By  Mary  Beth  Grover 

American  Express,  Citicorp,  ibm  and 
some  other  big  companies  may  soon 
report  some  surprisingly  good  num- 
bers. But  read  the  footnotes  carefiilly. 
Much  of  the  good  news  will  come  not 
from  any  fundamental  change  in  op- 
erating results,  but  from  accounting 
changes. 

At  issue  here  is  the  difference  ^_^ 
between  the  books  companies 
keep  for  the  Internal  Revenue 
Ser\-ice,  and  the  books  the  ac- 
countants prepare  for  share- 
holders. When  a  bank,  say,  adds 
to  its  reserves  for  bad  loans,  the 
IRS  reftises  to  allow  the  bank  to 
take  the  amount  as  a  tax  deduc- 
tion until  the  loans  actually  go 
bad — the  deduction,  in  other 
words,  must  be  deferred.  This 
increases  the  bank's  current  tax 
bill. 

By  contrast,  the  accountants 
make  the  bank  deduct  the  loan 
loss  resen'e  addition  from  re- 
ported earnings  the  minute  the 
addition  is  made.  No  deferral  of 
the  accounting  charge.  So  the 
bank  has  to  pay  more  taxes,  and 
report  less  earnings. 

Alas!  The  irs  isn't  changing 
its  rules.  But  the  accountants 
are  reforming  theirs.  Last 
month  the  Norwalk,  Conn.- 
based  Financial  Accounting  Stan- 
dards Board  decreed  that  banks  and 
other  financial  institutions  can,  in  ef- 
fect, get  credit  today  for  tax  deduc- 
tions the  IRS  won't  let  them  take  until 
sometime  in  the  friture.  The  immedi- 
ate impact  will  be  to  boost  net  income 
and  shareholders'  equitx'. 

The  accounting  is  complicated,  but 
to  oversimplify'  a  bit:  Suppose  a  bank 
adds  SI  million  to  its  bad  debt  re- 
serve. A  few  years  from  now  the  iRS 
will  let  the  bank  take  that  $1  million 
deduction  when  the  loan  goes  bad. 


saving  the  bank  $340,000  in  taxes. 
What  the  fasb's  new  rule  does  is  to 
allow  the  bank  to  add  the  value  of  the 
$340,000  tax  credit  into  income  and 
equit\' — at  the  same  time  that  the  SI 
million  charge  against  earnings  is 
made.  Reported  profits  will  no  longer 
often  have  to  wait  vears  to  reflect  the 


tax  savings. 

Banks  aren't  the  only  beneficiaries. 
So  are  companies  that  must  take 
charges  against  earnings  to  fiand  big 
reser\cs  for  retiree  health  benefits. 

Some  big  numbers  are  involved 
here.  Take  a  look  at  IBM,  which  re- 
ported a  S2.8  billion  loss  last  year. 
Much  of  that  was  the  result  of  a  first- 
quarter  S2.3  billion  charge  for  retiree 
health  benefits.  Under  the  new  rules, 
IBM  can  begin  to  record  the  tax  credits 
associated  with  the  fiiture  deductions 
right  now.  So,  because  of  last  year's 


retiree  hit,  IBM  could  add  in  the  neigh- 
borhood of  S 700  million  to  its  after- 
tax earnings  as  early  as  the  first  quarter 
of  this  year.  That's  over  $1  per  share. 
In  addition,  IBM  has  about  SI. 3  bil- 
lion in  deferred  tax  assets. 

Corporations  can  also  choose  to 
adopt  the  new  rule  in  their  1991  year- 
end  statements.  General  Motors  con- 
venientiy  took  advantage  of  this  op- 
tion. Without  the  accounting  change, 
gm's  S4.5  billion  loss  last  year  would 
have  been  $233  million  more,  and 
earnings  per  common  share  would 
have  been  38  cents  less. 

American  Express  has  over  $200 
million  in  unrecognized  tax  benefits 
to  take  into  income.  AmEx  expects  to 
recognize  these  benefits  in  its  first- 
quarter  earnings,  boosting  net  in- 
come by  42  cents  a  share. 
^__  Chemical  Banking  and  Chase 
Manhattan  Bank  have  $1  billion 
and  S700  million  in  unutilized 
tax  benefits,  respectively.  Citi- 
corp has  some  SI. 4  billion  in 
unrecognized  tax  benefits — 
equivalent  to  S3. 45  per  fully 
diluted  share.  Citicorp  hasn't 
decided  ho\\'  much  of  this  credit 
to  report  as  income  or  when  to 
report  it. 

Ernst  &  Young  partner  Nor- 
man Strauss  doubts  that  audi- 
tors will  allow  unprofitable 
banks  to  take  all  their  unrealized 
loan  loss  tax  credits  into  income 
in  one  fell  swoop.  But  even  if 
Citicorp  were  allowed  to  add 
back  into  income  half  of  its  SI  .4 
billion  in  unrealized  tax  credits, 
that  w  ould  add  enough  retained 
earnings  to  Citicorp's  capital  ac- 
count to  help  enable  the  bank  to 
meet  its  regulator.-  require- 
ments this  year. 
WTiich  raises  an  interesting 
question.  Under  the  fasb's  ruling, 
these  additions  to  earnings  nWH  also 
augment  shareholders'  equit\' — the 
basis  of  the  banks'  statutor\'  capital 
accounts.  But  remember:  The  iRS 
hasn't  changed  its  rules;  there  is  no 
real  cash  flow  improvement  in  these 
businesses,  only  improved  earnings 
reports.  Says  Kecfc,  Bruyettc  & 
Woods'  banking  anahst  Kenneth 
Puglisi:  "I  don't  know  how  well  it  will 
sit  with  the  regulators  that  someone 
in  Connecticut  is  creating  capital  with 
a  stroke  of  a  pen."  Good  point.     ^ 
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FRESH  EGGS  AND  TOAST. 

Beluga ca\iai\  from  Russia  with  loxe.  You 
can  savor  this  dehcac\'  once  resen  ed  for  ro\'iilty 
in  our  international  First  Class  cabins. 

And,  as  you'd  expect,  you'll  find  it  accom- 
panied by  \'odka  and  champagne.  Only  Absolut 
and  vintage  Dom  Perignon,  respecti\ely 

United's  international  First  Class.  For  those 
accustomed  to  excellence  in  every  detiu  . 

Come  fly  the  airline  that's  uniting  the  world. 
Come  fly  the  friendly  skies. 


UniTED  AIRLinES 


'-%>"■ 
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$39,850.00 


. 
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Patented  new  Porsche  VarioCam™uses  resourceful  engineering  to 
burn  fuel  more  precisely  and  thoroughly;  boosts  power,  torque 
and  throttle  response  while  dramatically  lowering  emissions. 


Only  Porsche  makes  both  driver 
Racing  caliber  materials     apd  passenger  front  airbags 
and  components  provide    standard  on  every  car. 
inordinate  durability 

for  a  road  car,  requiring  Critical  suspension  components 

scheduled  maintenance  g^e  cast  in  aluminum  alloy  for 

only  every  15,000  miles.  minimum  weight,  maximum 

strength  and  razor-sharp 
adjustment 

Revolutionary TiptroniC  transmission  option  lets 
driver  choose  full  automatic  or  clutchless  manual 
shifting;  the  world's  first  dual-function  gearbox' 


Two  side  zinc  galvanized  body 
panels  assembled  with  Porsche- 
developed  ion  beam  welding 
tools,  preventing 
corrosion  and 
allowing  ten 
year  body 
warranty. 


Renowned  handling  of  Pors'  t^' 
transaxle  design;  near  pert"  ^ 
50-50  front  to  rear  balana 


Body  aerodynamics 
not  only  reduce  drag, 
but  actually  use  airflow 
for  purposes  such  as 
directing  rain  away 
from  the  windshield. 


Intricate  race-technology 
abounds.  One  example; 
lightweight  pistons 
receive  oil  jet 
spray  from 
bottom  for 
cooling. 


Internal  aerodynamics, another  racing 
|lesson,  direct  air  through  the  car  from 
Kront  to  rear  faster  while  properly  cool- 
ing engine,  brakes  and  transmission. 
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'  ©1991  Porsche  Cars  North  America,  Inc.  Porsche  recommends  seat  belt  usage  and  observance 
539,850  MSRP  on  1992  968  coupe  excludes  taxes,  license  and  regislratujn  fees.Tiptronir  Urn: 
•  "Comparison  o(  EPA  Federal  Test  Procedure  results  for  968  coupe  and  944S2  coupe. 


Porsche  961  «| 


Jtents:  Sweepin^^^P  Hand-finished  paint  recHJires  26  steps;  white-gloved  inspectors 
ftpm  the  powerplant     special  fi^its  to  find  and  correct  viftuafly  inTpereeptibfe  flaws. 


tern. 


#  aluminum 
jtfethe 


Porsche  exclusivity;  far 
handcrafting  in  fbr 

Zuffenhausen  worl! 
inherently  lii 
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3xt  evolution. 


Our  Need  For  More  Nuclear  Energy 

Is  Up  In  The  Air. 


Because  nuclear  plants  don't  burn 
anything  to  make  electricity,  nuclear 
plants  don't  pollute  the  air. 

In  fact,  America's  111  operating 
nuclear  electric  plants  displace  other 
power  sources  and  so  reduce  certain 


airborne  pollutants  in  the  U.S.  by  more 
than  19,000  tons  every  day.  Just  as 
important,  nuclear  plants  produce  no 
greenhouse  gases. 

To  help  our  economy  grow,  this 
country  needs  a  secure,  growing  supply 


of  electricity  More  nuclear  plants  will  give 
us  just  that— without  sacrificing  the  quality 
of  our  environment.  For  a  free  booklet  on 
nuclear  energy  write  to  the  U.S.  Council 
for  Enerov  Awareness,  PO.  Box  6b080, 
Dept.  A109,  Washington,  D.C.  20035. 


Nuclear  Energy  Means  Cleaner  Air. 


©  1992  USCEA 


If  your  company  bought  a  lot  of  fabricated  specialty  pipe 
on  a  cost-plus  basis  over  the  past  two  decades, 
call  your  lawyer  if  you  haven't  already  done  so. 


Bent  pipe 


By  William  P.  Barrett 


Its  formal  name  was  the  Pipe  Fabri- 
cation Institute,  a  trade  group  repre- 
senting companies  that  molded  spe- 
cialty metal  for  big  construction  proj- 
ects— power  plants  and  the  like.  But 
many  pipe  fabricators  joked  that  its 
initials  really  stood  for  the  Price  Fix- 
ing Institute. 

Why?  The  now  defunct  organiza- 
tion was  part  of  one  of  the  longest- 
running  and  best- documented  price - 
fixing  conspiracies  on  record — color- 
ftil  details  of  which  are  emerging  only 
now.  For  upwards  of  two  decades 
,steel-pipe  fabricators  and  the  middle- 
men who  supplied  them  conspired  to 
rip  off  customers  for  what  looks  like 
about  $150  million  in  rigged  charges. 
That's  the  equivalent  of  $265  million 
in  today's  dollars.  An  internal  audit 
from  one  culpable  company,  a  unit  of 
what  became  Allied -Signal,  blundy 
called  the  price-rigging  "a  common 
and  consistent  practice  throughout 
our  industry."  Civil  claims  are  still 
unresolved. 

Here's  how  the  scam  worked:  Big 
steel  mills,  which  haven't  been  impli- 
cated, manufactured  steel  products 
and  sold  them  to  distributors,  or  sup- 
pliers, who  would  sell  to  fabricators. 
End  users — among  them  refineries 
and  petrochemical  facilities  besides 
power  plants — would  buy  special-or- 
der product  from  the  fabricator  in 
large  amounts  on  a  cost-plus  basis:  the 
cost  charged  by  the  distributor,  plus  a 
markup  to  account  for  the  fabricator's 
added  value.  The  distributor  would 
corrupdy  inflate  the  bill — the  "cost" 


in  cost-plus — by  an  average  20%  to 
25%,  and  then  split  the  gain  with  the 
fabricator. 

According  to  court  documents, 
the  conspiracy  involved  virtually  all 
the  steel  fabricators  and  distributors 
across  the  country  that  handled  big, 
cost-plus  contracts — a  fairly  narrow 
but  lucrative  niche.  So  tighdy  knit 
was  this  segment  of  the  fabricated- 
pipe  business  that  the  few  firms  that 
worried  about  the  legality  of  the 
pricing  were  afraid  they  would  be 
frozen  out  or  lose  market  share  if 
they  went  legitimate. 

The  distributors  and  fabricators 
were  creative.  Sometimes  a  single 
purchase  would  be  routed  through  a 
string  of  suppliers,  each  artificially 
boosting  the  price.  In  some  cases 
dummy  companies  were  set  up  to 
launder  the  kickbacks.  But  one  mid- 
dleman testified  he  passed  a  brief- 
case containing  $200,000  in  un- 
laundered  cash  to  the  president  of  a 
Houston  fabricator.  Another  dis- 
tributor said  he  shipped  a  truckload 
of  big  televisions  to  his  fabricator/ 
customer  as  a  kickback. 

Other   gifts   mentioned   in   fre- 
quendy    vivid    pretrial    testimony 
within  the  past  year  in  Houston: 
expensive  wristwatches,  fancy  vaca- 
tions, backyard  swimming  pools  and 
the  services  of  "lots  of  prostitutes." 
The  kickback  accounts  were  hid- 
den from  the  auditors  under        t 
such       fictitious       account      -  ' 
names  as  "Class  A  distribu-  ^ 

tor  discounts,"  "Code  15"  and 


3 
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"volume  discounts."  Oft:en,  records 
were  kept  in  loose-leaf  notebooks 
and  compared  with  coconspirators 
during  regular  visits. 

The  20-year  charade  started  to 
unravel  in  the  mid-1980s  with 
probes  into  pipe  sold  to  the  troubled 
Washington  Public  Power  Supply 
System.  But  untangling  and  clean- 
ing up  the  mess  has  taken  time.  In 
late  January,  for  example,  ailing 
Dravo  Corp.  became  the  latest  of 
about  a  dozen  companies  to  be  con- 
victed of  criminal  activity.  Pitts- 
burgh-based Dravo  pleaded  guilty 
to  a  felony  mail -fraud  count  in 
Greeneville,  Tenn.  for  inflating 
prices  on  $136,000  worth  of  pipe 
sold  to  an  Eastman  Kodak  unit. 
Other  companies  that  have  paid 
money  damages  or  pleaded  guilty 
include  units  of  ITT,  Allied-Signal, 
Blount  Co.  and  lohnson  Controls. 
A  handfijl  of  employees  have  gone 
to  jail. 

In  the  last  two  years  about  30 
distributors  and  fabricators  have 
paid  a  total  of  $45  million  to  setde 
one  class-action  antitrust  lawsuit  in 
Houston.  Beneficiaries  include  such 
big  pipe  customers  as  Exxon  and 
Shell.  Still  outstanding  are  known 
claims  of  another  $100  million.  IB 
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Tired  of  gloom  and  doom  in  the  press  and  on  the  tube?  Weary  of 
politicians  who  say  that  unless  you  elect  them  the  U  .S.  will  go  down  the 
drain?  Come  visit  with  us  the  sunny  uplands  of  the  boom  in  U.S.  exports. 

The  wodd's  most 
competitive  economy 


WTia 


By  Howard  Banks 

If  one  were  to  judge  the  state  of  the 
economy  purely  by  the  rhetoric  in  the 
presidential  primaries,  the  conclusion 
would  have  to  be  that  the  U.S  was  an 
economic  disaster.  Factories  closing. 
Consumers  gloomy.  Productivity 
lousy  compared  with  Japan's.  So  elect 
me  and  I'll  salvage  the  economy  and 
save  your  jobs. 

But  why  isn't  anyone  talking  about 
what's  happening  to  the  trade  deficit, 
the  worry  that  so  exercises  politicians, 
TV  newsreaders  and  newspaper  head- 
line writers.^  It  must  be  that  these 
newsmakers  and  news  processors 
think  the  public  doesn't  like  good 
news.  Because  the  news  fi-om  the 
trade  fi-ont  is  very  good  indeed. 

In  overall  trade,  the  U.S.  had  a 
record  deficit  of  $146  billion  in  1987 
(see  chart).  In  1990  the  gap  was  down 
to  $70  billion.  But  by  the  close  of 
1991,  the  trade  deficit  was  $7  bil- 
lion— a  nothing  number  in  a  $6  tril- 
lion economy. 

It  is  also  nothing  like  any  trade 
number  thrown  around  by  politi- 
cians, who  mostly  concern  themselves 
with  merchandise  trade.  But  even 
here  U.S.  exports  have  been  growing 
an  average  of  9.5%  a  year  since  1985, 
much  faster  than  the  growth  in  im- 
ports. This  has  cut  the  U.S.  trade 
deficit  in  merchandise  goods  by  al- 
most $95  billion  since  1987. 

In  merchandise  goods,  including 
the  cost  of  importing  oil,  the  U.S.  last 


year  still  ran  a  fair-size  deficit^$66.8 
billion.  But  this  is  1992,  not  1952. 
These  days  not  all  trade  is  in  manufac- 
tured goods.  The  overall  balance  re- 
flects two  other  major  items  in  trade. 
Last  year  the  U.S.  had  a  $49.5  billion 
surplus  in  services,  from  the  sale  of 
such  things  as  custom  software,  mov- 
ies, insurance,  and  travel  and  tourism. 
It  also  had  a  surplus  in  net  investment 
income,  of  around  $10  billion. 

What's  that  about  the  U.S.  not 
being  competitive  .> 

Management  seer  Peter  Drucker, 
who  has  a  knack  for  seeing  big  trends 
before  other  people  do,  recendy  said: 
"What's  already  happened  to  U.S. 
trade  performance,  especially  in  man- 
ufacturing, is  unprecedented." 

It  may  profit  the  presidential  hope- 
fuls to  peddle  gloom  so  that  they  can 
promise  to  fix  it,  but  listen  to  Martin 
N.  Baily,  professor  of  economics  at 
the  University  of  Maryland  :  "What 
else  do  you  expect,  with  the  U.S.  now 
the  world's  low-cost  producer?" 

Low-cost.^  Three  factors  have  com- 
bined to  bring  about  this  litde-ac- 
knowledged  fact. 

One,  since  the  1985  Plaza  Agree- 
ment by  the  Group  of  Seven  major 
industrial  countries,  the  value  of  the 
dollar  has  fallen  by  around  a  third  in 
trade-weighted  terms. 

Two,  U.S.  productivity  in  manu- 
facturing has  been  rising  strongly 
since  1982. 


Three,  U.S.  wages  increased  only 
3%  a  year  in  current  dollars  between 
1982  and  1990.  Bv  contrast,  German 
wages  rose  9.7%  a  year,  Japanese 
10.5%  a  year. 

The  result  is  that  per  unit  of  output, 
U.S.  manufacturing  labor  costs  have 
gone  down  in  real,  inflation-adjusted, 
terms  by  7%  since  1982,  according  to 
the  Organisation  for  Economic  Co- 
operation &  Development  in  Paris. 
On  the  same  basis,  the  oecd  says  that 
average  unit  labor  costs  for  the  eight 
other  top  industrial  economies  rose 
by  over  45%  in  the  same  period. 

You  can  turn  that  into  gloom  if  you 
want:  It  means  U.S.  workers  no  long- 
er have  the  same  wide  edge  in  stan- 
dard of  living  they  once  had  over 
workers  in  other  advanced  countries. 
But  the  other  side  of  that  is  that 
consumers  in  the  other  countries  can 
now  afford  to  buy  more  imported 
goods — and  the  U.S.  is  getting  its 
share  of  those  dollars.  If  jobs  are  the 
issue — and  they  seem  very  much  to 
be — a  job  making  goods  for  export  is 
at  least  as  good  as  a  job  making  goods 
for  domestic  consumption. 

The  U.S.  economy  is  now  so  highly 
competitive  with  the  rest  of  the  world 
that  in  Europe  there  are  already  the 
first  rumbles  of  complaint  about  the 
American  export  juggernaut.  Last 
year  the  U.S.  ran  a  $16  billion  mer- 
chandise trade  surplus  with  Europe. 
In  1986  it  was  a  $23  billion  deficit. 
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What  accounts  for  such  a  swing? 
The  devastating  pain  of  the  early 
1980s,  the  shakeout  of  weak  compa- 
nies with  bad  management  and  poor 
products — and  the  unemployment 
that  inevitably  followed — has  been 
like  a  blast  of  pure  oxygen  to  the 
economy.  Productivity  in  manufac- 
turing has  been  increasing  at  3.1%  a 
year  on  average  since  1983.  That  is 
faster  than  in  all  other  industrialized 
countries,  with  the  exception  of  Brit- 
ain (coming  back  from  depression 
levels).  Japan,  with  a  proportionally 
higher  investment  level,  managed 
about  the  same  improvement,  but 
from  a  much  lower  base. 

Is  it  possible  that  the  recent  im- 
provement in  the  trade  figures  owes 
primarily  to  the  recession — that  once 
the  economy  recovers,  imports  will 


again  jump  and  U.S.  business  people 
will  slip  back  into  the  easier  job  of 
selling  to  fellow  Americans?  "No,  no, 
no,  no,  no!"  says  General  Electric 
Co.'s  Jack  Welch,  and  the  present 
chairman  of  the  Business  Council. 
"We're  all  globalists  now,  and  we  are 
staying  that  way." 

Other  Forbes  500s  executives  echo 
his  view.  Says  United  Technologies 
Corp.'s  chairman  and  chief  executive, 
Robert  F.  Daniell:  "We  must  export 
to  grow.  And  companies  that  export 
heavily  have  learned  that  when  one 
country  or  market  is  down,  another 
will  be  up."  A.D.  (Pete)  Correll,  pres- 
ident and  chief  operating  officer  of 
papermaker  Georgia-Pacific  Corp., 
chimes  in:  "Export  markets  have  been 
[at  least]  as  profitable  as  domestic 
markets"  (see  box,  p.  88). 


Welch  and  Daniell,  with  other  cor- 
porate leaders  such  as  Dexter  F.  Bak- 
er, chairman  and  chief  executive  of  Air 
Products  &  Chemicals  Inc.  and  cur- 
rent chairman  of  the  National  Associ- 
ation of  Manufacturers,  make  another 
telling  point:  Concentrating  on  the 
home  market  today  spells  disaster, 
because  companies  that  try  doing  so 
end  up  losing  out  to  imports  even  at 
home.  "It  is  the  companies  that  ex- 
port that  are  doing  best  here  at 
home,"  says  Baker. 

Low-cost  imports  squeeze  margins 
here  in  the  U.S.  "That  has  been  a 
wonderfiil  prod  to  U.S.  companies  to 
improve  their  productivity,"  says 
Gary  C.  Hufbauer  of  Georgetown 
University. 

The  likelihood  now  is  that  the  U.S. 
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will  achieve  a  small  trade  surplus  as 
soon  as  sometime  later  this  year.  After 
that?  It  is  more  than  likely  that  for  a 
while,  the  U.S.  will  slide  back  into  a 
small  overall  deficit. 

The  gloom- mongers  will  have  a 
field  day  with  this.  But  it  is  simply  the 
outcome  of  what  economists  call 
asynchronous  growth — trading  part- 
ners, that  is,  grow  at  different  rates  at 
different  times.  Because  the  U.S. 
went  into  recession  earlier  than  other 
industrial  countries,  imports  here 
slowed  while  exports  continued  on  a 
fairly  strong  path.  Now  things  have 
reversed.  The  U.S.  seems  headed  for 
modest  growth,  while  Europe  and 
Japan  are  headed  for  the  economic 
tank.  So,  temporarily,  U.S.  imports 


will  likely  increase,  and  U.S.  exports 
will  be  squeezed  by  slowdowns  over- 
seas. But  when  Europe  and  Japan 
recover,  so  will  the  U.S.  trade  position 
head  back  into  surplus.  The  long- 
term  trend  is  right  and  good. 

None  of  this  is,  of  course,  foreor- 
dained. To  be  competitive  interna- 
tionally, it  is  not  enough  just  for  the 
U.S.  to  improve  domestic  productivi- 
ty and  efficiency — as  it  has  done.  The 
dollar  must  also  be  kept  at  a  reason- 
able level  vis-a-vis  other  currencies;  a 
too-expensive  dollar  would  price  U.S. 
goods  out  of  foreign  markets. 

If  the  U.S.  goes  back  to  policies 
that  encourage  a  strong  dollar,  as 
happened  in  the  early  1980s,  then  all 
bets  are  off.  Says  GE's  Jack  Welch: 


"Each  10%  increase  in  the  relative 
value  of  the  dollar  requires  a  10% 
increase  in  productivity  to  offset  it." 

Fortunately,  the  indications  on  the 
dollar  look  positive  for  trade.  The  key 
reason  the  dollar  rose  so  much  in  the 
early  1980s  was  Congress'  pushing  up 
the  budget  deficit.  The  two  ac- 
counts— federal  budget  and  foreign 
trade — are  closely  interlinked.  The 
budget  deficit  left  the  U.S.  with  insuf- 
ficient national  savings  to  pay  for  the 
capital  investment  boom  that  began 
in  1982.  The  gap  had  to  be  filled  by 
borrowing  from  abroad;  to  achieve 
that  required  high  real  interest  rates, 
which  pumped  up  the  value  of  the 
dollar. 

But  hold  it.  Isn't  the  U.S.  budget 


Quick  reaction 

As  THE  U.S.  trade  deficit 
hit  new  records  in  the  mid- 
Eighties,  sales  at  Nord- 
son  Corp.  flattened  in  1985 
for  the  first  time  in  the 
company's  31 -year  history. 
"We  had  lost  our  eyes 
and  ears  in  international 
markets,"  recalls  Nord- 
son's  president  and  chief 


executive,  William  Ma- 
dar.  "We  weren't  listening 
as  closely  to  our  custom- 
ers abroad." 

Based  in  Westlake, 
Ohio,  Nordson  makes  spe- 
cialized machines  that  ap- 
ply adhesives,  sealants  and 
coatings  used  in  making 
things  like  cars  and  house- 
hold appliances.  Manu- 
facturing robots  don't 
move  at  a  constant 


speed — they  slow  down 
when  making  turns — and 
Nordson's  computer-con- 
trolled system,  called 
Pro-Flo,  adjusts  the  flow  of 
materials  to  the  robot's 
speed  so  they  are  applied 
consistendy. 

Madar  had  long  taken 
foreign  markets  seriously; 
by  1985  half  of  Nord- 
son's sales  were  made  over- 
seas. So  when  the  busi- 


/illiam  Madar,  Nordson  Corp.  president 
Fast-growing  exports  now  account  for  two-thirds  of  saies. 


ness  leveled,  he  reacted 
quickly.  He  created  three 
new  international  divisions 
and  gave  them  more 
power  within  the  organiza- 
tion— allowing  them,  for 
example,  greater  freedom 
to  tailor  the  company's 
machines  to  suit  local  mar- 
ket needs.  The  dollar, 
which  began  to  fall  late  in 
1985,  also  helped. 

The  moves  soon  put 
Nordson  back  on  track. 
While  U.S.  sales  have  in- 
creased at  an  average  annu- 
al rate  of  11%  since  1987, 
exports  have  grovvTi  faster 
and  accounted  for  rvvo- 
thirds  of  Nordson's  total 
sales  of  $388  million  in 
fiscal  1991  (ended  Nov.  3). 
Nordson's  29%  average 
return  on  equity  over  the 
last  five  years  is  more  than 
double  that  of  the  entire 
capital  goods  industry. 

Madar,  whose  custom- 
ers include  Japanese  auto- 
makers, has  litde  patience 
with  politicians  who  say  the 
U.S.  must  get  tough  with 
our  trading  partners.  "If 
you  come  up  with  new 
ways  to  help  people  be 
more  competitive,"  he 
says,  "you  don't  find  many 
barriers  in  the  way." 

-Graham  Bltton 
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deficit  now  at  record  levels?  Yes,  it  is, 
but  we  are  no  longer  as  dependent  on 
foreign  money  to  finance  it  as  we  were 
in  the  decade  just  past.  Beginning  in 
1982,  the  budget  deficit  began  to 
increase  at  the  very  time  when  Ameri- 
cans started  to  save  less.  Thus,  to 
finance  the  deficit  we  had  to  borrow 
heavily  abroad,  and  this  required  high 
interest  rates  to  attract  foreign  mon- 
ey. It  also  strengthened  the  dollar, 
because  in  order  to  invest  here  for- 
eigners had  to  buy  dollars. 

But  we  no  longer  require  all  this 
foreign  money.  A  decade  later,  even 
though  the  budget  deficit  is  rising 
sharply  again,  the  same  pattern  will 
not  be  repeated.  Personal  savings  are 
higher  today,  and — far  more  impor- 
tant— so  are  corporate  savings  in  the 
form  of  retained  earnings  and  depre- 
ciation. As  a  result,  the  Fed  is  no 
longer  forced  to  keep  interest  rates 
cripplingly  high,  nor  is  there  the  same 
upward  pressure  on  the  dollar. 

Consider  these  numbers:  In  1987 
the  U.S.  imported  $150  billion  in 
foreign  capital.  In  1991,  including 
allies'  contributions  toward  the  cost 
of  Desert  Storm,  the  U.S.  barely  bor- 
rowed a  cent  from  abroad.  This  year 
the  requirement  will  be  no  more  than 
$40  billion  or  so. 

Again  the  caveat:  These  favorable 
trends  could  be  reversed  if  a  dema- 
'  gogic  Congress  goes  on  a  spending 
spree  or  on  a  taxing  spree  that  penal- 
izes savings. 

According  to  the  Congressional 
Budget  Office,  always  the  gloomiest 
forecaster  on  the  subject,  the  budget 
deficit  by  1996  will  be  back  down  to 
around  2.4%  of  the  total  economy, 
versus  nearly  6%  by  the  end  of  this 
fiscal  year.  By  mid-decade  the  worst 
costs  of  the  S&L  bailout  should  be  over 
and  defense  spending  will  have  started 
to  moderate. 

The  best  news  about  the  U.S.' 
strong  export  performance  is  that  the 
improvement  is  broadly  based  across 
most  world  markets.  The  fastest- 
growing  markets  for  U.S.  exports 
have  been  Europe,  the  newly  industri- 
alizing countries  in  Asia  and  some 
longstanding  customers  who  were 
out  of  the  market  for  most  of  the 
1980s  but  who  are  now  coming  back 
with  a  vengeance:  the  Latin  Ameri- 
cans. "Exports  to  Latin  America  grew 
at  over  15%  in  1991,"  says  Adrian  T. 
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Emerson  Electric's 
Stephen  Cortinovis 
"I  don't  want  our 
people  passing 
through  every 
six  months, 
iwant 

dally  contact 
with  the 
customer." 


Anyone  who  worries  that 
foreign  investment  by  U.S. 
manufacturers  destroys 
U.S.  jobs  should  look  at  St. 
Louis'  $7.4  billion  (reve- 
nues) Emerson  Electric  Co. 
International  sales  ac- 
counted for  40%  of  Emer- 
son's revenues  last  year. 
Most  of  that  business  was 
done  between  Emerson's 
foreign  customers  and  the 
company's  110  overseas 
manufacturing  sites.  But 
recendy  overseas  sales  of 
goods  made  in  Emerson's 
U.S.  factories  have 
emerged  as  the  fastest- 
growing  segment  of  the 
company's  business.  Direct 
exports  of  Emerson's 
electric  motors,  heating 
systems  components  and 
pressure  measuring  instru- 
ments are  now  running  at 
$500  million  a  year. 
The  direct  exports  are 


the  result  of  what  Stephen 
Cortinovis,  Emerson's 
vice  president  of  interna- 
tional development,  calls 
"a  pull-through  effect."  By 
this  he  means  that  Emer- 
son's foreign  manufactur- 
ing has  made  overseas 
customers  more  aware  of 
the  company  and  the 
company  more  aware  of 
foreign  markets. 

"We're  experiencing 
an  export  boom  today  be- 
cause we  laid  the  seeds  15 
years  ago,"  he  says.  "You 
can't  export  without  a  lo- 
cal presence." 

Noting  that  Emerson 
invested  heavily  to  mod- 
ernize its  U.S.  plants, 
Cortinovis  says  the  compa- 
ny's U.S.  operations  em- 
ployed 19,000  workers  ten 
years  ago.  Today  the  fig- 
ure is  44,000. 
-Christopher  Palmeri 
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Paper's 
tigers 

But  FOR  EXPORTS,  U.S. 
paper  companies  would 
have  been  in  much  deep- 
er soup  during  the  last  cou- 
ple of  years.  U.S.  demand 


for  paper  is  down,  but  ex- 
ports are  surging,  allow- 
ing producers  to  continue 
running  their  plants  at 
91%ofcapacity.  Inl991 
American  exports  of 
printing  and  writing  paper 
were  up  40%  over  1990, 


Georgia-Pacific's 
Correli  (above) 
Linerboard 
Produce  in  the 
U.S.,  sell 
woridwide. 


which  was  up  39%  over 
1989.  Exports  of  kraft 
linerboard,  the  inner  and 
outer  layers  of  corrugated 
cardboard  boxes,  hit  a  rec- 
ord 3.4  million  tons  in 
1991.  Linerboard  exports 
by  Chicago-based  Stone 
Container,  the  world's 
largest  boxmaker,  are 
now  almost  22%  of  total 
output. 

What  accounts  for  this 
strength.^  Two  things:  the 
cheaper  dollar  and  heavy 
investment.  The  industry, 
which  has  never  asked  for 
trade  protection,  reckons  it 
has  the  highest  ratio  of 
capital  spending  to  sales — 
around  10%— of  all  U.S. 
manufacturing  industries. 
Since  1980,  U.S.  paper- 
makers  have  spent  $100 
billion  modernizing  and 


building  new  plants. 

Worker  productivity 
has  increased  by  21%  since 
1985,  but  the  industry 
payroll,  at  242,000  last 
year,  is  down  less  than  2% 
from  1985,  when  the  dollar 
began  to  fall.  "The  weak- 
er the  dollar,  the  better  our 
[capital  spending]  strate- 
gy looks,"  says  A.D.  (Pete) 
Correli,  president  and 
chief  operating  officer  of 
Georgia-Pacific  Corp. 

Exports  beget  exports. 
As  they  sell  more  abroad, 
companies  like  Georgia- 
Pacific  and  Stone  are  find- 
ing that  it  pays  to  open 
yet  more  sales  offices  over- 
seas, particularly  in  Asia. 

"More  and  more  com- 
panies," says  Correli,  "are 
developing  an  export 
strategy." -Gary  Slutsker 


Dillon,  vice  president,  planning,  Ea- 
ton Corp.  "This  market  will  become 
more  important  as  their  economies 
continue  to  improve  and  when  we  get 
a  free -trade  deal  with  Mexico." 

The  export  boom,  no  flash  in  the 
pan,  also  spreads  across  a  broad  sweep 
of  the  economy. 

The  U.S.  is,  for  instance,  particular- 
ly strong  in  services,  dominating  in 
areas  like  software  and  insurance.  On 
international  air  routes,  weak  Pan 
American  and  twa  have  been  replaced 
with  three  strong  carriers.  United, 
Delta  and  American;  today  25%  of 
total  U.S.  airline  revenues  come  from 
international  routes.  Up  to  1988,  the 
U.S.  mostly  had  a  $2  billion  to  $3 
billion  deficit  on  its  travel  and  tourism 
account.  In  1991  there  was  a  $9.4 
billion  surplus. 

There  is  great  strength  in  high-tech 
exports,  in  computers,  semiconduc- 
tors (where  47%  of  U.S.  output  is  now 
exported),  in  scientific  instruments, 
airliners,  pharmaceuticals  and  tele- 
communications equipment. 

"Revolution"  is  an  overworked 
word,  but  there's  no  better  way  to 
characterize  what  has  happened  in  the 
capital  goods  sector.  U.S.  capital 
goods  makers  now  export  nearly  half 
their  total  output.  Even  basic  indus- 


tries, like  chemicals,  paper  and  pulp, 
and  relatively  mundane  equipment, 
such  as  electric  motors  (see  box,  p.  87), 
share  in  the  boom. 

What's  striking,  if  common  sense, 
is  that  companies  that  are  competitive 
and  are  successfully  exporting  rarely 
complain  much  about  foreign  gov- 
ernments' blocking  their  efforts. 
They  have  put  in  the  groundwork, 
which  can  sometimes  take  years  to 
bear  fruit  (especially  in  Japan). 

So  how  far  can  this  boom  go?  The 
U.S.  currentiy  exports  around  7%  of 
gross  domestic  product.  Japan  ex- 
ports 9.7%,  and  the  European  Com- 
munity around  9%  outside  the  com- 
munity. Suppose  that  the  U.S.  can 
add  the  equivalent  of  another  3%  of 
GDP  to  its  exports,  to  match  the  export 
share  of  its  major  industrial  rivals. 
Today  that  would  equal  $170  billion 
in  new  trade,  which  would  sustain  at 
least  2.75  million  jobs. 

These  extra  exports  would,  inci- 
dentally, just  about  replace  the  output 
and  jobs  likely  to  be  trimmed  over  the 
coming  five  or  six  years  as  a  result  of 
defense  spending  cutbacks.  So  we  are 
not  talking  of  a  jobs  bonanza,  the 
more  so  since  many  successful  export- 
ers are  still  trimming  unnccded  jobs 
to  cut  costs  and  boost  productivitN' 


further.  Nevertheless,  such  an  in- 
crease in  exports  would  greatiy  ease 
the  inevitable  pain  of  massive  cuts  in 
the  defense  budget. 

It  would  be  pleasant  to  conclude 
this  article  on  a  wholly  optimistic 
note,  but  it  would  be  unrealistic  to 
overlook  the  ver\'  real  dangers  of  poli- 
tics intervening.  Senator  Donald  W. 
Riegle  Jr.  (D-Mich.)  has,  for  in- 
stance, introduced  a  bill  that  would 
reclassify  Japanese  minivans  as  trucks 
(thereby  adding  perhaps  S5,000  to 
their  cost).  Riegle's  bill  will  probably 
go  nowhere,  but  one  never  knows. 
Histor}'  shows  that  free  trade  works, 
generating  jobs  and  profit.  And  trade 
has  played  a  significant  part  in  helping 
squash  inflation. 

Trade,  more  now  than  at  any  time 
since  the  end  of  World  War  II,  holds 
center  stage  when  it  comes  to  the 
nation's  fiiture  economic  well-being. 
Yes,  there  are  many,  many  problems. 
We  can  all  list  them:  inadequate  edu- 
cation, crumbling  infrastructure, 
crime,  overspending  politicians  and 
the  rest.  But  sustaining  the  trade 
boom  will  at  least  provide  the  means 
to  deal  with  some  of  these  problems. 
Should  the  boom  wither,  the  pros- 
pects would  be  as  dark  again  as  they 
were  in  1979.  ^M 
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¥)u  can't  retire  on  this. . . 


...so  start  planning  today! 


Someday  this  brown  envelope  will  look  very,  very 
familiar.  Once  a  month  you  will  carefully  open  it . . . 
knowing  that  the  check  inside  isn't  nearly  enough  for 
a  comfortable  retirement. 

That's  not  surprising.  Social  Security  was  never  designed 
to  provide  all  your  retirement  income. 

In  fact,  you  can  count  on  Social  Security  to  provide  no 
more  than  33%  of  your  retirement  income  needs.  Your 
company  pension  plan  may  provide  an  additional  20%. 
The  rest  is  up  to  you. 

Whether  you're  23  or  63,  now  is  the  time  to  start  planning 
for  your  retirement ...  by  ordering  Franklin's  Retirement 
Planning  Guide. 

Youll  learn  how  to  determine  how  much  retirement 
income  you  need,  how  to  pick  the  right  retirement  plan 
for  your  needs,  and  how  to  choose  an  investment  for 
your  plan.t 


*An  investment  in  a  Franklin  fund  does  not  guarantee  that 
your  retirement  expenses  will  be  met. 


Order  your  free  Franklin  Retirement 
Planning  Guide  today! 

1-800-342-FUND  Ext.978 


r 


Franklin  Distributors,  Inc. 
777  Mariners  Island  Blvd 
San  Mateo,  CA  94404-1585 


F0B92 
978 


n 


YES!  I  would  like  a  free  copy  of  Franklin's  Retirement 
Planning  Guide.  I  would  also  like  a  prospectus  containing 
more  complete  information,  including  charges  and 
expenses  on  the  fund(s)  checked  below.  I  will  read  the 
prospectus(es)  carefully  before  I  invest  or  send  money. 

□  Franklin  Growth  Fund 

□  Franklin  Income  Fund 

□  Franklin  Adjustable  U.S.  Government 
Securities  Fund 

□  Franklin  Money  Fund 

Name 


Address 


City/ State/ Zip 


F  R  A\  NJ IC  L  11  Ni 

Member  $57  Billion  Franklin  Group  of  Funds® 
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Fred  Ouweleen  sold  electric  massagers  and  high-tech 
pogo  sticks  before  finding  his  true  vocation: 
miniature  airplanes. 

Makmg  a 
hobby  pay 

By  Jean  Sherman  Chatzky 

Frederic  Ouweleen  Jr.  learned  to     he  says.  "And  there  was  a  sort  of 
fly  a  Piper  Cub  before  he  learned  to     frontier  spirit  in  Brazil." 


drive.  As  a  student  at  Washington 
University  in  St.  Louis,  he  earned 
spare  cash  flying  a  photographer 
friend  over  new  commercial  and  resi- 
dential development  sites, 
then  hawking  photos  to  the 
developers. 

Ouweleen,  now  39,  still 
earns  his  living  from  small 
planes — very  small  ones. 
His  City  of  Commerce, 
Calif. -based  company,  Pa- 
cific Miniatures,  sells  400 
scale-model  aircraft:  a  week 
to  customers  like  Boeing, 
McDonnell  Douglas  and 
Federal  Express,  who  use 
them  for  promotion.  Busi- 
ness is  booming. 

Since  buying  the  firm  for 
$250,000  in  1986,  Ouwe- 
leen has  boosted  revenues 
threefold,  to  $2  million. 
Last  year  the  privately  held 
Pacific  Miniatures'  pretax 
profits  topped  10%. 

How  do  you  get  to  run  a 
fiin  business  like  this  and 
make  a  good  living  out  of 
it?  In  Ouweleen's  case  it 
wasn't  easy.  Like  many  in 
his  generation,  Ouweleen 
was  less  ambitious  than  he 
was  adventurous.  After  fin- 
ishing up  a  business  degree 
in  1975 — it  took  him  six 
years  to  get  through  col- 
lege— he  took  a  job  in  Bra- 
zil managing  international 
shipments  for  a  moving 
company.  "I  wanted  to  get 
to  know  another  culture," 
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Six  years  later,  after  dabbling  briefly 
in  real  estate  and  market  research,  he 
became  frustrated  with  the  turf  battles 
within   Brazilian  organizations   and 


Pacific  Miniatures  President  Fred  Ouweleen 
Cranking  out  more  747s  than  Boeing. 


came  back  to  the  U.S.  "If  manage- 
ment felt  you  were  showing  promise 
or  initiative,"  he  says,  still  a  bit  incred- 
ulous, "they  would  fire  you." 

Looking  around  for  something  to 
do,  Ouweleen  noticed  how  well  out- 
fits like  the  Sharper  Image  and  Ham- 
macher  Schlemmer  were  doing  flog- 
ging expensive  toys.  Why  not  get  into 
the  business  of  supplying  them  with 
widgets  and  gadgets?  His  father, 
Frederic  Sr.,  was  a  longtime  executive 
at  Emerson  Electric  and  had  contacts 
in  Japan.  Through  his  father,  Ouwe- 
leen got  in  touch  with  Japanese  man- 
ufacturers and  began  importing  mas- 
sage paraphernalia,  which  he  in  turn 
peddled  to  the  gadget  retailers.  Ex- 
pensive shower  heads  and  a  high-tech 
pogo  stick  soon  followed. 

Ever  on  the  lookout  for  expensive 
toys,  Ouweleen  decided  to  test  his 
own  taste.  An  avid  builder  of  model 
airplanes  as  a  kid,  he  figured 
I  that  highly  detailed  scale- 
I  model    versions    of   early 
commercial  airliners  would 
attract  a  well-heeled  group 
of  airplane  buffs.  He  con- 
tacted Lockheed  about  cre- 
ating scale  models  of  its  pis- 
ton-powered      Constella- 
tion.   Lockheed,   in   turn, 
sent  Ouweleen  to  Pacific 
Miniatures. 

Founded  by  a  former 
Douglas  Aircraft  employee, 
Pacific  Miniatures  had  been 
making  models  since  1946. 
Pacific  wasn't  doing  well. 
The  labor-intensive  fiber- 
glass molding  technique 
had  not  changed  a  whit.  At 
fiill  capacit)',  the  plant 
turned  out  just  28  model 
planes  a  day.  Hardly 
enough  to  satisf\'  gadget 
hounds,  not  to  mention 
nearby  McDonnell  Doug- 
las, which  was  bu\ing  60% 
of  the  output.  Moreover, 
an  ex -employee  had  set  up 
shop  down  the  road,  spark- 
ing a  bidding  war  for  the 
McDonnell  Douglas  ac- 
count. Ha\ing  cut  its  prices 
sharply.  Pacific  Miniatures 
was  losing  about  $1 5,000  a 
month,  and  the  owner 
wanted  out. 

Entrepreneur  that  he  is, 
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Many  business  leoders  believe  the  answer  to  that 
question  is  o  frightening  "Yes."  They  perceive  on 
absence  of  commitment,  a  ioci^  of  maturity  and  the 
inability  to  absorb  training  to  be  on  alarming  trend 
in  much  of  today's  youth. 

But  perception  isn't  necessarily  reality.  Consider  the 
people  who  hove  served  in  the  Army. 

The  Army  enlists  quality  people. 

Jhe  Army  believes  America's  youth  belong  in  school. 
Our  recruiters  ore  strong  advocates  for  good  study 
habits  and  high  school  completion.  We  believe  it 
pays  off. 

Over  98  percent  of  new  recruits  ore  high  school 
graduates.  Over  two  thirds  score  above  overage  on 
the  Armed  Forces  Qualification  Test,  a  standardized 
aptitude  test. 

These  smart  new  soldiers  then  become  students  in 
the  nation's  largest  technical  training  organization. 
With  18  major  technical  training  complexes,  the 
Army  trains  young  odults  in  over  300  specialities, 
many  that  involve  high-tech  equipment  and  state- 
of-the-art  technology.  It  is  a  system  that  graduates 
over  100,000  men  and  women  each  year. 

Tronsferrable  skills. 

Researchers  at  Ohio  State  University  found  that  50 
percent  of  the  people  recently  separated  from 
the  Army  hod  transferred  the  occupational 
skills  acquired  in  the  military  to  their  civilian 
employment.  This  was  slightly  better  than 
the  rote  of  skill  transfer  by  graduates  of 
business  schools  and  vocational /technical 
colleges.  But  beyond  occupational  skills, 
soldiers  acquire  other  lifelong  qualities. 


As  a  matter  of  fact,  a  survey  of  hundreds  of  employ- 
ers, many  from  Fortune  500  componies,  clearly 
shows  that  they  value  the  attributes  soldiers  develop 
in  the  Army  and  will  hire  young  people  who  ore 
reliable,  disciplined  and  hove  responsible  attitudes 
toward  work. 

How  the  Army  Career  and  Alumni  Program 
helps  America. 

This  year  about  150,000  men  and  women  will  leave 
the  Army.  As  they  return  to  civilian  life,  they  bring 
with  them  self-discipline,  motivation,  and  technical 
skills  America's  work  force  needs.  To  help  them  get 
a  head  start  on  their  civilian  careers,  the  Army  estab- 
lished the  Army  Career  and  Alumni  Program  (ACAP). 

At  ACAP  Centers  around  the  world,  the  Army  provides 
training  in  job  search  skills  for  soldiers  and  their  fam- 
ilies. Besides  facilitating  their  entry  into  the  civilian 
world,  the  ACAP  program  prepares  soldiers  to  moke 
immediate  contributions  in  their  new  civilian  jobs. 

How  ACAP  can  help  your  business. 

While  ACAP  serves  the  needs  of  the  soldier,  it's  also 
o  resource  for  employers  across  America.  Interested 
employers  may  enter  their  firms  into  the  Army 
Employer  Network  Data  Base  and  find  out  more 
about  ACAP  by  calling  1-800-445-2049. 

It  mokes  sense  to  support  Army  recruiting  and  Army 
Alumni.  The  Army  will  continue  to  recruit  and 
train  high-quality  young  men  and  women 
because  they  ore  the  key  to  maintaining 
America's  defense.  And  the  Army  will  con- 
tinue to  return  to  the  civilian  sector  capable, 
mature,  highly-motivated  young  people, 
ready  to  Be  All  They  Can  Be  as  port  of 
America's  work  force. 
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Ouweleen  wasn't  discouraged  by  Pa- 
cific's problems  but  rather  excited  by 
its  prospects.  The  company  had  an 
established  name  and  a  customer  list 
that  included  top  airlines  and  airplane 
manufacturers.  All  it  needed,  he 
thought,  was  better  management  and 
better  promotion.  Using  a  loan  fi-om 
his  father,  Ouweleen  acquired  Pacific 
Miniatures  in  September  1986. 

His  first  move  was  to  up  prices  40%. 
It  immediately  backfired.  McDonnell 
Douglas  yanked  its  account,  and 
more  than  half  his  business  disap- 
peared overnight.  Oops!  Back  to  the 
drawing  board.  Realizing  he  had  to 
get  his  costs  down  in  a  hurry,  as  well  as 
attract  new  customers,  he  borrowed 
another  $250,000  from  his  dad  (who 
has  since  swapped  the  loan  for  50%  of 
the  company's  equity)  to  buy  reaction 
injection  molding  equipment — the 
same  technology  used  to  make  car 
bumpers  and  dashboards  out  of  poly- 
urethane.  The  new  equipment  not 
only  quadrupled  production  but  also 
allowed  him  to  make  models  with 
much  finer  detailing. 

Then  he  began  making  sales  calls 
on  airlines,  aircraft:  manufacturers  and 
leasing  companies.  "I  don't  think 
anyone  had  called  on  a  customer  in  30 
years,"  he  laughs.  Pacific  previously 
had  relied  mosdy  on  word  of  mouth. 

This  year  the  firm  will  make  about 
20,000  models  bearing  the  logos  of 
Federal  Express  and  Continental  Air- 
lines, among  others.  Prices:  from  $60 
for  a  10-inch  DC-9  to  $6,000  for  an 
8 -foot  747.  Ouweleen,  who  stays  in 
close  contact  with  customers,  builds 
planes  to  order  rather  than  maintain- 
ing inventories.  The  company  has  a 
four-month  backlog. 

Pacific  Miniatures  is  now  the  larg- 
est company  in  what  is  at  best  a  $7 
million  market  worldwide.  But 
Ouweleen  still  thinks  there's  room  for 
growth.  Airplane  leasing  companies, 
which  began  buying  from  him  in 
1988,  now  make  up  a  third  of  his 
business.  To  cultivate  a  collectors' 
market,  he  plans  to  target  pilots  and 
other  high-paid  airline  executives. 

With  just  one  model  in  his  spare, 
industrial -looking  office,  Ouweleen 
clearly  has  no  sentimental  attachment 
to  his  products.  "I  love  aviation,"  he 
says  with  a  smile.  "But  here  I'm  much 
more  the  business  person.  I  like  to  see 
the  planes  go  out  the  door."  ^ 


Jerry  Rubinstein  and  two  cable  giants  are  betting 
that  music  addicts  will  shell  out  an  extra  $10  a  month 
to  get  digital  music  over  their  cable  systems. 


The  HBO 
of  radio  ^ 


By  Peter  Newcomb 

A  BUSINESS  GRADUATE  of  the  Univer- 
sity of  California  at  Los  Angeles,  Jer- 
old  Rubinstein  is  an  old  hand  in  the 
music  trade.  In  the  late  1960s  he  was 
business  manager  for  such  stars  as  Joni 
Mitchell  and  Neil  Young,  as  well  as  a 
young  talent  manager — David  Geffen. 

In  1975  he  was  tapped  to  run  the 
record  division  for  the  American 
Broadcasting  Co.  Three  years  later  he 
and  a  partner  acquired  the  United 
Artists  record  label,  selling  it  in  1979 
to  EMI.  Rubinstein's  take  on  the  deal: 
about  $5  million. 

Now  Rubinstein,  53,  wants  to  be 
the  HBO  of  radio.  Since  September  his 
six-year-old  Los  Angeles-based  com- 
pany. International  Cablecasting 
Technologies,  has  been  selling  a  pre- 
mium  cable   service,  called   Digital 


Music  Express,  to  subscribers  at  146 
cable  systems. 

DMX,  as  it's  known,  offers  cable 
subscribers  30  channels  of  finely  tar- 
geted music  programs.  Classical  mu- 
sic lovers  have  three  channels  to 
choose  from:  chamber  music,  sym- 
phonies and  opera.  Rock  music  is 
segmented  into  eight  categories; 
country  and  Latin  music  into  two 
each.  The  music  is  broadcast  digitally, 
for  high  clarity,  and  there's  no  annoy- 
ing banter  of  disc  jockeys  or  commer- 
cial breaks.  Price:  about  $10  a  month. 

Will  it  pay  oflf)  In  one  sense,  this 
Vancouver  Stock  Exchange  veteran 
already  has.  Never  mind  that  Interna- 
tional Cablecasting  lost  $6.3  million 
last  year  on  negligible  revenues.  Its  28 
milhon  shares  now  trade  over-the- 
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DMX  cable  radio  studios  near  Atlanta 

No  annoying  disc  joclteys,  no  commercial  breaks. 
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^  Whats  thL 
best  incentive 


Buick  quality. 


LeSabre 


Today,  the  results  of  Buick's 
commitment  to  world-class 
quality  are  being  reported  by  the 
automotive  press,  and  by  Buick 
owners  as  well. 

For  instance,  Consumers 
Digest  and  Motor  Trend  have 
named  Buick  LeSabre  a  "Best 
Buy."  Buick  was  the  only 
domestic  automaker  to  show  a 
1991  sales  increase.  And 
"MotorWeek"  named  the  1991 
Park  Avenue  Ultra  America's  best 


luxury  car. 

And  right  now,  there's  added 
incentive  to  buy  Buick  quality: 
special  GMAC  annual- 
percentage-rate  financing*  on  all 


Buicks,  depending  on  the  model 
and  options  you  choose.  See  your 
Buick  dealer  today. 

•Examples:  24  monthly  payments  of  $42.93  per  1,000 
financed,  36  monlfiiy  payments  of  $29.92  per  $1,000  and 
48  monthly  payments  of  $23.89  per  $1,000.  Down 
payment  example  is  20%  down.  (Your  down  payment 
may  be  more  or  less.)  Dealer  financial  participation  may 
affect  consumer  cost.  You  must  take  retail  delivery  from 
dealer  slock.  See  your  dealer  for  qualification  details. 


QHH      Buckle  up,  America! 

"^  I    ©1992  GM  Corp.  All  rights  reserved. 
Century,  LeSabre,  Park  Avenue, 
Regal,  Riviera,  Roadmasler 
and  Skylark  are  registered 
trademarks  of  GM  Corp. 


Buicks.  Or,  you  can  get  $250- 
$2,000  cash  back  on  selected 


BUICK 

The  New  Symbol  For  Quality 
In  America. 


UP  &  COMERS 


International 
Cablecasting 
Technologies 
founder 

Jerry  Rubinstein 
The  music  may 
be  a  better  buy 
than  the  stock. 


counter  at  $8  apiece,  giving  the  outfit 
a  market  cap  of  $224  million. 

Rubinstein,  a  laid-back  Californian 
with  a  shock  of  white  hair,  blushes  at 
the  mention  of  the  Vancouver  Ex- 
change. He  says  a  Canadian  friend 
recommended  he  raise  startup  money 
there  by  doing  a  reverse  acquisition 
with  a  publicly  held  shell  company. 
The  deal  brought  the  company 
$432,000  for  43%  of  its  equity.  At 
that  time,  in  May  1986,  the  shares 
traded  for  about  25  Canadian  cents. 
When  pressed,  Rubinstein  shrugs. 
"Vancouver  is  a  venture  capital  mar- 
ket," he  says.  "Deals  fail." 

Too  bad  that  International  Cable- 
casting has  tarred  itself  with  the  Van- 
couver brush,  because  the  company 
does  have  a  number  of  things  going 
for  it.  For  starters,  Jerry  Rubinstein 
has  sunk  $2  million  of  his  own  money 
into  the  venture  for  a  10%  interest. 
Denver- based  Tele- Communica- 
tions, Inc.,  the  giant  cable  operator, 
has  also  put  nearly  $5  miUion  into  the 
company  for  a  10%  stake.  Cable  oper- 
ator and  programmer  Viacom 
(Forbes,  Mar.  16)  and  cable  equip- 
ment maker  Scientific- Atlanta  arc  also 
investors.    Altogether,    International 


Cablecasting  has  sunk  $25  million 
into  hardware,  software  and  satellite 
hookups. 

How  does  Rubinstein  plan  to  get 
cable  operators  to  add  his  service  to 
their  already  overcrowded  cable  sys- 
tems? It  works  like  this:  dmx  squeezes 
its  audio  signals — which  take  up  just  a 
tenth  of  the  bandwidth  of  a  video 
signal — between  the  existing  cable 
channels.  Thus,  the  reggae  and  classic 
rock  stations  can  be  broadcast  be- 
tween channels  2  and  3,  country  mu- 
sic and  opera  between  channels  4  and 
5,  and  so  on.  The  signals  are  decom- 
pressed by  a  DMX  cable  box  that  plugs 
into  a  subscriber's  stereo.  Boasts  Ru- 
binstein: "We  haven't  found  a  system 
where  we  can't  fit."  In  other  words, 
cable  operators  get  additional  reve- 
nue— about  60%  of  the  subscription 
fee — without  giving  up  any  space  on 
their  systems. 

The  reception  so  far  has  been  good. 
With  very  litde  marketing,  almost 
7,000  of  the  200,000  homes  that  can 
pick  up  DMX  on  TCi  systems  have 
subscribed.  The  sign- up  rate  for  com- 
mercial customers — bars,  restaurants 
and  department  stores,  which  use  it 
like  Muzak — has  been  much  stron- 


ger. No  wonder.  For  about  $70  a 
month — roughly  the  same  as  Mu- 
zak— commercial  customers  get  digi- 
tal sound  and  six  times  as  many  pro- 
gramming choices. 

Whether  all  this  is  worth  a  market 
cap  of  $224  million  is  a  big  question. 
Keith  Mullins,  an  analyst  at  Smith 
Barney,  judges:  "Either  this  is  going 
to  be  a  moon  shot  or  it's  going  to  be  a 
bust.  And  you  don't  have  enough 
evidence  right  now  to  say  either." 
Kenneth  Goldman  at  Bear,  Stearns  is 
a  littie  more  bullish  on  its  chances.  He 
thinks  the  company  will  break  even 
with  about  350,000  subscribers.  "Af- 
ter you  reach  break-even,"  he  says, 
"ever)'  million  subscribers  generate 
$30  million  of  revenues."  And  since 
the  incremental  cost  per  subscriber 
would  be  low — once  the  serNicc  is 
widely  available — the  company  could 
generate  significant  profits  with  rela- 
tively low  penetration. 

Say  this  for  Rubinstein:  He's  a  heck 
of  a  promoter.  Aware  that  he  is  talking 
to  a  business  reporter,  he  slips  easily 
into  Wall  Street  jargon:  "We're  not 
playing  music,"  he  says,  reggae  music 
pulsing  in  the  background.  "We're 
playing  data."  ^ 
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Call  1-800-637-7455,  ext.  2789 

Mail  to:  Merrill  Lynch  Response  Center 
RQ  Box  30200 
New  Brunswick,  NJ  08989^200 

□  Please  send  me  a  free  copy  of  the  Merrill  Lynch  brochure, 
89  Tax-Saving  Ideas  for  Inuestors,  along  with  the  special 
worksheet. 

D  I  am  a  small  business  owner.  Please  send  me  the  Merrill 
Lynch  brochure.  How  To  Cut  Your  Business  Tax  Bill,  free. 

Name 


Address. 
City 


State . 


Zip . 


Business  Phone  i_ 
Home  Phone  i 


1. 


Merrill  Lynch  clients,  please  give  name  and  office  address  of 
your  Financial  Consultant: 


2789 


J 


Plan  now  or  pay  later. 
Learn  how  you  may  reduce 
your  taxes  with  our  free 
tax-saving  ideas. 

Like  most  investors  today, 
you  need  help. 

Help  finding  ways  to  mini- 
mize your  taxes  in  a  world 
where  such  opportunities 
grow  scarcer  every  day. 

Who  better  than  Merrill 
Lynch  can  assist  you  and  your 
tax  adviser  in  this  challenge? 
We  understand  investors'  tax 
needs.  And  we  can  offer  tax 

M  OFFICIALSPONSOROFTHE  1992  0  8  OLYMPC  TEAM 


Strategies  for  today  that  can 
help  limit  your  tax  burden 
tomorrow. 

Start  by  requesting  your 
free  copy  of  our  new  bro- 
chure, 89  Tax-Saving  Ideas  for 
Investors.  We've  also  added  a 
special  worksheet  to  help  you 
project  your  tax  liability  for 
1992.  Use  it  as  a  guide  to  help 
you  take  advantage  of  our 
tax-saving  tips.  For  example, 
you'll  learn  about  the  attrac- 
tive after-tax  returns  available 
through  investing  in  tax- 
exempt  municipals. 

0 1992  Merrill  Lynch.  Pierce.  Fenner  and  Smith  Inc  Member  SIPC. 


Send  for  this  free  brochure 
today  And  talk  to  an  even 
more  valuable  source  of  infor- 
mation, your  Merrill  Lynch 
Financial  Consultant. 

For  your  free  copy  of  89 
Tax-Saving  Ideas  for  Investors 
with  the  special  worksheet, 
call  toll-free,  Monday  through 
Friday  8:30  A.M.  to  9:00  RM. 
E.S.T.  Or  clip  here.  And  get  the 
cut  you  deserve. 


Merrill  Lynch 

A  tradition  of  trust. 
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Sex  sells  products.  But  death?  Unlikely  as  it  sounds, 
the  Grim  Reaper  is  becoming  a  pitchman. 

Dr,  Pangloss, 

meetlngmar 

Bergman 


The  commercial  for  Comedy  Cen- 
tral, a  new  cable  channel,  starts  off 
conventionally  enough:  "To  keep  my 
thighs  silky  smooth  I  use  a  pollen 
extract  from  Romanian  Royal  bees," 
purrs  actress  Sean  Young.  "To  keep 
my  navel  taut  and  resilient  I  use  Afri- 
can antelope  musk  oil."  Then  the 
shocker:  "For  up  here"  (pointing  to 
her  head),  "I  use  a  combination  of 
sublimation  and  denial.  To  keep  from 
remembering  that  all  this  is  absolutely 
meaningless."  Cut  to  the  new  ad 
campaign's  slogan:  "We're  all  going 
to  die.  Watch  Comedy  Central." 


Reminding  people  they  are  going 
to  die  seems  an  inappropriate  way  to 
get  them  in  a  spending  or  viewing 
mood,  but  there  may  be  a  trend  here. 
There's  the  spot  that  ran  last  year  for 
Pepe  Jeans  in  the  U.K.  The  commer- 
cial showed  a  group  of  teenagers  lying 
in  a  grassy  park,  giggling — nothing 
more.  Until  the  last  line:  "Because 
one  day  you'll  die." 

What's  going  on?  Demographics. 
People  born  during  the  baby  boom 
aren't  getting  younger,  and  they  are 
coming  to  terms  with  the  truth  that 
no    advertised    product    is    potent 


M^ 


but  you  are  not  a  goddess  and  you  aren't  ever 
going  to  be  a  goddess  so  maybe  you  should  Just  get  used 
to  It.  You'll  never  be  perfect  fsorry)  and  you're  not  wor- 
shipped (usually}  and  does  this  matter?  No. 

Goddesses  arc  worshipped  because  they 
aren't  real  and  they  aren't  us  and  they  aren't  allowed 
to  complain.  Goddesses  are  worshipped  even  though 
(and  this  is  important)  they  are  really  stone  and  really 
plaster  and.  more  often  than  not.  really  dead. 

And  yes  they  will  never  grow  old  and  they 
will  never  grow  up  and  they  will  slay  that  way  (stay 
that  way  stay  that  fsay).  This,  however,  Is  not  the  way 
you  will  stay. 

Because  someday,  since  you  are  human,  you  will 
notice  that  time  has  passed  and  you  are  not  who 
you  were  twenty  years  ago  or  ten  years  ago  or  even 
last  week,  Someday,  since  you  are  human,  you  will 
notice  your  body  has  changed  and  your  face  has 
changed  and  your  kneecaps  look  more  like    ..  ..- 


New  ads  for  Nike 
and  Comedy  Central 
"if  you  don't 
come  face  to  face 
with  your  mortal- 
ity, it's  going 
to  come  face  to 
face  with  you." 


enough  to  reverse  the  march  of  time. 
Dr.  Pangloss,  meet  Ingmar  Bergman. 

"This  is  telling  you  life  is  a  lot  sillier 
than  it  looks.  Remember — fear,  dis- 
memberment and  death  are  lurking 
behind  everything,"  says  Danny 
Abelson,  who  wrote  the  Comedy 
Central  commercial  at  Frankfurt  Gips 
Balkind,  an  ad  and  design  agenc)'. 

Market  researchers  have  detected  a 
sense  of  gloom  in  the  population.  Is  it 
just  the  recession?  Maybe,  but  it  may 
go  deeper.  Before  a  nervous  Cunard 
ran  an  ad  for  its  Queen  Elizabeth  2  last 
year  with  the  headline  "Life  is  short," 
it  asked  Decision  Research  to  plumb 
the  mood  of  the  countn'.  Not  good  at 
all,  says  Decision  Research  Vice  Presi- 
dent Maureen  Berman:  "There's  a 
sense  of  disquietude  per\'ading  peo- 
ple's lives,  like  you  could  get  hit  by  a 
car  at  any  moment."  Which  is  one 
reason  that  the  ad  with  its  ageless 
carpe  diem  injunction — literally, 
"seize  the  day" — scored  well. 

A  new  ad  for  Nike  athletic  shoes 
shows  a  near-perfect  nude  vuth  the 
headline  "Yes,  this  is  a  goddess." 
Then  comes  the  cold  shower.  "But 
you  are  not  a  goddess  and  you  aren't 
ever  going  to  be  a  goddess  so  maybe 
you  should  just  get  used  to  it.  .  .  . 
Somedav,  since  vou  are  human,  vou 
will  notice  your  body  has  changed  and 
your  face  has  changed  and  your  knee- 
caps look  more  like  Winston  Chur- 
chill than  ever  before."  The  ad  goes 
on  to  suggest  that  it  might  just  be 
worth  strapping  on  a  pair  of  nmning 
shoes  anway,  and  the  hell  with  look- 
ing like  Kim  Basinger. 

"This  is  the  first  time  we  addressed 
the  issue  that  if  you  don't  come  face  to 
face  with  your  mortality',  it's  going  to 
come  face  to  face  with  you,"  sa\s 
Janet  Champ,  the  ad's  copN-writer  at 
Nike's  ad  agency,  Wiedcn  &  Kenne- 
dy. "I'm  32,  and  my  kneecaps  don't 
look  like  they  used  to." 

Nike  reports  receiving  upwards  of 
45,000  calls  praising  the  new  down- 
to-earth  tone — the  most  responses  to 
any  of  its  campaigns  yet.  "Please  keep 
doing  this,"  one  caller  implored. 

Will  death  replace  sex  as  a  selling 
tool?  Not  likely.  But  Hranktiin  Gips 
Balkind's  Abelson  can  imagine  more 
roles  for  the  Grim  Reaper:  "Take 
detergent — you're  going  to  die,  why 
not   look  vour   best   in   the    mean 


while?" 


-J.L. 
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YEARS  IS  ALL  IT  TOOK  TO  RAISE  OUR  FAMILY. 


Just  2  decades  ago,  Airbus  Industrie  was  a  dream  of 
its  4  partners  fronn  the  UK,  Germany,  France  and  Spain. 

Since  then,  we  have  launched  6  successful  aircraft 
programs:  the  A300,  A3 10,  A320,  A321,  A330  and 
A340.  As  the  1st  integrated  family  of  commercial  aircraft, 
these  programs  cover  worldwide  airline  needs:  from 
short-haul,  high  volume  to  very  long-haul,  low  volume. 


This  family  has  made  Airbus  Industrie  the  choice  of 
over  100  customers,  who  have  ordered  more  than  1,700 
aircraft.  Thanks  to  them,  a  pioneering  European  consortium 
has  become  the  2nd  most  successful  manufacturer  of 
commercial  aircraft  in  the  world. 

That's  why,  in  commercial  aviation,  we're  Number  2 
and  leading. 


S 


AIRBUS  INDUSTRIE 


If  YOU'RE  EXPECTING 
EVEN  MORE  FROM  A  HOTEL 

IN  TIMES  LIKE  THESE, 
YOU'D  BETTER  WAKE  UR 


0, 


_ver  the  last  few  years,  we've  invested 

more  than  a  billion  dollars  in  our  hotels  to  meet 
your  changing  needs.  So,  while  other  hotels  may 
be  forced  to  cut  back  and  give  you  less,  at  Hilton 
we're  giving  more,  doing  more,  and  moving  ahead. 


Here 


Double-dipping  encouraged  here. 

As  a  member  of  the  HHonors  Guest  Reward  Program,  you  won't 
have  to  choose  between  earning  hotel  points,  or  mileage  credit 
on  your  favorite  airlines.  Unlike  other  hotel  programs.  Hilton 
HHonors  lets  you  have  both.  As  well  as  fabulous  new  rewards. 

Here's  a  hotel  within  a  hotel. 

At  select  Hiltons  across  America,  you  can  enjoy  the  ver>'  best 
we  have  to  offer  the  business  traveler — our  magnificent  Towers 
accommodations.  With  separate  registration,  private  lounges, 
and  a  concierge  and  staff  devoted  to  your  everj'  need. 


Renovations  here, 
there  and  everywhere. 

Unlike  some  of  our  competitors,  we're  continuing 
to  refurbish  our  hotels,  like  Tlie  \\aldorf=.Asloria 
and  the  Chicago  Hilton  and  Towers,  from  lobby 

to  penthouse.  We've  also  added  exciting  new  properties,  like 

The  Pointe  Hilton  Resorts  in  Phoenix. 

There's  something  happening  here. 

We'\e  created  a  new  Hilton  image,  as  evidenced  by  our  brand- 
new  signatuiT.  to  underscore  our  coniniilment  to  continuous 
impro\ement.  So.  next  time  you're  hoping  for  more  from  a  hotel 
when  you're  on 

the  mad.  wake  up  JL 

here.  At  Hilton.  ^^^^^'^^yt^./i^^""^ 


We  MAKE  IT  OUR  BUSINESS 
10  BE  WHEREVER  YOU  GO. 


MARKETING 


AKIZONA 

\piii)enix  Area 
]\fesa-Hilton  Pavilion 
Phoenix  Airport  HUlon 
Phoenix  Hilton  Suites 

CUIFORNIA 
Anaheim  Hilton  Suites 

! "Fresno  Hilton 
L(is  Angeles  Area 
lieverly  Hills-The  Beverly 
HUton 
lx)ne  Beach  Hilton 
\/&  Angeles  Airport  Hilton 
and  Towers 
I'asadena  Hilton 
Universal  City  Hilton 
and  Towers 
Ontario  Airport  Hilton 
San  Diego  Area 
Del  Mar  Hilton 
San  Diego  Mission  Valley 
Hilton 

San  Francisco  Airport  HUton 
Valencia  Hilton  Garden  Inn 

DELAWARE 
Wilminglon  Area 
C/a>7nonJ-Wilmington  Hilton 

DISTRICT  OF  COLUMBIA 
Washingcon.  DC.  Area 
McLean,  K4-McLean 

Hilton  at  TVsons  Comer 
IVas/i/ngton-The  Capital 
Hilton 

Washington  Hilton  and 
Towers 

FLORIDA 

Ft.  Lauderdale  Area 

Sunrise  Hilton  Inn 
Miami  Airport  Hilton  and 

Towers 
St.  Petersburg  HUton  and 

Towers 
l^mpa  Airport  HUton  at 

MetroCenter 

GEORGIA 
Atlanta  Area 

Atlanta  Airport  HUton  and 
Towers 

Atlanta  HUlon  and  Towers 
Afe/rross-HUton  at  Peachtree 
Comers 

iuNOlS 
Chicago  Area 
Buffalo  Grove  HUton 

Garden  Inn 

Chicago  HUton  and  Towers 
Chicago-The  Palmer  House 

HUton 

Lisle/Naperville-MVan  Inn 
HUton  Inn  of  Oak  Lawn 
Oakbrook  Terrace  HUton 

Suites 

LOUISIANA 
New  Orleans  Area 
/Tenner- New  Orieans 
Airport  HUton 

M.ARVL.AND 

Ba/l(/nore-PikesvUle  HUton  Inn 
Columbia  HUton 

MASSACHUSETTS 
Boston  Area 
Boston  Back  Bay  HUton 
Z)ecf/)a/n- HUlon  at 
Dedham  Place 
East  Boston- Logan 
Airport  HUton  Inn 

MICHIGAN 
Detroit  .Area 

Auburn  HlUs  HUton  Suites 

Novi  Hilton 

Southfleid  HUton  Garden  Inn 


MINNESOTA 
Minneapolis  Area 

Bloominglon-MmeapoW 
St.  Paul  Auport  Hilton 

Minneapolis  Metrodome  HUton 

NEW  JERSEY 
WewarA'-HUton  Gateway 
Parsippany  HUton 
Secaucus-Meadowlands 
HUton 

Short  HiHs-mutn  at  Short  HiUs 
Somerset  HUton 

NEW  YORK 
Buffalo  Hilton 
New  York  Area 

Jamaica-i¥K  Airport  HUlon 

Long  Island/MeMlle- 
Huntington  HUton 

New  York  HUton  and  Towers 

The  Waldorf-Astoria 
New  York  Area/ 

Westchester  County 

Rye  Brook-Rye  Town  HUton 

Tarrytown  HUton  Inn 
Syracuse-HUton  at 

Syracuse  Square 

OHIO 

Akron  Hilton  Inn  at  Quaker 

Square 

Akron  West  HUton  Inn 
Canton  HUton 
Cincinnati  Area 

Florence,  AT- Commonwealth 
HUton 
Dayton-Daytonian  Hilton 

OREGON 
Portland  HUton 

PENNSYLVANIA 

Hanisburg  HUton  and  Towers 

PhUadelphia  HUton  and 
Towers 

Philadelphia- 
Valley  Forge  Area 
King  ofPrussia-VaSiey 
Forge  HUton 

Pittsburgh  HUton  and 
Towers 

SOUTH  CAROUNA 
GreenvUle  HUton 

TENNESSEE 
Nashville  Area 
Brentwood  HUton  Suites 

TEXAS 
Dallas  Area 

Grapevine-U¥W  HUton 
Executive  Conference  Center 
El  Paso  Airport  HUton 
Houston-Westchase  HUton 

and  Towers 
San  /Inton/o-HUton  Palacio 

del  Rio 
Waco  HUton 

UTAH 

Salt  Lake  Airport  HUton 

VIRGINIA 
Lynchburg  HUton 

WASHINGTON 
Seattle  Airport  HUton 
Seattle  HUton 

CONRAD  HOTRI.S 

ENGLAND 
Z/Oncfon-Conrad  London 

HONG  KONG 

Hong  ATong-Conrad  Hong  Kong 

IRELAND 
DuW/n-Conrad  DubUn 

TURKEY 
/stan6u/-Conrad  Istanbul 


For  reservations,  call  your  travel  agent 
or  1-800-HlLTONS. 


USA 
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How  to  spend  $2,000  on  a  Club  Med  vacation 
and  save  for  your  retirement,  too. 

Guilt-free 
spending 


WOULDN'T  IT  BE  GREAT  if  yoU  COuld 

spend  and  save  at  the  same  time?  A 
new  Reston,  Va.-based  organization 
called  Start  has  come  up  with  an 
intriguing  sales  come -on  that  will  al- 
low you  to  feel  you  are  doing  just  that. 

The  idea?  Later  this  month  Start, 
which  stands  for  "Save  today  and 
retire  tomorrow,"  will  announce  a 
program  that  will  funnel  a  percentage 
of  the  retail  price  of  a  variety  of  prod- 
ucts and  services  into  a  retirement 
account  for  the  buyer.  The  more  buy- 
ers spend,  the  more  they  end  up 
socking  away. 

Details  are  sketchy,  since  Start 
Chief  Executive  C.  Lloyd  Mahaffey,  a 
former  marketing  executive  with  Ap- 
ple Computer,  isn't  talking.  But  here 
is  how  we  think  that  the  deal  will 
work:  People  will  sign  up  for  $25 
memberships  with  Start,  which  has 
contractual  agreements  with  a  variety 
of  suppliers.  So  far,  the  list  of  suppliers 
includes  MCi,  Club  Med,  Hertz  and 
General  Electric  Capital.  And  Start 
has  been  negotiating  with  Mobil 
Corp.  A  supplier's  direct  competitors 
can't  join. 

When  a  Start  member  purchases 
anything  from  a  Start  supplier,  Start 
puts  in  the  neighborhood  of  6%  of  the 
purchase  price  into  a  Metropolitan 
Life  Insurance  annuity  in  the  mem- 
ber's name.  So  when  a  Start  member 
plunks  down  $2,000  for,  say,  a  Club 
Med  vacation,  $120  is  automatically 
fiinneled  into  the  member's  Start  ac- 
count at  Met  Life. 

As  with  most  annuities,  the  income 
and  appreciation  in  the  Met  Life  ac- 
count v^dll  remain  untaxed  until  the 
member  reaches  59y2.  Club  Med  pays 
Start  8%  of  the  purchase  price,  or 
$160,  to  cover  the  cost  of  the  annuity 
plus  Start's  administrative  costs  and 


fit' 

profits. 

In  most  cases,  the  8%  cost  will 
probably  come  out  of  a  company's 
promotional  or  advertising  budget. 
Start's  suppliers  consider  the  annuity 
potentially  a  much  more  powerfiil 
lure  than  a  straight  discount.  Besides, 
a  Start  account  could  keep  customers 
coming  back. 

Is  it  a  good  deal  for  consumers?  In 
dollars  and  sense,  maybe  not  if  a  lot  of 
Start  members  pass  up  even  deeper 
available  discounts  in  order  to  build 
their  annuities.  Moreover,  a  hefty  25% 
of  the  rebate  stays  with  Start.  But  for 
people  who  have  trouble  saving,  the 
appeal  is  obvious. 

"The  idea  of 'forced'  saving  is  very 
appealing  to  a  lot  of  people  who  feel 
they  can't  do  it  on  their  own,"  says 
Mitchell  Radiff,  a  marketing  vice 
president  at  Chase  Manhattan  Bank. 
"If  they  can  get  that  and  not  disrupt 
their  basic  patterns  of  consumption,  it 
sounds  like  the  best  of  all  possible 
worlds." 

Word  has  it  that  big  Wall  Street 
money  is  behind  this  novel  idea.  Stay 
tuned.  -J.L.  WM 
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Computers  have  changed  the  world, 

but  Judith  and  Harold  Flynn  were  among  the  first 

to  realize  how  computers  would  transform  mapmaking. 

After  Galileo 


By  Tatiana  Pouschine 

Harold  Flynn,  now  56,  and  his  wife, 
Judith,  47,  left  the  world  of  regular 
paychecks  at  Christmastime  in  1976. 
"We  had  absolutely  no  doubt  we 
would  succeed,"  recalls  Judith, 
speaking  of  the  incorporation  of  their 
business  that  year. 

Today  St.  Petersburg,  Fla. -based 
Geonex  is  one  of  the  leading  mapping 
companies  in  the  U.S.,  with  revenues 
last  year  of  $68  million,  profits  of 
nearly  $2  million  and  a  market  capital- 
ization of  $32  million.  But  at  the  start 
the  couple's  chief  assets  were  their 
confidence  and  combined  skills. 

Harold  had  been  working  as  a  mar- 
keter of  mapping  services  for  Litton 
Industries  and  had  been  following 
changes  in  mapping,  surveying  and 
charting.  He  became  familiar  with 
electronics,  infrared  photographs, 
magnetics — technologies  that  would 


have  confounded  Galileo.  Judith, 
who  has  an  M.B.A.  from  the  Universi- 
ty of  South  Florida,  was  the  assistant 
controller  of  vMcoa  Marine  Corp. 

The  couple  had  a  simple  enough 
idea.  Harold  Flynn  was  familiar  with 
computerized  militar}^  mapping  and 
felt  it  had  potential  for  commercial 
applications.  "At  that  time  there  were 
almost  no  mapping  companies  that 
were  doing  anything  computerized. 
It  was  all  in  the  old  manual  tradition," 
he  says.  Geonex  would  marry  map- 
ping and  computers. 

Finance?  A  shoestring.  The  couple 
took  their  savings,  a  few  thousand 
dollars,  and  approached  private  inves- 
tor James  Roser  for  additional  capital. 
Total  amount  raised:  $65,000. 

But  it  was  defense,  not  commercial 
applications,  that  got  the  company 
started.    Geonex's   big   break   came 


when  it  won  a  Defense  Department 
contract  to  update  aeronautical  maps 
around  the  world.  In  the  first  few 
years  of  the  company's  existence,  90% 
of  its  business  came  from  the  Defense 
Department;  today  less  than  5%  does. 

As  computer  storage  and  process- 
ing capacit}'  grew  cheaper,  telephone 
and  utilit\'  companies  began  to  con- 
vert coffee -stained  maps  into  com- 
puterized records.  Flynn  was  well  po- 
sitioned to  win  business.  Last  year 
38%  of  Geonex's  revenues  came  fi-om 
telephone  and  utilit)-  companies. 

But  Flynn  isn't  just  a  computer 
jock.  He  uses  all  the  technologies 
available  for  measuring  the  earth's 
surface  and  subsurface.  Take  infrared 
photography,  a  technolog)'  that  came 
out  of  the  Vietnam  War.  To  conceal  a 
truck  depot,  the  enemy  would  use  a 
tarp  covered  in  vegetation.  To  find 


Harold  and 
Judith  Flynn, 
foijriders  of  Geonex 
Th«y  dkint 
need  big  money 
to  build  a 
high-tech  Ann. 
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WHAT'S  A  NEW  IDEA  WORTH? 


.v^P-WK^' 


About  $200  million.  That's  what  BP  employees'  best  new  ideas 


1  -iM 
saved  or  made  for  us  in  1991.  Our  annual  innovation  awards 

recognize  those  bright  ideas,  from  a  new  drilling  technique 

designed  to  get  more  oil  from  every  well  to  a  tool  that  simplifies 

metal  can  recycling.  Together,  those  ideas  prove  something 

we've  always  believed:  the  richest  companies  are  those  with  a 

wealth  of  ideas.  For  more  information,  write  BP,  Public  Affairs, 

200  Public  Square  36Y,  Cleveland,  Ohio  44114. 


The  Energy  To  Change 


Geonex 


the  camouflaged  spot,  U.S. 
pilots  took  aerial  photo- 
graphs using  infrared  film. 
The  camouflaged  trucks 
became  visible  because  the 
tarp  "bushes"  radiate  a  dif- 
ferent temperature  than  ac- 
tual bashes  do,  and  differ- 
ent temperatures  translate 
into  different  shades  in  in- 
frared photographs. 

Flynn  soon  found  com- 
mercial applications  for  the 
technology.  In  1980  the 
U.S.  Fish  &  Wildlife  Service 
awarded  Geonex  a  multi- 
million-dollar contract  to 
classify  all  the  wedands  of 
the  U.S. — every  swamp, 
bog  and  marsh.  The  project 
is  based  on  interpreting  in- 
frared photographs  taken 
from  very  high  altitudes. 
Geonex  has  mapped  half 
the  wedands  in  the  country 
so  far;  last  year  it  derived  7% 
of  its  revenues  from  the 
project. 

But  things  didn't  always 
go  smoothly  in  Geonex's 
15 -year  journey  from  idea 
to  successfiil  small  compa- 
ny. In  1987  revenues  sud- 
denly dropped  13%,  from 
$19.1  million  to  $16.7  mil- 
lion, almost  wiping  out  the 
year's  operating  earnings. 
In  the  first  quarter  of  that 
year  Congress  and  the  Ad- 
ministration had  a  budget- 
ary clash,  resulting  in  the 
freezing  of  government 
projects.  Then  a  large  tele- 
phone company  temporar- 
ily halted  its  mapping  proj- 
ect. But  bills  still  had  to  be 
paid.  "At  that  time  we  had 
only  two  big  clients.  But 
they  both  went  away  at  the 
same  time  and  we  had  zero 
clients,"  says  Flynn. 

Then  the  Flynns  landed  a  $17  mil-  Now  Flynn  is  looking  at  magnetics, 

lion  contract  to  help  map  agricultural     used  in  oil  and  gas  exploration.  Satel- 


Mapping  the  wetlands 

From  an  infrared  photo,  Geonex  interprets  shades  and 

a  computerized  map,  this  one  of  wetlands  near  Miami. 


areas  around  the  Nile's  delta  and  river 
valley.  The  Egyptian  government, 
worried  about  feeding  the  country's 
exploding  population,  seeks  to  ex- 
pand the  irrigated  areas.  It  wants  a 


lites  have  renewed  interest  in  this  old 
technology,  developed  during  World 
War  II  to  chase  submarines.  As  an 
airplane  flies,  a  device  called  a  magne- 
tometer measures  the  earth's  magnet- 


precise  map  of  the  soils  that  would  ic  field,  creating  a  geological  picture, 
respond  best.  For  this  project,  Flynn  is  Until  recently,  these  pictures  weren't 
using  an  array  of  technologies.  particularly  useful:  Though  they  indi- 


cated potential  oilfields  or 
mineral  sources,  no  one 
knew  precisely  where  the 
minerals  were.  Satellites, 
creating  navigational  grids, 
allow  mapmakers  to  pin- 
point these  areas  within  a 
fraction  of  an  inch. 

Using  magnetic  sensors 
to  map  potential  reserves 
costs  $25  to  $150  per  line 
mile,  versus  the  $1,000  to 
$  1 0,000  a  seismic  study  en- 
tails. Suddenly,  says  Flynn, 
there  is  interest  in  exploring 
even  such  populated  areas 
as  the  East  Coast  for  new  oil 
and  gas  reserves,  and  the 
desert  in  the  Southwest  for 
gold.  To  help  Geonex  keep 
up  with  opportunities, 
Flynn  bought  Toronto- 
based  Aerodat  Ltd.,  a  min- 
eral exploration  firm,  last 
September,  paying  about 
$4  million. 

Water  studies  are  next. 
"If  you  wanted  to  go  to 
Saudi  Arabia  now  and  really 
do  something  wonderful, 
don't  find  oil,  find  water," 
says  Flynn.  He  is  also  ex- 
ploring ways  to  map  haz- 
ardous waste  sites. 

At  least  the  Flynns  no 
longer  worry  about  meet- 
ing payrolls  if  a  few  big 
customers  pull  back.  In  Au- 
gust 1986  the  Flynns  took 
Geonex  public,  selling  over 
1   million  shares  at  $8  a 
share — $6.5  million  of  the 
proceeds   going   into    the 
corporate  kitty.  Last  May 
Geonex   sold    1.1    million 
shares  at  $13  a  share,  pro- 
ducing another  $10.6  mil- 
lion in  equit>'  capital.  In  the 
two  offerings   the   FhTins 
and  their  principal  backer 
offered  some  of  their  own 
shares,  but  the  couple  still  owns  27% 
of  Geonex,  worth,  at  a  recent  7,  over 
$8  million.  That  amount  could  grow 
significantiy  over  the  next  few  years  if 
John  Westergaard  ofWestcrgaard  Re- 
search &  Publishing  is  correct.  He 
expects  Geonex  to  more  than  double 
its  sales  by  fiscal  1996  and  earnings — 
51  cents  a  share  in  1991 — to  grow  to 
$8  million,  or  $2  per  share.  ^ 
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Making  The  Most 
Of  Going  On  The  Road 


All  Across  Europe, 
AsTheNewDq^Arrives, 

SODOWE. 

— /^ 


Old  City  Center,  Munich. 


FRANCE 


ITALY 


SWEDEN 


SPAIN 


BELGIUN 


wrra  The  most  nonstops  It)  Europe. 

It  happens  in  London  and  in  Paris  just  as  the  cities  start  to  stir. 

It  happens  in  Frankfurt  and  Munich,  Zurich  and  Milan.  In  Stockholm,  Glasgow, 

Brussels,  Manchester,  Madrid.  And  in  June,  it  will  happen  in  Berlin. 

All  across  Europe,  American  arrives  just  as  the  day  begins.  So  whatever 

brings  you  to  Europe,  fly  the  airline  that  has  brought  Europe  closer 

than  ever  before.  As  close,  in  feet,  as  tomorrow  morning. 

AmericanAirlines' 

SomethirigspedaltoEitrcpe 


Schedules  subject  to  change. 


SWITZERLAND 


SCOTLAND 


ENGLAND 


GERMANY 


I  National  Survey.  Chester.  VI 


Getting  from  point  A  to  point  B 

Anyone  who  travels  on  business  knows  how 
hard  it  can  be.  Which  is  why  we've  made 
getting  AT&T  so  easy  Even  at  public  phones 

isn't  always  easy 

that  aren't  automatically  connected  to  AT&T. 
If  you're  calling  long  distance  and  you  don't 
hear  'AT&T"  after  the  bong,  simply  hang  up. 

Getting  AIKT  is. 

Dial  10+ATT+O  (it's  right  on  the  back  of  your 
AT&T  Card).  You'll  be  assured  of  the  service 
you  depend  on,  at  the  prices  you  expect. 

DiallO-ATTO 

plus  the  area  code  and  number. 
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For  more  information  call 
1  800  661-0661,  Ext.  5313. 
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hose  who  can  find  a  way  to  make  getting  there  "half  the  fun"  can  be  said  to 
have  found  the  secret  of  business  survival.  Very  frequent  business  travel  can 
be  a  killer.  But  with  the  right  attitude,  a  few  tricks  of  the  trade  and  the  help  of 
some  of  the  travel  industry's  more  innovative  companies,  business  travel  can 
be  a  pleasure. 

The  demographics  of  the  travel  business  have  changed  radically  in  the  last 
10  years.  In  1978,  at  the  beginning  of  the  era  of  deregulation,  only  21%  of  the 
entire  U.S.  adult  population  had  ever  flown  on  an  airplane.  Today  that  number  has  soared  to 
more  than  79%. 

There  is,  however,  a  difference  between  the  occasional  traveler  and  people  for  whom 
travel  is  a  way  of  life.  These  are  the  "road  warriors"  who  have  learned  by  experience  how  to 
fnake  each  journey  easier  and  more  pleasant  than  the  last. 

Here  are  one  road  warrior's  tips  for  frequent  travelers,  designed  to  make  life  on  the  road 
more  productive. . . and  more  fun. 


The  Real  Airport  Magicians 


You  won't  see  them  at  the 
ticket  counters,  and  chances  are,  you  won't 
spot  them  at  the  departure  gates. 

In  these  tough  economic  times,  as  air- 
lines cut  back,  these  people  are  the  endan- 
gered species  of  the  airline  business.  But 
they  are  probably  the  most  important  people 
you'll  ever  want  to  know  if  you're  about  to 
lake  a  flight.  They  are  special  services 
representatives,  the  most  knowledgeable 
folks  at  an  airport. 

They  know  the  ticket  agents,  seat  alloca- 
tions, in-flight  catering  officials  and  phone 
numbers  to  save  the  day  for  countless  har- 
ried passengers. 

And  some  savv\'  travelers  know  them. 


Special  services  representatives  are  given 
tremendous  discretion,  flexibility  and 
authority  to  achieve  impossible  feats.  They 
are  the  airlines'  ambassadors  of  good  faith 
and  good  will. 

They  can  perform  radical  computer 
surgery  and  rewrite  a  passenger  ticket  on 
the  spot;  they  can  authorize  hotel  rooms 
and  pay  for  meals  and  phone  calls  when 
flights  are  delayed  or  canceled.  They  deliver 
important  messages.  In  some  cases,  they 
even  help  surprise  passengers  on  their 
birthdays,  or  loan  money  to  harried  execu- 
tives who  show  up  at  the  airport  without 
any  cash. 

At  one  time,  virtually  every  U.S.  airline 


had  special  services  representatives  on  the 
payroll.  Today,  the  tradition  continues  only 
at  a  few  airlines. 

In  a  some  major  cities  —  Los  Angeles, 
New  York,  Chicago,  Atlanta  and  Dallas  —  as 
well  as  a  few  smaller  markets  like  Nashville 
and  San  Jose,  you  can  continue  to  find 
special  services  reps. 

British  Airways  has  them  in  New  York  and 
Los  Angeles.  And  United  has  started  a  spe- 
cial services  operation  in  gateway  cities 
where  it  has  international  flights. 

One  legendary  rep  is  Ginny  Borowski  at 
American  Airlines  in  Chicago.  Each  day 
Borowski  arrives  at  O'Hare  Airport  shortly 
after  4  a.m.  to  prepare  for  the  early  morning 
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onslaught  of  passengers  and  flights. 

When  she  arrives,  there  are  usually  at 
least  40  messages  waiting  for  her,  alerting 
her  to  important  arrivals  and  departures 
and  passengers  needing  assistance. 

Between  6  a.m.  and  8:45  a.m.,  American 
has  more  than  50  departures  from  Chicago. 
Borowski  performs  an  unbelievable  balanc- 
ing act,  zipping  among  more  than  26  gates, 
providing  hand-holding  for  corporate  chief 
executives,  small  children  or  incoming  VIPs 
from  West  Coast  red-eye  flights.  The  26-year 
American  Airlines  veteran  has  mastered  the 
fine  art  of  matching  names  and  faces, 
recognizing  past  passengers  before  they 
recognize  her. 

"I've  seen  just  about  everything,"  says 
Larry  Lindsley,  a  Dallas-based  special  ser- 
vices rep  for  Delta.  A  22-year  airline  veteran, 
Lindsley  makes  it  a  point  to  be  everywhere 
at  once  during  the  heavy  "push"  times  at 
the  airport. 

"This  is  a  job  of  caring,"  he  says.  "You 
have  to  place  a  special  emphasis  on  attitude, 
and  how  to  problem  solve,  how  to  make  it 
work." 

For  Lindsley  die  protocol  is  patience  and 
being  a  good  listener.  Not  a  day  goes  by 
without  his  handling  anything  from  unac- 
companied children  who  have  missed  flight 
connections  to  misplaced  bags  or  more 
serious  problems  of  passenger  illness. 

A  business  traveler  recently  landed  in 
Dallas  without  his  bags.  He  was  heading  to  a 
nearby  city  for  an  important  corporate 
conference,  but  his  luggage  contained  the 
documents  crucial  for  the  business  meet- 
ing. The  misrouted  bags  arrived  two  hours 


later,  too  late  to  make  a  connecting  com- 
muter flight.  Lindsley  retrieved  the  bags  and 
drove  them  90  miles  —  in  time  for  the 
meeting. 

An  unusual  act?  Not  really  In  special 
services,  such  behavior  is  commonplace. 

Veteran  frequent  fliers  know  this.  In  fact, 
the  road  warriors  who  fly  American  in  and 


out  of  New  York's  Kennedy  Airport  know 
Mary  Strain,  the  undisputed  queen  of  spe- 
cial services.  Supported  by  a  staff  of  five, 
she  is  American's  magician.  Somehow 
she  always  seems  to  know  which  plane  is 
on  time,  which  has  a  problem  and  what 
the  weather  report  is  for  San  Francisco  or 
San Juan. 

At  Kennedy  Strain  is  not  really  seen 
or  heard,  but  her  impact  is  felt.  She  is 
American's  subtle  but  effective  mistress  of 
ceremonies.  On  one  recent  day  Strain 
worked  the  passengers  on  ten  flights  simul- 
taneously and  no  one  left  angry  At  any 


airport,  that's  an  accomplishment.  At  Ken- 
nedy that's  usually  an  impossibility. 

"We  operate  a  lot  on  understanding  die 
human  condition,"  says  Strain,  "and  in 
recognizing  that  putting  people  on  air- 
planes is  not  always  a  good  match.  Not 
everyone  wants  to  fly  And  not  everyone 
wants  to  fly  coach,"  she  laughs.  "But  they 
do  want  recognition.  They  do  want  to  know 
we  care,  and  we  do." 

"We  often  rely  on  gut  instincts,"  says  one 
special  services  rep.  "And  we  usually  don't 
get  a  lot  of  time  to  solve  problems  —  ma\t>e 
15  minutes.  If  we  don't,  it  becomes  a  big 
problem.  You  quickly  learn  how  to  read 
people  and  how  to  act  fast." 

One  common  assumption  many  people 
make  is  that  special  services  representatives 
exist  only  to  handle  MPs.  To  be  sure,  if  a  top 
CEO  or  the  L.A.  Lakers  are  coming  into 
town,  you  can  bet  the  special  services  staffs 
know.  It's  also  true  that  if  you're  a  ver\- 
frequent  flier,  but  not  a  MP  and  don't  know 
the  special  services  staff,  chances  are  they 
don't  know  you. 

The  airiines  are  willing  to  provide 
extraordinary  services  to  their  best  custom- 
ers, but  it's  up  to  you  to  get  to  know  them. 
The  next  time  you're  at  a  major  U.S.  airport, 
ask  the  counter  or  gate  agent  if  the  airline 
has  a  special  services  representative.  If  it 
does,  ask  to  meet  him  or  her,  even  if  you 
don't  have  a  problem  (especially  if  you  don't 
have  a  problem).  Introduce  yourself. 
Exchange  cards.  Follow  through  with  a 
letter. 

Now,  you'll  realh"  know  someone  at  die 
airline  who  can  help  you. 


Secrets  of  the  Hotel  General  Managers 


We  have  a  lovely  room 
for  you,"  says  the  front  desk  clerk,  as  you 
check  into  your  hotel.  Indeed,  when  the 
bellman  takes  you  to  your  room,  it  does 
look  lovely  He  points  out  the  ice  bucket,  the 
thermostat;  he  opens  the  curtains,  shows 
you  the  television.  Everything  looks  in  place. 

And  that's  the  problem.  It's  not  YOUR 
place,  and  you  sometimes  discover  that 
things  don't  work  the  way  you  like  them  to. 

The  curtains  don't  open  all  the  way  The 
bathroom  is  lit  too  dimly  The  television 


remote  control  is  bolted  to  the  nightstand. 
You  can't  see  the  television  from  the  bed. 
The  closet  is  too  small  for  your  suitcases. 
And  the  phone  is  attached  to  a  cord  diat  is 
only  two  feet  from  the  wall. 

"You  have  to  wonder,"  says  Edwin 
Theobold,  general  manager  of  the  489- 
room  Churchill  Hotel  in  London,  "if  hotel 
designers  ever  stay  in  hotel  rooms.  It's  like  a 
vast  conspiracy  to  deny  you  biisic  common 
sense,  and  therefore,  biisic  comforts." 

"It's  not  really  a  conspiracy  against  our 


guests."  says  Horst  Schulze,  president  and 
chief  operating  officer  of  tlie  Ritz  Carlton 
Hotel  Company  "because  bad  hotel  design 
makes  us  just  as  angry" 

In  mjuiy  cases,  the  first  problem  has  to 
do  widi  room  lighting.  "Light  switches  in 
guest  rooms  drive  me  nuts,"  sa\-s  Barron 
Hilton,  chairmiui  of  die  bo;ird  and  president 
of  Hilton  Hotels.  "Vi'hy  ciui't  we  design  diem 
so  diey  m;ike  sense'  When  1  travel."  he  sav^s. 
"I  spend  a  considenible  :uiiount  of  lime 
trying  to  figure  out  where  switches  are 
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•  Refundable  Without  the  Usual  Penalties  and  Restrictions 

•No  SATURDAi^  OR  WEEKEND  StAY-OvER  REQUIRED 

•  For  Reservations  Call  Your  Travel  Agent 
orTWK  KT  I'SOO-IIl-IOOO. 


Changing  the  Business  orBusiNESsTfeAVEL™ 

•Domestic  Fare  CoNDmONS:  Most  fares,  except  nonstop  coast  to  coast  flights,  require  travel  through  St.  Louis.  Service  between  certain  city  pairs  not  available 
due  to  circuity  of  routing.  No  coupon,  certificate,  promotional  discount  or  fare  reductions  apply  to  fares.  Unused  tickets  are  fully  refundable;  partially  used  tickets  cannot  be 
refunded.  No  Saturday  night  stayrequired.  No  minimum  advance  purchase  required.  Nonstop  coast  to  coast  tickets  must  be  purchased  by  May  20,  1992.  Tickets  must  be 
validated  on  TWA  for  travel  on  TWA  only.  This  offer  does  not  apply  to:  stopovers,  air-inclusive  tour  packages,  travel  on  other  carriers  including  Trans  World  Express  and 
TWA  designated  flights  operated  by  other  airlines,  and  Prepaid  Tickets.  FFB®  Gold  Card  advance  upgrades  do  not  apply  to  coach  fares.  These  tickets  may  be  purchased  at 
TU'A  ticketing  facilities  or  authorized  travel  agencies  in  the  U.S.  Reservations  must  be  confirmed  at  time  of  ticlceting,  however  there  is  no  penalty  for  changing 
reservations.  TWA  schedules  and  fares  subiect  to  change  at  any  time  without  prior  notice,  t  INTERNATIONAL  FARE  CONDmONS:  No  coupon,  certificate,  promotional 
discounts  or  fare  reductions  apply  to  fares.  Business  Saver  Economy  seats  are  limited  and  may  not  be  available  on  all  flights  or  on  all  days.  Reservations  for  all  fares  must  be 
confirmed  at  time  of  ticlceting  and  fare  levels  shown  must  be  ticketed  no  later  than  May  20,  1992.  Cancellation/change  penalties  not  applicable.  $28  fee  applicable  to 
roundtrip  international  flights  for  customs/immigration/agriculture/security  surcharge  and  U.S.  departure  tax  not  included.  Fares  subject  to  change.  Offer  not  applicable  to 
Budaf)est  and  fares  for  international  travel  are  void  where  prohibited  by  local  law. 
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located  in  mv  hotd  nxxn,  and  wbat  they 
turn  off  and  (ML" 

Hiltm  confrooted  that  proUem  Hisdiand 
when  he  attended  die  grand  openii^  oeie- 
monies  ftv  his  new  CcMirad  Hold  in  Hoi% 
KMig.  Hie  Conrad,  a  gleaming  513-<oooi 
additimi  to  die  Hmg  Kong  skyline,  featured 
nxxns  with  many  de^  ocHncnienoes. 

llie  roooB  were  ^adous,  tlie  service 
excellent,  and  Hihcxi  found  himself  again 
walkii^  around  in  the  daik.  It  seems  die 
botd  designers  put  a  master  switch  near  die 
front  dooc  Guests  entering  die  room  push 
the  switch,  and  all  the  room  lig^  go  (XL 
One  small  problem:  M  nigbU  when  guests 
want  to  go  to  bed,  diere  is  no  master  switch 
b\  die  bed.  "So  1  had  to  get  up  and  go  to  die 
dio(M  and  turn  (^  die  master  switch,"  Hitem 
reports.  "AnddienstumUebacktodiebad 
in  die  daifc,  trying  not  to  walk  into  die 
furniture  or  die  wall  There  will  be  a  memo 
ondus." 

Hiere  was  mcHe  than  a  memo.  Ttierels 
now  a  master  switch  at  both  die  entrance  to 
die  guest  rooms  and  next  to  die  bed. 

Lltimaiek,  good  design  doesnt  come 
down  to  room  size,  but  to  the  wsn  die  space 
in  die  room  is  used. 'It's die  eoxKMm  of 
scale."  sa^s  Carl  Mottek.  president  of  Hilton. 
TTie  aierage  hold  room  is  between  750 
and  850  sqiuare  feet  What  \Y)u  put  in  diat 
room,  and  where  >t)u  place  it,  is  die  differ- 
ence between  a  happ\  and  an  unhapp\ 
guest  If  die  room  feels  like  an  extension  of 
your  home — after  vxKi  put  die  suitcases 


away — dien  ytNfie  been  successful" 

In  Aaa,  wbere  space  is  at  a  premium, 
hold  ro(xns  tend  to  be  smaUet  At  some 
holds,  die  ro(xiis  are  so  small  diat  you  haiie 
to  go  into  the  cormkir  to  change  your  mind. 
On  die  odier  hand,  diere  are  holds  diat 
make  effective  use  (tf  ^nce.  One  is  die 
R^enL  Hie  third  floor  features  fkN^-to- 
oeiling  windows  in  each  guest  room  Gfter- 


^^Itimdely, 

good  design  doesn't 

come  down  to 

room  size, 

but  to  the  way 

the  space 

in  the  room 

is  used. 


kiokingdiehaiboc 

When  Gieg  and  Marda  Roncari  pur- 
chased a  six-and-a-half-acre  pored  of  land 
in  Sl  Croix  in  1986.  die  land  was  zoned  for 
140  hold  units.  But  he  onh  built  43-  lb 
me."  he  says,  "the  size  of  die  room  is 
not  inqNHtatiL  The  scale  of  space  in  die 
room  is  key  The  room  has  to  fed  right, 
like  an  oM  baseball  gloue  or  a  oomfort- 


aUe  pair  (tf  shoes." 

What  about  okler  holds? 'Bie  die  Mark 
Hold  in  ?JewlRxk.  Vhen  new  owners  took 
possession  of  die  oM  Madison  Aenue  hold, 
diey  gutted  it.  reduced  die  nunber  of 
rooms,  greatly  expanded  bedroom  and 
bathroom  size,  and  CQocemraiBd  on  user- 
friendly  furniture  —  and  filling. 

Hie  des^ners  paid  particular  allenti(» 
to  guest  badirooms.  wfaicfa  are  wcrsized  and  I 
have  sunken  tubs.  It  doesnt  take  a  tmd 
genius  to  know  diat  gpests  ^md  more 
^^aking  time  in  their  bolfarooms  than  any- 
where dse  in  the  hold,  and  if  diey're  happy 
in  didr  baduoooL  diey  11  be  happy  widi  the 
room  as  a  whole. 

In  London,  functional  design — espe- 
cially in  badirooms  —  was  eioTdiingwtien 
Henry  Togna  and  his  wife  Suzanne  look  oiiv 
a  small,  indistinct  13-suite  hold  called  22 
Jermyn  Street  "Guests  spend  more  waking 
hours  in  dieir  badirooms  dian  anvwhere 
else,"  say3  Ibgpa.  He  impocted  omersizBd 
hadilubs.  wasfabisins  and  special  granite 
tiles  from  Itah  and  designed  die  bfllfafQoms 
with  extra  space  and  1^  widun  the  exist- 
ing structure  of  die  buiMing.  "If  youdont 
fed  good  in  dot  bodiroom,"  Ibgna  svs, 
"you  wont  fed  good  anywhere  else  in  die 
hold."  At  jennyTi  Street  die  baduoom  is 
merely  an  indicator  of  die  quality  of  die  rest 
of  die  hold  as  wdl  as  die  dMughrfukiess  of 

the  design- 
Sometimes  an  exisiing  structure  doesn  I 

aUow  for  such  sweeping  changes.  At  die 
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Dip  into  a     ' 
billion  dollars. 

Plunge  into  luxury,  poolside  \ 
at  a  Sheratdn  Hotel.  It's  one 
way  to  takeladvaMage  of         i 
ITT  Sheratdn  's  billion  dollar     i 
improvement.  And\across  the 
couniry,  enjoy  our  new  health 
clubsl  guestrooms  J  restaurants, 
lobbies  and  thanked  services.   • 

For  reservations,  ciall  your 
travel  professional  or 
800-^25-35j35,  Wespenia 
billiop.  to  make  you  feel  like      i 
a  million.  \ 
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JfETShteraton 


CALIFORNIA:  Sheraton  Harbor  Island  Hotel.  San  Diego  •  Sheraton  Palace  Hotel,  San  Francisco  •  CANADA:  Sheraton  Centre  Hotel  and  Towers,  Toronto  • 

Le  Centre  Sheraton  Hotel  and  Towers,  Montreal  •  FLORIDA:  Sheraton  Bal  Harbour  Resort  •  Walt  Disney  World  Dolphin  • 

WASHINGTON,  DC:  Sheraton  Washington  Hotel  •  ILLINOIS:  Sheraton  Chicago  Hotel  and  Towers  •  MASSACHUSETTS:  Sheraton  Boston  Hotel  and  Towers  • 

NEW  YORK:  Sheraton  Manhattan  Hotel  •  Sheraton  New  York  Hotel  and  Towers  •  WASHINGTON:  Sheraton  Seattle  Hotel  and  Towers  • 

LOUISIANA:  Sheraton  New  Orleans  Hotel 
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Intercontinental  Hotel  in  New  York,  design- 
ers were  burdened  with  the  existing  physical 
plant.  "We  couldn't  enlarge  the  existing 
bathrooms,"  reports  designer  Joseph  Grusc- 
zak,  "so  we  concentrated  on  the  lighting. 
Then  we  installed  pedestal  sinks,  full-length 
mirrors  and  central  light  switches  at  the 
room  entrance  and  bedside." 

Karen  Lewis,  who  did  the  interior  design 
for  the  Charles  Hotel  in  Cambridge,  Massa- 
chusetts, worked  with  38  different  guest 
room  layouts  for  the  300-room  hotel.  "The 
key  in  design  is  the  concept  of  territory" 
she  says.  "When  I  check  into  a  room  I  want 
to  think  it's  my  territory  I  want  to  control 
my  own  comfort  level.  I  want  the  windows  to 
open.  And  I  hate  pseudo  antiques.  In  the 
war  between  design  and  function,"  she  says, 
"you  want  function  to  win." 


_  'i 
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At  the  Charles,  the  furniture  makes  sense 
with  the  room;  the  windows  open,  and  desks 
aren't  ornamental  —  you  can  actually  work 
on  them. 

Room  colors  are  also  important.  "I 
argued  against  peaches  or  beiges,"  says 
Lewis,  "and  just  because  we're  blocks  from 
the  Harvard  campus,  I  also  fought  the  urge 
for  crimson." 

"It  really  gets  down  to  the  basics,"  says 
Stephen  Gold,  general  manager  of  the  Shera- 
ton Grande  in  Torrey  Pines,  California.  "If 
you  want  something,  you  have  to  ask.  Spec- 
ify the  kind  of  bed  you  want,  or  whether  you 
want  a  no-smoking  room.  If  a  hotel  has  a 
golf  course,  ask  for  a  room  as  close  to  it  as 
possible  —  less  car  noise,"  he  says.  Some 
other  patented  Gold  tips:  "Just  because  a 


hotel  says  it  has  room  service,  don't  assume 
it's  open  24  hours  a  day  Make  them  define 
it.  Is  the  menu  limited  after  a  certain  hour? 
Do  you  get  a  newspaper  every  morning  at 
your  door?  And,"  he  says,  "you  also  need  to 
pin  down  the  hours  for  the  hotel's  business 
center.  It  does  you  no  good  if  it  closes  at 
8  p.m.  and  that's  when  you  need  to  have  all 
your  stuff  t\ped  for  Hong  Kong  or  London." 
Last  but  not  least  is  Gold's  aesthetic 
warning:  "A  number  of  hotels  boast 
that  they  have  rooms  near  lovely  garden 
settings.  And  they  do.  But  be  careful. 
The  setting  may  indeed  be  lovely  —  until 
you  discover  the  hotel  is  using  it  for  a  wed- 
ding ceremony!  Always  ask  up  front  if  the 
garden  area  in  front  of  \our  room  will  be 
used  for  anything,  unless  of  course  you 
want  to  catch  die  bouquet." 


Layovers  You  Can  Love 


It's  estimated  that  the 
average  executive  spends  29  days  per  year 
on  business  travel.  But  you  don't  need  an 
estimate  to  know  that  he  or  she  spends  a 
great  deal  of  that  time  waiting  at  airports. 
The  average  business  traveler  spends  21 
days  a  year  simply  "in  transit."  Personal  and 
air  traffic  scheduling,  layovers  and  bad 
weather  have  combined  to  create  long  waits 
for  many  passengers  at  domestic  and  inter- 


national airports. 

Much  of  the  boredom  of  waiting  is  slowly 
but  surely  changing  for  the  better.  There  are 
now  a  number  of  airports  actually  worth 
getting  stuck  in,  even  if  you're  hungry! 

In  the  very  recent  past,  airport  food  was 
nothing  short  of  pedestrian,  airport  shop- 
ping was  limited  and  folks  who  needed 
sleep  had  to  perfect  the  painful  jirt  of  doing 
so  in  the  upright  position. 


But  now,  at  a  growing  number  of  air- 
ports, you  can  find  first-class  shopping 
(some  U.S.  aiqiorts  even  have  Eddie  Bauer 
clothing  stores),  eat  food  tlials  good  as  wll 
as  nutritious,  be  entertained,  take  a  showr 
or  even  sleep  in  a  real  bed. 

Vbu  can  have  a  sauna,  exercise,  buy  a 
rare  book;  you  can  use  a  fully  operating 
temporary  office,  complete  with  secrel:ir\-. 
fax  machines  and  personal  computers. 


In  short,  many  airports  are  trying  to 
become  a  practical  extension  of  your 
jdaily  life. 

"People  are  becoming  more  health 
conscious  when  they  travel,"  says  Mary  Rose 
loney,  first  deputy  commissioner  at  Chica- 
go's O'Hare,  "and  they're  concerned  about 
what  they  eat.  They're  no  longer  satisfied 
with  a  no-name  hot  dog  on  the  run  be- 
tween departure  gates.  They  not  only  want 
lighter,  healthier  foods,  but  products  they 
recognize." 

Not  surprisingly,  many  brand-name  fast 
food  outlets  are  springing  up  at  airports  all 
across  the  country  —  ranging  from 
McDonald's  and  Wendy's  to  TCBY  yogurt  and 
Domino's  Pizza. 

One  airport  terminal  concessions  com- 
pany estimates  that  the  typical  traveler 
spends  nearly  $5  at  the  airport  each  trip, 
but  that  figure  is  soaring.  Why?  "Because 
the  traveler  is  demanding  more  in  terms  of 
variety  and  quality"  says  Thomas  Cangemi, 
president  of  Dobbs  Houses,  the  company 
that  operates  380  food  and  beverage  and 
general  merchandise  concessions  in  28 
airports.  "Airports  are  becoming  more  like 


malls.  In  the  past,  you'd  find  just  a  snack 
bar  at  an  airport.  Not  anymore." 

Another  change:  Cigarette  smoking  levels 
are  down  at  most  U.S.  airports,  good  news 
for  nonsmokers. 

Still,  the  number  one  airport  food  item  is 
hot  dogs.  At  Chicago's  O'Hare  airport,  trav- 
elers ate  more  than  2.25  million  hot  dogs 
last  year  (topping  them  with  more  than 
1,800  gallons  of  catsup,  2,900  gallons  of 
mustard  and  3,600  gallons  of  relish).  But, 
reports  O'Hare's  Loney  that  number  won't 
be  as  high  this  year 

Want  great  pizza?  You  can  now  get  it  at 
O'Hare.  (It's  called  Pizza  Strada,  and  it's  Jay 
Leno's  favorite  food  between  planes). 

You  can  also  eat  very  well  in  one  of  the 
oyster  bars  at  Logan  International  Airport  in 
Boston.  In  Terminal  C  you  can  get  lobsters 
to  go  —  they  sell  for  $9-95  a  pound  with  an 
additional  $2.50  for  a  lined  airtight  bag, 
good  for  eight  hours  of  travel.  Or,  if  your 
flight  will  be  a  little  longer,  a  $5  box 
keeps  lobster  fresh  for  up  to  24  hours.  At 
Portland's  International  Airport  you  can  also 
get  lobster,  but  the  most  popular  item  is  the 
Northwest  Alder  smoked  salmon.  There's 
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even  an  airport  sushi  bar  Fresh  crab  and 
salmon  are  always  on  the  menu  at  the  San 
Francisco  airport  restaurants. 

At  Honolulu  International,  you  can  beat 
a  long  layover  by  renting  a  bed  at  the 
"Shower  Tree"  for  $18  per  day  (one  impor- 
tant note:  This  is  really  for  short  layovers  — 
checkout  is  before  10:30  p.m.).  Or  you  can 
stay  overnight  for  S30.  If  you're  traveling 
with  a  spouse  or  friend,  you  can  rent  a  room 
together  for  $45  —  but  you'll  only  get  two 
single  beds.  Showers,  towels  and  soap  are 
included  as  well  as  transportation  to  and 
from  the  airport  (only  a  mile  away). 

At  Mitchell  Field  in  Milwaukee,  check 
out  the  recently  expanded  Renaissance 
Book  Shop  on  the  Concourse  level.  The 
bookstore  sells  over  60,000  volumes  of  new, 
used  and  rare  books  —  and  it  is  exception- 
ally well-stocked.  Many  travelers  who  have 
visited  the  store  during  layovers  now  call  it 
frequently  for  hard-to-find  tomes.  And  other 
travelers  who  buy  books  there  have  them 
shipped  home  —  no  sales  tax  and  no 
excess  baggage. 

There  are  dozens  of  stores  at  Denver's 
Stapleton  Airport.  And  at  St.  Louis'  Lambert 

CONTINUED  ON  PAGE  14 


"^ars  From  now 

the  wisdom 

of  buying 

a  Hartmann 

will  be  even 
more  apparent. 

You'll  see  it  in  the  way  our  classic 
belting  leather  becomes  more 
beautiful  with  each  passing  day. 
You'll  become  further  convinced 
as  your  appreciation  for  its 
craftsmanship  and  design 
continues  to  grow.  But  the  place 
it  becomes  the  most  apparent 
is  in  the  pride  that  comes  with 
owning  Hartmann. 
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Handcrafted  since  1877'" 

©1991  Hartmann 
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The  Air  Travel  Payment  System 
That  Means  Business 


lobal  competition  is 
setting  the  pace  for 
today's  business 
travelers.  Witli  busi- 
ness people  on  the 
move  to  all  areas  of 
the  world,  monitoring 
employee  travel  can  be  a  challenge. 

Budgeting  for  rising  travel  expenses 
while  still  responding  to  corporate  directives 
to  cut  costs  requires  a  payment  system  that 
puts  a  company  in  control  of  its  travel 
program.  The  payment  system  you  choose 
will  determine  your  ability  to  meet  increas- 
ing travel  demands,  and  to  monitor  and 
control  expenses. 

For  more  than  100,000  corporations 
worldwide,  the  Air  Travel  Card  is  the  solu- 
tion. The  first  and  only  corporate  airfare 
payment  system,  it  is  issued  by  28  domestic 
and  international  airlines  and  accepted  by 
more  than  200  carriers  worldwide. 

The  Air  Travel  Card  is  a  cost-effective 
management  tool.  There  are  no  annual 
fees,  no  per-card  fees  and  no  credit  limits. 
And,  because  it  is  an  airfare-only  pay- 
ment system,  it  virtually  eliminates  unau- 
thorized expenditures.  Cards  can  be  issued, 
coded  and  restricted  to  employee  travel,  or 
you  can  choose  the  option  of  a  cardless 
account,  with  all  travel  charged  to  a  central 
account  number  kept  on  file  with  your 
travel  agency 

Billing  statements  include  airline 
charges  only  and  are  designed  for  quick 
reconciliation  and  processing.  No  matter 
how  many  airlines  are  used,  whether  your 
company  is  regional,  national  or  interna- 
tional, travel  charges  arrive  on  one  clear, 
concise  statement.  To  help  manage  data 
and  evaluate  travel  and  spending  patterns, 
statements  may  be  formatted  in  a  variety  of 
ways  and  divided  by  cost  center,  client  or 
project,  employee  or  other  category 

Since  the  Air  Travel  Card  is  the  airlines' 
charge  card,  any  questions  you  have  on 
billing  options  or  credit  services  can  be 
answered  by  your  issuing  airline's  credit 
department. 

Along  with  these  benefits,  the  Air  Travel 
Card  protects  your  employees  when  they 
travel.  Each  time  a  ticket  is  charged  to  an 
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Air  IVavel  Card  is  issued  by  28  airlines  worldwide, 
including  seven  of  the  major  U.S.  carriers. 


Air  Travel  Card  account,  your  employee  is 
covered  automatically  by  $200,000  air  travel 
accident  insurance.  In  addition,  worldwide 
medical,  dental  and  legal  consultation 
services  are  provided  by  PassengerAid?" 


Higher  levels  of  coverage  are  also  available. 

To  join  the  more  than  100.000  cor- 
porations worldwide  now  enjoying  the 
Air  Travel  Card  advantage,  call  1-800- 
222-4688  or  your  travel  professional. 


What  Professionals  Say  About  The  Air  IVavel  Card 


^^We  were  one  of  the  first  companies  to  use  the  Air  Travel  Card  pavment  system  50  years 

ago,  and  we  continue  to  be  extremely  proud  of  and  satisfied  with  the  relationship.  The 

customized  billing  reports  we  receive  are  exceptionally  timely  detailed  and  manageable. 

The  ability  to  monitor  and  track  our  air  travel  expenses  is  unsurpassed  with  the 

Air  Travel  Card  system.  We  also  enjoy  [the  convenience  of]  the  far-reaching  domestic 

and  international  acceptance  of  the  Air  Travel  Card." 

Joe  Monaghan,  Manager,  Travel  Services, 
Dr  Pepper  and  The  Seven-Up  Company,  Dallas,  Texas 


^^Being  in  the  news  business,  our  people  are  on  the  road  constantly  We  have  a  lot  of  last- 
minute  changes  that  have  to  be  made  after  hours  when  our  travel  department  is  closed.  With 
the  Air  Travel  Card,  our  staff  can  call  the  airline  directly  and  make  their  own  flight 
arrangements.  I've  been  the  corporate  travel  manager  for  several  years,  and  we'\Te  enjo\ied 

outstanding  service  with  the  Card." 

Molly  Rooks,  Corporate  Travel  Manager, 
Turner  Broadcasting  System,  Atlanta,  Georgia. 


^^l  think  the  Air  Travel  Card  is  a  piirticularly  attractive  solution  for  smiill  to  midsize 

companies  and  for  non-profits  to  keep  track  of  their  travel  expenditures.  It  eliminates  the 

need  for  cash  advances  and  the  possibility  of  field  iibuse.  Compiuiies  can  choose  to  go 

'plasticless'  with  travelers  charging  to  the  compimys  account  number. 

And  there's  the  advantage  of  die  liberal  float  policy  beuveen  die  time 

the  ticket  is  purchased  and  actually  piiid  for." 

Larry  Cerrone,  Sales  Director. 
Sea  Gate  Travel  Agency,  Inc.,  New  York,  New  York 
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Only  one  corporate  travel  payment  system 
can  keep  your  people  in  the  air  and  your  costs  on 
the  ground.  The  Air  Travel  Card  Payment 
System.  It  has  no  annual  fees,  no  interest 
charges  and  no  per-card  charges.  So  with 
the  Air  Travel  Card,  all  you  pay  for  is  air  travel. 

And,  because  it's  the  airlines  payment 
system,  it  s  instantly  accepted  on  over  200  airlines 
worldwide  and  can  provide  your  company  with  a 
variety  of  billing  formats,  management  reports  — 


even  customized  billing.  Plus,  automatic 
insurance  every  time  you  use  it. 
For  more  information  on  how  to  keep 
%  your  people  up  and  your 
'    costs  down,  call  1-800- 
222-4688  (in  the  District 
of  Columbia,  call  626-4224). 

THESMARTESTROUfE^ 

(mIII-800-222-4688,  OrSee  Your  Travel  Agent  or  Airline  Representative. 
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Field,  there's  a  child's  nursery  on  each  of  the 
four  concourses. 

At  Dallas-Fort  Worth,  there's  a  Mexican 
store  that  sells  pottery.  There's  a  golf  pro 
shop  at  the  Jacksonville  airport.  (PGA  golf 
shirts  sell  there  for  $29.95.  Outside  the 
airport  they  sell  for  $60.) 

At  the  Tampa  Airport,  there's  even  a 
National  Wildlife  Federation  shop. 

At  JFK,  there's  a  Bloomingdale's  outlet 
(Bloomie's  Express)  located  in  the  Delta 
terminal.  And  at  the  Pittsburgh  Airport, 
plans  are  underway  to  open  a  small  spa, 
complete  with  massage. 

Vne  new  third  terminal  at  the  Toronto 
airport  offers  everything  from  moccasins  to 
antiques.  It's  called  the  Trillium,  and  fea- 
tures everything  from  a  special  caviar  shop 
to  upscale  clothing  outlets  and  even  a 
branch  of  Harrod's,  complete  with  more 
than  300  of  the  store's  famous  brand-name 
products. 

Washington  National's  location  is  excel- 
lent, especially  if  you  have  a  few  hours.  It's 
only  20  minutes  by  the  city's  Metro  Rail 
subway  (or  shorter  by  taxi)  to  most  of  the 
major  monuments  and  museums. 

The  same  is  true  for  New  York's  LaGuar- 
dia  airport.  Again,  a  short  cab  ride  will  get 
you  to  the  Water's  Edge,  a  great  restaurant  at 
the  East  River  Yacht  Club  in  Long  Island 
City.  (Eating  Wellfleet  oysters  and  caviar 
with  a  panoramic  view  of  Manhattan's 
skyline  is  infinitely  more  desirable  than 
watching  a  departure  screen.) 

Some  travelers  use  their  airport  layover 
periods  in  other,  possibly  more  constructive 
ways.  A  number  of  airline  passengers  land- 
ing at  New  York's  Kennedy  and  connecting 
to  or  from  international  flights  make  use  of 
the  airport's  full-time  dental  facilities.  You 
can  find  Dr.  Robert  Trager  in  Room  2311  in 
the  International  Arrivals  building. 

If  you're  ever  stuck  at  the  Dallas-Fort 
Worth  Airport  and  have  the  time  to  play  a 
round  of  golf,  the  Hyatt  Bear  Creek  Golf  and 
Racquet  Club  is  located  at  the  airport.  For 
$75  the  Hyatt  Regency  DFW  will  give  you  a 
day  room  and  full  use  of  the  health  club. 
Two  18-hole  golf  courses,  racquetball  and 
tennis  courts  are  open  to  the  public. 


If  you're  flying  to  Europe,  try  landing  at 
Copenhagen.  At  Kastrup  airport,  70%  of  all 
operations  belong  to  SAS,  one  of  the  most 
efficient  airlines  in  the  world. 

At  Tokyo's  Narita  airport,  a  tour  company 
offers  a  series  of  four  tours  from  Narita  — 
and  for  longer  layovers,  the  company  even 
offers  a  full-day  tour  to  Tokyo  Disneyland 
(with  five  hours  at  the  park). 

In  the  United  Kingdom,  duty-free  shops 
at  airports  are  underutilized.  One  recent 
survey  showed  that  while  the  typical  airport 
passenger  spends  more  than  an  hour  in  the 
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t  a  growing 
number  of  airports, 

you  can  find 

iirst-class  shopping, 

eat  food  that  s  good 

as  well  as 

nutritious, 

be  entertained, 

take  a  shower 

or  even  sleep  in 

a  real  bed. 


airport,  less  than  7%  of  his  time  is  spent 
browsing  in  shops. 

But  in  Amsterdam  and  Paris,  the  airport 
shops  are  jammed  with  buyers  eager  for 
duty-free  bargains.  And  at  Paris'  Charles 
DeGaulle  airport,  look  for  one  of  the  better 
delicatessens  anywhere. 

You  can  find  one  of  Europe's  most  com- 
plete shopping  centers  at  the  Frankfurt- 
Main  airport.  The  100-shop  complex  opens 
early  and  closes  late.  The  stores  sell  every- 
thing from  smoked  salmon  to  stuffed  toy 
bears.  There  are  30  restaurants,  two  super- 
markets, antique  and  modern  art  stores, 


Harrod's,  a  pharmacy,  dry  cleaner,  lock- 
smith and  shoemaker. 

Other  statistics  are  equally  overwhelm- 
ing. There  are  four  movie  theaters,  a  disco- 
theque and  the  biggest  airport  medical 
clinic  in  the  world  with  three  doctors,  a 
dentist  and  a  staff  of  50. 

Maybe  that's  why  more  than  4,000 
people  —  none  of  whom  have  any  travel 
plans  —  flock  to  the  airport  each  day,  just  to 
visit.  And,  if  you  get  tired,  there  are  great 
hotels  within  the  airport  perimeter. 

By  contrast,  no  one  sleeps  during  lay- 
overs at  the  second-largest  transit  airport  in 
the  world.  Most  passengers  have  just  an 
hour  during  refueling  stops  at  the  Dubai 
International  Airport  in  the  United  Arab 
Emirates.  They  hit  the  ground  running  and 
head  immediately  for  the  airport's  duty-free 
shopping  complex,  22,000  square  feet  of 
the  world's  most  intense  (and  inexpensive) 
shopping  experiences. 

Dubai  is  a  duty-free  port,  and  the  dut\'- 
free  complex  offers  products  at  unbeliev- 
able prices  —  a  liter  of  premium-name 
scotch  for  $3-75,  a  carton  of  American 
cigarettes  for  $5.85  and  inexpensive 
chocolates. 

Real  bargains  can  be  found  on  high- 
ticket  items:  Perfume  is  up  to  40%  cheaper 
than  amwhere  else;  a  half-kilo  of  beluga 
caviar  can  be  purchased  for  S90  and  gold  is 
sold  by  weight.  There's  a  special  room  for 
Cuban  cigars,  and  e\'en  a  fur  shop  where  a 
mink  coat  sells  for  just  $1,800. 

Indeed,  if  you  like  to  shop,  Dubai 
remains  the  best  excuse  for  a  layover  in  that 
region  of  the  world.  Last  year,  the  operation 
sold  more  than  $47  million  worth  of  duty- 
free items,  including  a  ton  of  ca\iar  and 
more  than  40  tons  of  Tobler  chocolates. 

Not  long  ago,  an  airplane  from  LOT  the 
Polish  airline,  landed  in  Dubai  on  a  flight 
from  Delhi.  The  piissengers  rushed  to  the 
stores,  cash  in  hand.  An  hour  later,  the 
plane  was  almost  overweight  when  it  roared 
down  the  runway  toward  its  final  destination 
in  Warsaw.  In  just  60  minutes  tlie  passengers 
had  purchiLsed  89  \ideocassette  players  and 
78  CiLses  of  scotch. 

Now;  that  was  a  layovier  to  remember.  J  J 


Peter  S.  Greenberg  is  an  award-winning  author,  Los  Angeles  Times  Syndicate  travel 

columnist  —  appearing  in  more  than  50  U.S.  and  foreign  newspapers  —  and  the 

Travel  Editor  for  ABC's  "The  Home  Sh6w."  He  is  also  a  seasoned  "road  warrior." 
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TW3  KDOMS  TWD  BUSINESS  DEALS. 
IWICE  THE  PRDDUCnVirY 


TWICE  THE  ROOM.  A  large 
private  bedroom.  A  separate 
spacious  living  room  with  a 
well-lit  work  area  perfect  for 
small  meeting.  Each  suite  also 
has  two  telephones,  two  TVs, 
a  wet  bar  with  refri^rator, 
coffee  maker  and  microwave. 
Computer  modem  hookup 
available  in  most  suites. 

For  people  who  travel  a  TWICE  THE  VALUE.  A  free, 

lot  on  business,  there  is  no  cooked-to-orderbreak&stis 

better  partner  than  Embassy  served  each  morning  Two 

Suites  hotels.  hours  of  complimentary 

•  Siit|Ki  D  IMC  aid  bul  kn 


beverages^  each  evening. 
Both  sure  to  help  keep  your 
expense  report  in  line. 

Next  time  you  need  a  hotel 
room,  Think  Twice."Then  call 
your  travel  agent  or  Twice 
The  Hotein-SOO-EMBASSY 


Frte,  cooked-to-order  breakfast 


EMBASSY 
SUITES 


SM 


In  Canada,  call  1-800-458-5848  In  Mexico,  ciU95-800-362-2779 
Hawau.call  1-800-GO-2-MAUI 
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If  there  is  one  business  where  governments 
have  no  business  meddling,  it's  the  computer 
business.  Consider  the  costly  miscalculations 
of  France's  Plan  Calcul. 

BuU^  or 
albatross^ 


By  Paul  Klebnikov 

In  1966  France's  President  Charles 
de  Gaulle  took  umbrage  when  the 
U.S.  blocked  the  sale  of  a  Control 
Data  Corp.  mainframe  to  the  French 
atomic  energy  authority.  The  result 
was  "Plan  Calcul,"  a  crash  program  to 
develop  France's  own  mainframes. 
Like  most  government  programs,  this 
one  soon  took  on  a  life  of  its  own, 
persisting  long  after  its  original  pur- 
pose was  forgotten. 

Plan  Calcul  survives  today  in  Cie. 


des  Machines  Bull — an  albatross  for 
French  taxpayers.  In  1990  Paris- 
based  Bull  lost  $1 .2  billion  on  sales  of 
$6.3  billion;  for  1991  the  company 
expects  to  report  a  further  loss  of 
about  $600  million  on  flat  sales.  Sad- 
dled with  a  long-term  debt  of  $1.7 
billion  and  a  negative  equity  of  nearly 
$200  million.  Bull  might  seem  a  can- 
didate for  bankruptcy  court  but  for 
one  thing:  The  French  government 
owns  93%  of  the  stock. 


Charles  de  Gaulle 
inspired  France's 
"national 
champion" 
in  computers; 
Francis  Lorentz 
(left)  runs  it 
"Our  customers 
worry  that  there 
is  political 
interference  in 
the  company's 
decisions." 
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Bull's  problems  begin  with  what 
the  government  was  trying  to  do  in 
financing  it:  preser\'e  jobs  and  pre-  , 
serve  national  pride.  You  can  maybe  i 
do  those  things  with  highways  and  i 
impressive   public   buildings,   but  a 
computer  company  must  be  focused 
on  ser\ing  customers,  not  on  making 
politicians  look  good. 

The  person  running  Bull  is  no  com- 
puter industn'  veteran  but  Francis 
Lorentz,  49,  a  career  civil  ser\ant  at 
the  Treasury-  Department  who  was 
tapped  to  manage  Bull  in  September 
1982,  after  Francois  Mitterrand's  So- 
cialist Party  came  to  power. 

In  November  1990,  with  growth  in 
computer  demand  coming  to  an  ■ 
abrupt  halt,  Lorentz  finally  began  to 
do  what  government  employers  hate 
to  do:  fire  people.  Since  then  Bull  has 
eliminated  several  research,  manufac- 
turing and  sales  organizations,  cut- 
ting 9,000  jobs,  20%  of  the  work 
force.  It  may  be  too  litde,  too  late:  It 
almost  certainly  won't  put  Bull  in  the 
black  this  year. 

Throughout  the  1980s  computer 
makers  like  IB.\1,  Hewlett- Packard  and 
Digital  Equipment  were  making  huge 
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SGS-Thomson  Chief  Executive  Pasquale  Pistorio  (above); 
masking  procedure  on  silicon  w/afer  production  line 
"We  do  not  have  the  same  generation  of  machine  tools 
as  the  Japanese,  so  we  have  to  wori(  harder  for  the  same 
/esuit,"  says  one  R&D  manager. 


profits  fi-om  the  European  market. 
But  not  Bull.  Even  in  the  boom  years 
Bull  could  manage  only  tiny  profits. 
When  the  growth  of  the  computer 
market  slowed  in  1990,  the  roof  over 
Bull  caved  in. 

As  might  be  expected  of  a  company 
whose  goals  were  directed  by  the 
government  rather  than  by  the  mar- 
ketplace, Bull  was  caught  on  the 
wrong  side  of  evolving  technology.  It 
remained  committed  to  supplying 
mainframes  to  its  traditional  custom- 
ers: the  French  government,  banks 
and  insurance  companies.  But  the 
world  was  ready  for  personal  comput- 
ers, workstations  and  minis.  Suddenly 
Bull  had  to  develop  these  machines 
and  the  operating  systems  and  appli- 
cation software  to  go  with  them.  It 
was  almost  impossible  for  Bull  to 
achieve  economies  of  scale. 

Only  35%  of  Bull's  product  line 
runs   on   standards   like  MS  DOS   or 


Unix.  The  rest  runs  on  one  of  at  least 
four  proprietary  Bull  architectures. 
All  these  systems  force  Bull,  at  consid- 
erable expense,  to  come  up  with  up- 
grades and  applications  software.  And 
customers  are  understandably  hesi- 
tant to  invest  in  such  relatively  isolat- 
ed systems. 

Michel  Bloch,  the  pordy,  silver- 
haired  chief  of  the  systems  products 
division,  is  trying  to  sort  out  this  mess. 
An  electrical  engineer  who  joined 
Bull  back  in  1962,  Bloch  supervises 
the  2,000  programmers  and  engi- 
neers working  on  a  new  distributed 
computing  "model"  announced  a 
year  ago.  The  model  is  meant  to 
provide  Bull  customers  with  a  path  to 
combine  their  proprietary  systems 
with  an  open,  Unix-based  design. 

Bull  also  has  work  to  do  on  Zenith 
Data  Systems.  Bull  bought  Zenith  in 
1989,  at  a  time  when  this  division  of 
the  U.S.  television  firm  was  the  mar- 


ket leader  in  laptops  and  the  world's 
second-largest  producer  of  IBM-com- 
patible PCs.  In  1988  Zenith  boasted 
operating  profits  of  $65  million  on 
sales  of  $1 .4  billion.  But  by  the  end  of 
1990,  Zenith's  sales  had  fallen  20%; 
the  operation  recorded  a  net  loss  of 
$83  million  in  1989  and  $197  million 
in  1990.  For  that  Bull  paid  more  than 
a  half- billion  dollars. 

Bull's  managers  blame  the  troubles 
at  Zenith  on  everything  but  Bull  man- 
agement. They  attribute  Zenith's  de- 
terioration in  part  to  a  sharp  fall  in 
U.S.  government  orders,  and  say  that 
managers  at  Zenith  Electronics  Corp. 
exaggerated  the  health  of  the  com- 
puter operations.  There  is  probably 
some  truth  to  this,  since,  after  some 
legal  wrangling.  Bull  succeeded  in 
lowering  the  preliminary  $635  mil- 
lion purchase  price  by  20%. 

But  there's  more  wrong  with  Bull 
than    one    overpriced    acquisition. 
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Speed  of  research  and  development  is 
ever^'thing  in  die  computer  business, 
and  there  is  evidence  that  Bull  is  slow 
to  catch  on  to  new  technology. 

Bull  lost  more  than  two  years  in 
entering  the  race  to  produce  reduced- 
instruction-set  computing.  The  story 
is  one  of  mismanagement  and  mis- 
judgment.  In  1989  Lorentz  signed  up 
Sunnyvale,  Calif -based  Mips  Com- 
puter Systems  to  produce  Rise  micro- 
processors for  Bull's  minicomputers. 
Why  Mips?  "One  of  the  advantages 
was  that  they  were  fiilly  technologi- 
cally independent,"  says  Lorentz. 
Mips,  that  is,  unlike  IBM  or  HP,  was 
small  enough  not  to  threaten  Bull's' 
independence. 

But  by  1991,  he  says,  it  became 
clear  Mips  wasn't  up  to  the  job.  So,  in 
January  1992  Bull  signed  up  IBM  to 
provide  the  technology,  more  than  a 
decade  after  the  -first  American  com- 
panies had  announced  their  commit- 
ment to  Rise. 

The  preliminary  deal  includes  IBM's 
pledge  to  invest  about  $100  million  in 
Bull  and  resell  about  150,000  Zenith 
portables  a  year.  Bull  gets  to  Ucense 
IBM's  Rise  architecture  for  its  mid- 
range  machines,  giving  Bull  custom- 
ers access  to  all  the  sofi^vare  that's 
developed  for  IBM.  In  exchange  Bull 
will  probably  improve  IBM's  access  to 
the  chauvinistic  French  government 
market,  plus  give  it  access  to  some 
Bull  technology  that  may  or  may  not 
prove  valuable  to  IBM. 

Machines  Bull  is  not  the  only  mon- 
ument to  an  outdated  concept  of 
national  self-sufficiency  in  Europe. 
There's  also  Franco-Italian  SGS- 
Thomson  Microelectronics. 

Now  that  NEC,  Fujitsu,  Mitsubishi 
and  Hitachi  are  setting  up  chipmak- 
ing  facilities  in  Europe,  European 
chipmakers  are  sounding  the  alarm. 
"It's  like  a  drug  dealer  pushing  free 
drugs  to  get  you  addicted,"  says  Giu- 
seppe Zocchi,  research  director  at 
SGS-Thomson.  lie's  arguing  that  Eu- 
ropean companies  must  manufacture 
their  own  computer  chips  even  if  the 
Japanese  can  sell  them  much  cheaper. 

Owned  mostly  by  two  French  and 
Italian  state  companies,  SGS-Thom- 
son  is  one  of  FAirope's  last  remaining 
chip  producers.  And  it's  struggling. 
In  1990,  even  with  research  grants 
from  the  European  Community,  SGS- 
Thomson  lost  $97  million;  because  of 


restructuring   costs,    the    losses    for 
1991  will  be  about  the  same. 

Led  by  Chief  Executive  Pasquale 
Pistorio,  a  veteran  of  Motorola,  SGS- 
Thomson  has  begun  chopping  away 
at  costs,  closing  six  manufacturing 
plants  and  laying  off^  thousands  of 
workers.  But  politics  keep  intruding. 
Fear  of  relying  on  the  Japanese  made 
Pistorio  order  that  his  company's 
chipmaking  equipment  be  European 
or  at  least  American,  whenever  possi- 
ble. This  is  a  questionable  strategy, 
given  that  the  Japanese  make  the  most 
advanced  chipmaking  machines. 


Special  Counselor  Abel  Farnoux 

"One  can't  imagine  a  country  witliout 

its  own  computer  industry." 


SGS-Thomson  is  somewhat  stron- 
ger in  the  marketplace  than  is  Ma- 
chines Bull.  SGS-Thomson  is  one  of 
the  world's  top  producers  of  Eproms, 
one  of  the  three  major  classes  of  mem- 
ory chips.  Using  this  expertise,  the 
company  is  in  a  strong  position  to 
develop  flash  memories,  the  next  gen- 
eration of  chips,  which  could  replace 
disk  drives  in  portable  computers.  At 
Inmos,  its  British  subsidiary',  SGS- 
Thomson  produces  a  sophisticated 
chip  used  in  image  processing. 

But  SGS-Thomson  still  needs  to 
reach  the  5%  world  market  share  that 
chipmakers  need  for  economics  ot 
scale.  "The  problem  is  not  technol- 
ogy', but  finance,"  says  Pistorio.  "Our 


ambitions  have  not  been  matched  by 
the  availability  of  the  equity."  This 
means  that  SGS-Thomson  will  proba- 
bly need  to  merge  or  sign  an  alliance 
with  a  stronger  partner  to  expand  its 
operations. 

SGS-Thomson  serves  major  cus- 
tomers: consumer  electronics  compa- 
nies like  Thomson,  telecommunica- 
tions companies  like  Alcatel,  auto 
parts  makers  like  Bosch  and  computer 
makers  like  Olivetti.  But  none  of  these 
has  felt  strongly  enough  about  SGS- 
Thomson's  continued  survival  to  step 
forward  with  the  equity  investment. 

Once  again,  the  French  govern- 
ment has  stepped  into  the  breach.  It 
wants  to  link  SGS-Thomson  to  cea- 
Industrie,  the  state-owned  builder 
and  operator  of  nuclear  power  plants. 
CEA  has  a  war  chest  of  $4  billion,  and 
its  profits  have  averaged  over  S300 
million  a  year  since  1986.  If  the  deal 
goes  through,  the  French  taxpayer 
will  no  longer  have  to  foot  SGS-Thom- 
son's  bill.  That  honor  will  pass  to  the 
French  electricit)'  consumer. 

As  for  Machines  Bull,  despite  all  the 
losses,  the  French  state  is  not  about  to 
give  up.  Abel  Farnoux,  special  adviser 
to  Prime  Minister  Edith  Cresson  and 
one  of  the  architects  of  France's  cur- 
rent industrial  polic)',  stands  behind 
Bull.  In  his  elegant  Left  Bank  office, 
lined  with  Chinese  prints  and  old 
leather- bound  books,  Farnoux  de- 
clares: "In  the  modern  world  one 
can't  imagine  a  countr)-  without  its 
own  computer  industn'  and  its  own 
telecommunications  industn'.  [These 
systems]  define  its  very  civilization. 
It's  as  simple  as  that." 

But  is  it?  IBM  in  France  is  as  French 
as  Bull  is.  In  these  days  when  econom- 
ic borders  are  crumbling — even  if  po- 
litical borders  are  not — the  best  com- 
panies are  multinational,  and  so  is 
technolog>'. 

At  any  rate,  it  should  be  clear  to 
anyone  but  a  100%-committed  social- 
ist that  governments  are  lousy  at  run- 
ning businesses.  Farnoux  speaks  ot 
telecommunications.  With  .Alcatel, 
the  telecommunications  giant, 
France  is  a  power  in  that  business.  It  is 
becoming  a  giant  in  computer  soft- 
ware with  Cap  Gemini  Sogcri,  the 
$1.7  billion  ( 1990  sales)  French  soft- 
ware company.  But  these  arc  private 
companies,  with  a  market  mission, 
not  a  political  mission.  ^ 
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lightmare  Scenario  #2 


HE  RUNAWAY 
ASH  SUCKER. 


'Why  didn't  someone  tell  me  this  @$!?& 
network  would  cost  so  much?" 


JA  lot  of  executives  go  pale 
i#M  when  they  see  how  much 
■^m their  computer  networks  are 
eally  costing  them. 

"What's  with  all  this  new  pay- 
oil?"  they  ask.  "I  thought  this  thing 
vas  going  to  save  us  money." 

Too  late.  They're  strapped  to  a 
unaway  cash  sucker  and  heading 
Jownhill  fast. 

The  fact  is,  the  real  economics  of 
running  a  computer  network  are 
never  even  mentioned  by  the  peo- 
ple trying  to  sell  you  one. 

And  not  knowing  can  cost 
K  ou  plenty. 


Research  proves  Banyan 

more  cost-effective  than 

Novell,  IBM,  DEC  and 

Microsoft. 

Which  brings  us  to  the  research 
report  offered  free  on  this  page. 

It  was  compiled  by  the  Business 
Research  Group,  and  shows  how 

Time  Required  To 

Add  A  Network-Wide  Service 


Banyan 
VINES 

Novell 
NetWare 

BMLAN 
Server 

DEC 
athworks 

LAN 
Manager 

60     80     100    120    140    160 
Minutes 


0      20      40 
Business  Research  Group/Newton.  MA  bc16D 

For  sheer  cost-effectiveness. 
Banyan  surpasses  everyone. 


Banyan,®  Novell,®  IBM,®  DEC,®  and 
Microsoft®  stack  up  against  each 
other  in  cost  of  operation. 

What  BRG  did  was  to  interview 
the  day-to-day  LAN  managers  at 
180  different  organizations  about 
the  length  of  time  required  to  exe- 
cute 1 1  typical  network  functions. 


Send  for  this  impartial  survey 

ofnetH'ork  cost-efficiency.  It's  full 

of  hard,  actionable  data. 

Banyan  won  in  all  11  categories. 
Often  by  astounding  margins. 

Whatever  the  job,  administrators 
of  Banyan  VINES®  networks  were 
able  to  do  them  faster. 

And  faster  translates  into  smaller 
staffs  and  lower  cash  outlays. 

Banyan  won  across  the  board 
because  our  unique  integrated 
architecture  greatly  simplifies 
administration.  With  Banyan 
VINES,  cost-efficiency  is  built  in 
from  the  beginning. 


Computer  networks  are  rapidly 
becoming  indispensable  to  busi- 
ness. So  understanding  the  true  cost 
of  networking  is  now  critical. 

The  BRG  report  is  a  good  place 
to  start.  This  is  a  real-world  report 
based  on  the  testimony  of  actual 
network  managers. 

Banyan  is  the  world  leader  in 
simplifying  the  use  and  manage- 
ment of  networks — and  we  can 
show  you  why. 

For  your  free  copy 

of  the  BRG  report, 

call  1-800-828-2404. 

r -^^ 

Please  send  this  coupon  to:  BANYAN, 
120  Flanders  Road,  Westboro,  MA  0158 
1-800-828-2404. 
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Networking.  Without  Limits."' 


COMPUTERS/COMMUNICATIONS 


Apple  cofounder  Mike  Markkula  has  a  big  dream:  a 
world  of  cheap,  ubiquitous  "neuron"  chips. 

XJniversal 
iiitelligence 


By  Julie  Pitta 

Along  WITH  THE  better-known  Steve 
Jobs  and  Steve  Wozniak,  A.C.  (Mike) 
Markkula  founded  Apple  Computer. 
Now  50,  rich  as  Croesus  and  long 
gone  from  Apple  management, 
Markkula  is  innovating  again.  His 
Echelon  Corp.,  of  Palo  Alto,  Calif.,  is 
working  on  a  smart  chip  that  Mark- 
kula says  is  versatile  enough  to  auto- 
mate everything  from  an  assembly 
line  to  the  light  fractures  in  a  home.  He 
calls  it,  borrowing  from  the  lingo  of 
neural  networks,  a  "neuron"  chip. 

Echelon's  chip  is  a  microcontroller 
similar  to  the  ones  used  in  the  control 
panel  of  a  microwave  oven  or  the 
remote  control  for  a  TV.  What's  differ- 
ent about  Echelon's  chips  is  that  they 
can  talk  to  each  other  to  create  a 
network  of  gadgets. 

"The  number  of  gadgets  with  these 
chips  embedded  that  could  be  sold  in 
a  mature  market  will  be  greater  than 
all  the  semiconductor  devices  sold 
toda\',"  says  Markkula.  "The  Utopia 
for  Echelon  is  that  you'll  be  able  to 
walk  into  any  hardware  store  and  any 
gadget  you  buy  will  have  one  of  our 
chips  embedded  in  the  base." 

Putting  such  chips  in  a  coffee- 
maker,  say,  or  a  toaster  would  enable 
them  to  interract.  The  coffeemaker 
starts  brewing  at  dawn.  Once  fin- 
ished, it  signals  the  toaster  to  go  on. 

A  fringe  idea?  Markkula  at  least 
speaks  with  the  authority  of  someone 
worth  $675  million  and  able  to  con- 
vince several  big  names  to  join  him. 
His  investors  include  Motorola  and 
famed  venture  capitalist  Arthur  Rock, 
and  his  chief  executive  is  rolm  co- 
founder  M.  Kenneth  Oshman. 

"Not  every  project  is  as  fiill  of  risk 
as  this  one,"  says  Peter  Crisp,  an  early 
investor  in  Apple  and  now  Echelon. 
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Mike  Markkula 

For  sale: 

1  billion  neurons. 


"But  the  market  potential  is  huge." 
Potential  is  a  word  that  crops  up  often 
at  Echelon.  The  current  version  of  the 
chip,  containing  400,000  transistors, 
does  work,  although  it's  too  early  to 
say  how  well.  What's  murkier  still  is 
whether  manufacturers  will  want  to 
put  these  things  in  their  toasters  and 
so  on.  They  may  not  see  the  virtue  of  a 
world  with  a  universal  appliance  chip. 
Today  they  can  get  custom  niade 
control  chips  from  a  wide  varicn-  of 
suppliers. 

None  of  these  doubts  assails  Mark 
kula.  An  engineer  by  training  who 
broke  in  at  Fairchild,  he  has  been 
toying  with  the  idea  of  intelligent 
electronics  since  his  days  at  Apple 
"The  more  ubiquitous  a  tcchnologN- 
has  the  potential  to  become,  the  more 
Mike  is  fascinated  by  it,"  says  Apple- 
Vice     President     Albert     Eisonsi.ii 
Markkula  hired  the  first  engineers  loi 
his  chip  six  years  ago.  Earh  on,  Wu  k 


kula  offered  a  prototype  of  the  chip  to 
Apple  and  was  turned  down.  "We  still 
think  we  made  the  right  decision," 
says  Eisenstat. 

A  year  after  signing  on,  a  fi-ustrated 
Oshman  came  close  to  folding  the 
project.  Markkula  toyed  with  merg- 
ing Echelon  into  an  established  elec- 
tronics company.  Instead,  Oshman 
and  Markkula  decided  in  effect  to  take 
in  partners,  persuading  Motorola  and 
Toshiba  to  agree  to  make  and  sell  the 
chips,  help  with  research  and  develop- 
ment and  pay  Echelon  royalties.  Mo- 
torola also  agreed  to  invest  $20  mil- 
lion in  Echelon  and  in  return  receive  a 
19%  stake. 

Echelon  has  100  employees,  many 
of  them  working  on  software  that 
helps  customers  program  the  chips 
and  design  intelligent  products 
around  them.  Like  competing  control 
chips,  the  Echelon  neurons  contain 
so-called  programmable  memory, 
which  allows  them  to  be  customized. 
The  Echelon  chips,  which  Motorola  is 
pricing  at  about  S12,  have  64  kilo- 
bytes of  programmable  memor\'  and  t 
three  processors,  two  of  them  to  send 
or  receive  messages. 

Potter  Electric  Signal  Co.,  a  small  ' 
St.  Louis  manufacturer,  has  used  a 
batch  of  Echelon's  neurons  in  smoke 
alarms,  each  smart  enough  to  call  the 
fire  department.  Other  manufacturers 
have  designed  the  neurons  into  sys- 
tems to  control  the  emironment  of  a 
chicken  coop,  monitor  the  amount  of 
alcohol  poured  at  a  bar  or  make  eleva- 
tors more  intelligent. 

Terr)'  Weaver,  a  \ice  president  at 
Johnson  Controls,  the  Milwaukee 
building  controls  firm,  says  he  is  ex- 
perimenting with  Echelon  neurons. 
It's  unlikely  that  he  will  put  an  entire 
office  building  under  the  control  of 
one  of  these  things.  But  Weaver  says  a 
cheap  chip  might  nonetheless  be  use- 
fiil  in  a  wall  switch.  If  equipped  with 
ancillar\'  electronic  sensors  that  sense 
the  presence  of  a  person  in  a  room,  a 
ncuroTi  equipped  switch  could  cut 
cKt. trie  bills. 

"If  eventme's  using  the  same  inte- 
gr.ued  circuit,  the  vt>lumes  will  be 
enormous — it  wxnild  be  billions  of 
neurons  per  year,"  Oshman  says. 
"  riic  Ixiulii  of  volume  will  be  th.ii 
costs  will  W  low  When  thr\  Vc  .$1, 
thiv  will  p,<^  i\tiA wluic  "  .'sonu'ilav, 
ni.nlv  iM 
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Over  The  %ars, 
We've  Made  Quite  A 
Mark  InOur  Industry 


when  it  comes  to  financial  perfor- 
mance, ALLTEL's  averages  are  anything  but 
average.  In  fact,  compared  to  our  five-year 
total  average  annual  return  of  23%,  the 


Dow  and  the  S&P  just  can't  keep  pace. 

The  secret  of  our  success?  A  strategy 
of  balanced  diversification.  We  have  selec- 
tively expanded  from  a  strong  core  business  of 
providing  local  telephone  service  to  more  than 
1.2  million  customers  in  25  states,  to  establish 
strong  positions  in  tomorrow's  other  important 
growth  industries  -  including  cellular  telephone 
and  information  services.  Add  to  that  a  solid 
position  in  product  distribution  and  you  get  a 
company  that  is  an  industry  leader  in  net  in- 


Total  Annual  Return 

Five- Year  Average 
Ending  December  31.  1991 


S&P  15% 


Dow  15% 


Peer  Group  15% 


ALLTEL  23% 


come  and  earnings  growth.  And  a  company 
that  has  increased  the  dividend  for  each  of  the 
past  31  years. 

Would  you  call  that  an  average  corporate 
tale?  Or  one  with  a  real  mark  of  difference? 

CORPORATION 

Telecommunications  •  Cellular  •  Product  Distribution  •  Information  Services 


Call  (501)  661-8999  or  write:  ALLTEL  Corporate  Communications  •  One  Allied  Drive  •  Little  Rock,  Arkansas  72202 
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Re-creating  DEC 


COMMENTARY  BY  ESTHER  DYSON 


Esther  Dyson  is  editor  and  publislier  of  the 
newsletter  Release  1.0. 


God  could  create  the  world  in  only 
six  days  because  He  didn't  have  an 
installed  base.  That's  computer  in- 
dustry wisdom.  And  that's  why  the 
Lord  was  so  creative:  He  started  from 
scratch.  In  computing,  too,  success 
usually  goes  to  new  companies, 
which,  lacking  installed  bases,  don't 
have  a  vested  interest  in  old  ways. 

Consider  Digital  Equipment 
Corp.,  once  an  upstart  in  a  world 
dominated  by  mainframes.  As  the 
pioneering  minicomputer  company, 
it  created  a  new  order.  Over  a  35-year 
history,  dec  was  a  stellar  performer, 
and,  like  today's  hero  Microsoft,  it 
went  from  infancy  to  adulthood  with 
its  founder  at  the  helm. 

But  that  old  demon  success,  in  the 
form  of  installed  base,  has  caught  up 
with  DEC  Its  customer  base  of  thou- 
sands and  its  $14  billion  revenue  base 
represent  a  mountain  of  inertia. 

dec's  guiding  genius,  Chief  Execu- 
tive Kenneth  Olsen,  62,  made  some 
missteps  in  the  1980s.  First  he  pooh- 
poohed  the  personal  computer,  then 
open  systems,  then  reduced  instruc- 
tion set  computing.  On  all  three 
scores  he  was  wrong. 

Is  DEC  about  to  wither  away? 
Scarcely.  The  company  may  yet  over- 
come the  burden  of  its  success. 

Two  things  are  significant.  One: 
Olsen  is  willing  to  admit  past  mistakes 
and  start  over.  Thus,  Digital's  daz- 
zling new  supercomputing  chip,  the 
Alpha,  will  deliver  its  400  million 
instructions  per  second  of  perfor- 
mance by  relying  on  a  reduced  in- 
struction  set,   the   approach   pooh 
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poohed  by  Olsen  years  ago. 

Second,  Olsen  is  remaking  the 
company  to  focus  separately  on  hard- 
ware and  software. 

It  was  back  in  1984  that  Olsen  first 
told  an  annual  meeting,  "dec  is  a 
software  company."  It  remained 
chiefly  a  hardware  company.  But  this 
January,  just  after  closing  out  a  quar- 
ter with  a  $138  million  loss,  Olsen 
formally  established  a  tangible  plan 
for  dec's  software  strategy,  and  put 
David  Stone,  50,  in  charge  as  vice 
president  of  software  engineering. 

While  keeping  its  hardware  busi- 
ness as  a  hardware  business  (and  even 
going  into  commodity  PCs,  a  step  it 
may  regret),  the  company  will  "take 
its  software  and  get  a  greater  reward 
for  it  by  spraying  it  everywhere,  even 
on  non- Digital  platforms,"  says 
Stone.  Digital  has,  for  example,  re- 
cendy  sold  software  to  Olivetti  for  use 
on  Olivetti  machines  and  sells  soft- 
ware direcdy  to  users  for  use  on  Sun 
workstations. 

Says  Stone,  "That  [$I38  million] 
loss  was  a  tremendous  agent  for 
change."  So  is  Stone  himself  With 
the  company  since  1970,  he  neverthe- 
less comes  from  outside  in  an  impor- 
tant sense:  He  spent  1974  to  1990  in 
Europe,  rising  through  the  ranks  and 
overseeing  everything  from  software 
services  and  marketing  to  a  1,000- 
member  engineering  staff.  Unlike 
colleagues  who  spent  a  lot  of  time 
talking  to  each  other  and  to  existing 
customers.  Stone  spent  more  time 
talking  to  people  outside  dec. 

Stone  is  also  an  outsider  in  another 
important  way:  He's  a  software  guy — 
a  fairly  uncommon  type  at  dec.  It's 
not  that  dec  doesn't  know  how  to 
develop  or  even  sell  software,  but  it 
doesn't  know  how  to  manage  a  com- 
pany that's  based  upon  software. 

"For  the  first  time,"  says  Stone, 
"we  realize  we  have  to  separate  the 
business  into  two  models.  Hardware 
is  a  commodity'  where  you  need  high 
market  share  and  low  r&d.  Sofhwirc  is 
different.  You  need  to  spend  twice  as 
much,  maybe  15%  of  revenues,  on 
R&D,  and  you  need  to  treat  it  as  a  high- 


value-added  service.  We  were  giving 
away  our  expertise  to  sell  hardware, 
and  other  [hardware]  people  could 
undercut  our  price  because  they 
didn't  have  all  the  sofiw^are  costs." 

That's  pretty  elementary  stuff,  and 
even  Digital  sort  of  knew  it,  but  the 
company  didn't  act  on  it  in  the  way  it 
compensated  its  salespeople  and  set 
its  budgets.  Now,  says  Stone,  "We've 
got  the  profit  feedback  loop  about 
75%  right — and  climbing." 

In  the  long  run.  Stone  believes, 
people  will  buy  computer- processing 
power  and  data  communications  de- 
livered through  a  wire  in  the  wall  or 
waves  in  the  air,  just  as  they  get 
electricity  and  radio  communication. 
Unlike  electricity,  data  processing  will 
come  in  a  variety  of  flavors — for  ex- 
ample, bookkeeping,  forecasting, 
document  retrieval.  But  most  inter- 
esting will  be  functions  best  per- 
formed by  a  third  party:  inventory 
management  between  supplier  and 
customer,  invoicing  and  bill-paying, 
industry  data  collection,  automatic 
document  translation  and  so  on. 

Stone  wants  dec  to  move  into  this 
business,  leapfrogging  competitors 
that  still  look  at  software  as  packages. 
He  sees  a  battie  shaping  up  much  like 
the  one  over  telephone  switchboards. 
In  the  past,  corporate  telephone  users 
switched  from  Centrex  in  order  to 
manage  their  calls  internally  and 
bought  their  own  switchboards.  But 
now  the  Centrex  approach — mo\ing 
the  switchboard  electronically  onto 
phone  company  property' — is  back  in 
style,  as  organizations  expand  geo- 
graphically. Under  new  brand  names, 
the  Centrex  approach  now  offers  new 
ser\'ices,  such  as  cross-countr\'  call- 
forwarding,  caller  identification  and 
other  services  that  span  more  than 
one  site  or  more  than  one  company. 

In  similar  fashion,  the  great  major- 
it\'  of  corporate  computer  users  have 
preferred  to  have  their  computers  on- 
site,  dec  wants  to  fight  back  by  selling 
not  just  switchboards  (or  computers) 
but  also  Centrex-st>le  software  ser- 
vice. For  example,  a  DEC  sothxarc 
service  center  could  fetch  electronic 
invoices  from  your  customers  and 
consolidate  them  into  an  order  deliv- 
ered to  vcnir  factor)'  floor.  The  Lord 
created  the  earth  in  six  days.  Things 
are  even  more  foreshortened  in  to- 
day's computer  industn".  ■§ 
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She  barely  had  a  chance  to  check  his 
blood  pressure  before  his  medical  records 
and  insurance  information  slipped  away 
without  warning.  Another  computer  tragedy 
that  could  have  been  prevented  by  a 
Powerware®  System  from  Exide  Electronics. 

As  resilient  as  today's  computer 
systems  are,  the  energy  that  powers  them  is 
anything  but  healthy.  Surges,  sags,  and 
other  irregularities  can  reduce  your  system 
to  an  inoperable  state  in  just  seconds. 

Fortunately,  a  Powerware  System  is  all 
the  preventive  medicine  your  computer 
will  ever  need.  It  inoculates  against  system 
failure  by  conditioning  utility  power  before 
it  is  ever  fed  into  the  computer  and  provides 
the  most  reliable  backup  power  in  the 
industry  today.  In  systems  ranging  from  the 
smallest  PC  to  MRI  and  CT  equipment  to 
the  world's  largest  mainframes. 

Even  more  important,  as  nine  out  of  ten 
computer  manufacturers  will  tell  you,  our 
competent  staff  of  trained  experts  is  on  call 
to  prescribe  treatment  for  even  the  most 
threatening  computer  emergencies. 

Call  1-800-554-3448  to  find  out  more 
about  Exide  Electronics  Systems,  or  fax  us 
toll  free  at  1-800-75-EXIDE.  Because  in  the 
busy  hospital  and  health-care  industry,  there 
sure  isn't  much  time  for  a  sick  computer. 


■EXIDE  -ELECTRONICS 

Helping  You  Stay  In  Power!' 
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The  less  obYioiis 
network  stocks 


COMMENTARY  BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


You  WOULD  NEVER  KNOW  the  econo- 
my is  soft  from  talking  to  networking 
companies.  At  Spectran,  a  Sturbridge, 
Mass.  company  that  makes  optical  fi- 
ber for  linking  computer  networks,  the 
factory  lights  are  burning  seven  days  a 
week,  24  hours  a  day.  At  American 
Power  Conversion  in  West  Kingston, 
R,!.,  sales  of  backup  power  supplies  for 
computer  networks  in  the  recession 
quarter  ended  in  December  were  up 
69%  over  the  year- ago  quarter.  For 
this  same  period  at  Lannet  Data  Com- 
munications, a  Tel  Aviv,  Israel  com- 
pany that  makes  "intelligent  hubs" 
for  hub-and-spoke  networks,  world- 
wide sales  popped  up  85%. 

Underlying  these  success  stories  is  a 
common  theme:  Computing  power 
continues  to  migrate  from  computer 
rooms  to  desktops,  at  the  same  time 
that  people  working  in  large  organi- 
zations remain  as  dependent  as  ever 
on  being  able  to  trade  notes  with  one 
another.  When  computers  are  linked 
together  to  form  a  network,  results 
entered  or  produced  on  any  one  ma- 
chine are  available  to  every  other  com- 
puter. Networks  also  share  cosdy  re- 
sources, such  as  printers. 

By  now,  26  million  of  the  world's 
69  million  business  desktop  comput- 
ers have  been  linked  into  networks. 
Most  are  small,  local  area  networks 
consisting  of  three  to  a  dozen  com- 
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puters,  often  connected  via  a  device 
called  an  intelligent  hub.  In  addition, 
networks  are  being  linked  via  inter- 
networking devices  called  bridges  and 
routers. 

A  hub  is  basically  a  multiple  socket, 
with  enough  intelligence  to  spot 
trouble.  The  intelligent  hubs  are  able 
to  isolate  network  problems,  so  that 
downed  lines  on  any  one  spoke  to  a 
single  computer  cannot  crash  the  en- 
tire network.  In  part  because  of  the 
reliability  added  by  the  intelligent 
hub,  the  local  area  network  concept 
took  flight  in  the  late  1980s.  These 
small  networks  of  PCs  supplant  mini- 
computers in  many  applications. 

Networking  has  been  hot  in  the 
stock  market  for  some  time.  Leading 
outfits  are  well  known  to  investors: 
Novell,  Cisco,  Cabletron  Systems  and 
SynOptics  Communications. 

On  the  table  is  a  cross  section  of 
some  less  obvious  players.  If  the  siz- 
zling growth  and  the  fat  profit  mar- 
gins could  keep  up  for  five  or  ten 
years,  any  of  the  publicly  traded  com- 
puter network  stocks  would  be  a  buy, 
even  at  today's  rich  prices.  Investors, 
however,  would  be  wise  not  to  bank 
on  a  continuation  of  present  trends. 
Some  of  these  companies  are  still 


Network  show 

Company                     Revenue 

Net 

P/E 

growth* 

margm 

30 

Lannet  Data  Commun       85% 

34% 

Chipcom                        77 

10 

53 

American  Power  Conver     69 

20 

53 

Digi  International             62 

19 

23 

Xyplex  Inc                      47 

14 

29 

Spectran                        40 

25 

35 

'Fourth  quarter  1991  versus  year  earlier. 

These  computer  networking 
stocks  have  steep  growth 
rates — and  steep  multiples. 


buys.  Others  will  faU  prey  to  competi- 
tion or  obsolescence. 

Some  of  these  stocks  can  be  natu- 
rally paired  off  for  comparison.  Lan- 
net and  Chipcom,  for  example,  both 
manufacture  intelligent  hubs.  As  an 
Israeli  company,  Larmet  enjoys  spe- 
cial tax  breaks  that  help  explain  its 
splendid  34%  net  profit  margin.  But  I 
think  the  nod  goes  to  Chipcom,  pre- 
cisely because  its  profitability  is  the 
lowest  on  the  table.  The  substantial 
profit  margins  in  the  hub  business 
arise  from  repeat  business,  and  Chip- 
com is  still  building  its  initial  business 
in  intelligent  hubs.  This  augurs  well 
for  ftiture  profit  growth.  A  negative  is 
that  45%  of  Chipcom's  sales  are  to  a 
single  customer.  Digital  Equipment. 
With  this  caveat,  Chipcom  is  a  buy  on 
pullbacks  from  near  $26. 

The  other  pair  of  stocks  on  this  list 
is  Digi  International  and  Xyplex. 
Both  are  in  the  business  of  linking 
"dumb"  terminals — terminals  that 
have  littie  or  no  computing  power  of 
their  own — into  networks.  But  the 
dumb  terminal  is  becoming  passe,  as 
the  prices  of  powerful  small  comput- 
ers sink  to  levels  no  one  could  have 
foreseen  even  a  year  ago.  Both  Digj 
and  Xyplex  are  changing  and  adapt- 
ing, but  I  would  avoid  these  two. 

American  Power  Conversion  has 
been  discussed  in  this  column  (Jan.  6) 
and  in  an  article  (Forbes,  Feb.  17).  It 
has  been  recommended  by  many  ana- 
lysts and  is  a  well -managed  company. 
But  I  think  the  network  power  supply 
business  is  ultimately  vulnerable  to 
price  erosion. 

Spectran  makes  its  optical  fibers 
under  a  patent  license  from  Coming. 
Spectran's  coated  fibers,  called  multi- 
mode  fibers,  are  designed  for  linking 
computers  over  considerable  dis- 
tances. For  this  purpose  optical  fibers 
are  much  better  than  copper  wires. 
Typically,  the  glass  cables  are  thread- 
ed up  elevator  shafts  in  buildings  to 
link  computers  and  networks  on  dif- 
ferent floors,  and  to  connect  campus- 
wide  networks. 

Because  of  the  Coming  patent  um- 
brella, and  a  high  threshold  of  cntr\'  in 
temis  of  both  technology'  and  capital, 
competition  is  restricted.  Sales  this 
past  quarter  were  $4.7  million.  Spec- 
tran is  an  1 1  -year-old  company,  com- 
ing back  from  a  bad  patch  in  the  mid- 
1980s.  A  fair  buy  at  $20.  ^ 
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Xhe  eyes  have  one 
language 
everywhere!' 

George        Herbert 


True  \ision  is  without  boundaries. 
So  when  the  New  York-based  Project 
ORBIS  developed  a  program  to  save  or 
restore  eyesight,  they  put  a  teaching 
hospital  on  an  airplane  and  took  it 
around  the  world. 

On  board  are  five  Toshiba  laptop 
computers.  Not  only  to  record  surgical 


schedules,  patient  records,  and  lecture 
materials,  but  also  to  manage  the  flow 
of  information  between  the  aircraft. 
Project  ORBIS  headquarters  and  its 
offices  throughout  the  world. 

And  for  the  people  of  Toshiba,  it 
is  just  one  more  chance  to  help  see  a 
better  tomorrow. 


Color  TVs  &  VCRs  •  Computers  &  Printers  •  Copiers  •  CT  Scanners  •  Digital  Instrumentation  •  Disk  Drives  •  Facsimile  Systems  •  Industrial  Motors  &  Controls  •  Liquid  Crystal 
Displays  •  Medical  Tkbes  •  Mobile  Electronics  •  MR  Imaging  •  Nuclear  Medicine  •  OPTO  Electronic  Devices  •  Picture  Thbes  •  Professional  Video  Systems  •  Room  Air  Conditioners 
Satellite  Receivers  •  Semiconductors  •  Telecommunication  Systems  •  Tkrbines  &  Generators  •  Ultrasound  •  Uninterruptible  Power  Supply  •  Variable  Speed  Drives  •  X-Ray  Systems 


In  Touch  with  Tomorrow 

TOSHIBA 


d^l^l'Jt^:li^:lirf:1ll^l 
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Today's  eyeglasses  are  a  lot  more  than  a  way  to  improve 
your  vision.  They're  yet  another  way 
to  make  a  fashion  statement. 

Power  eyewear 


Bta 


By  Brigid  McMenamin 

George  Bush  and  Ted 
Kennedy  wear  diem.  So  do 
Madonna,  Sylvester  Stal- 
lone, Arnold  Schwarzeneg- 
ger, Rand  Araskog,  Charles 
Schwab,  Marvin  Davis  and 
Lee  lacocca. 

What  all  of  the  above 
have  in  common  is  fashion 
eyeglasses,  chosen  as  care- 
fiilly  as  a  suit,  necktie,  dress 
or  wristwatch  to  make  a 
statement  about  the  wear- 
er. Says  Fredric  Grethel  of 
Logo  Paris,  a  big  manufac- 
turer of  fashion  frames: 
"Power  eyewear  is  key  to 
the  successful  look." 

Southern  California's 
power  people  are  into  po- 
tent eyeglasses  in  a  big  way. 
Ask  Cheryl  Shuman,  owner 
of  Los  Angeles- based  Star- 
ry Eyes.  A  former  model, 
Shuman,  30,  sells  chic 
frames  to  the  movie  crowd. 


KO 


Frames  sold  by  Joel  Name  Optique  de  Paris,  a  New  York  eyewear  shop 
Prices  start  at  $250,  and  you  can  even  design  your  own. 


but    businessmen    are    her    biggest 
spenders.  "Businessmen  .  .  .  and. 

businessmen's  wives!"  she  trills.  On,  joe 
the  brink  of  divorce,  the  wife  of  a;  jim 
prominent  Los  Angeles  lawyer  or 
dered  from  Shuman  a  set  of  frames  in;  jP 
solid  18kt  gold  with  hand- cut  dia--  jd 
monds  and  emeralds.  Cost  to  her 
soon-to-be-ex-husband:  $68,000. 

Shuman  makes  house  and  office  Anf 
calls,  bringing  to  her  clients  up  to  600 :  )at 
frames  to  choose  from.  Most  of  these 
are  stock  frames  by  Silhou- 
ette,  Robert  La  Roche, 
Gianfranco  Ferre,  Safilo, 
Bada,  Miyake  and  other 
eyewear  designers.  Such- 
frames  cost  $150  and  up — j 
plus  lenses,  at  about  anoth-  -■  joa 
er  $150  per  set.  Shuman,:  \i 
who  charges  $200  an  hour, 
to  make  her  house  calls, 
says  her  clients  usually  buy 
several  pairs  of  glasses  at  a 
time,  and  drop  an  average 
of$5,000  per  visit. 

What's  "in"  in  frames 
these  days?  According  to 
top  retailers  like  Larry  <|]ec( 
Sands,  of  Optical  Shop  oft  m 
Aspen,  the  hottest  st\de  in  j 
men's  eyewear  is  the  vin- 
tage look — the  kind  ofr 
spectacles  your  grandfather  t 
wore  in  the  Twenties,  Thir 
ties  and  Forties.  These  fea 
ture  metal  or  metal-and 
plastic  frames,  in  round  or  JrrJ 
slightiy  oval  shapes.  7orfav>Jrd 


President  Bush  in  his  Logo  Sigma  frames 
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Bryant  Gumbel  in  preppy  tortoise  Logos 


Senator  John  Warner  sports  half-eyes 
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Do 


V 


or 


Show  host  Bryant  Gumbel,  for  in- 
^"Ifetance,  recently  started  wearing  an- 
^  tique- style  and  preppy  tortoise  Logo 
frames,  with  antireflective  lenses  (see 
box).  Some  designers — including  Oli- 
ver Peoples,  Giorgio  Armani  Occhiali 
land  Robert  LaRoche — also  add  chic 
'1  kintage  touches  like  filigree,  coined 
edges,  delicately  antiqued  bridges  and 
ttemple  decor.  Prices  range  fi-om  $150 
ito  about  $400. 

Remember  those  wire-fi-ame  avia- 
tor glasses  Robert  Redford  wore  in 
the  1975  movie  Three  Days  of  the 
Condor}  They  struck  a  responsive 
hord  that  still  resonates.  Both  Lee 
lacocca  and  Ted  Kennedy  wear  a  simi- 
lar style:  rimless  yellow  Logo  Sigma 
square  aviators  made  by  Logo  Paris. 
Defense  Secretary  Dick  Cheney  wears 
yellow  Logo  Sirocco  square  aviators. 
President  Bush  favors  rimless  Logo 
Sigma  frames  in  yellow  or  tortoise. 

Fashion  snobs  think  the  aviator 
look  is  hopelessly  out  of  date.  Whim- 
pers one  trendy  optician,  when  re- 
minded that  lacocca  tries  to  be  a 
fashion  plate:  "He's  a  fine  man,  im- 
peccably dressed.  I  just  carmot  under- 
stand it." 

The  fact  is,  however,  that  among 
the  rich  and  influential,  comfort  and 
practicality  are  both  important  ingre- 
dients of  the  power  look.  Admits  one 
<:f\xic  of  the  aviator  look:  "Logos  are 
unbelievably  comfortable." 

Stetson  is  another  name  associated 
with  comfortable  eyeglasses.  Zylo- 
ware  has  recendy  come  out  with  very 
light  frames  under  the  Stetson  name. 
Made  of  stainless  steel,  with  spring 
hinges  and  flexible  silicone  nosepads, 
they  are  endorsed  by  George  PUmp- 
ton,  Roy  Rogers  and  Steve  Allen. 
Stetson  frames  retail  in  the  $75  to 
$200  price  range. 

Safilo,  an  Italian  manufacturer,  also 
makes  Elasta,  comfortable  fi-ames 
with  silicone  nosepads  and  durable 
spring  hinges.  Elasta  frames  are  priced 
under  $100. 

If  you  want  fashionable  frames  so 
flexible  that  you  can  twist  them  like  a 
pretzel  and  they'll  still  bounce  back 
into  shape,  try  Marchon's  fi^ames 
made  of  the  titanium-nickel  alloy 
Flexon  ($190  to  $240).  Among 
Flexon  wearers  are  David  Letterman, 
Sally  Jessy  Raphael,  Charles  Schwab, 
Domino's  Pizza  founder  Thomas 
Monaghan  and  Upjohn  Chief  Execu- 
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Cartier  frames  of  gold  and  wood  start  at  $870 

The  wood  is  from  Africa's  exotic  bubinga  tree. 


tive  Theodore  Cooper.  frames,  made  by  Killy  Technical 
Want  something  a  litde  more  high  Eyewear.  They  look  like  aviator 
tech.''  Senator  John  Warner,  when  frames  but  are  specially  made  for  ac- 
he's not  wearing  half-eyes,  wears  an-  tive  sportsmen.  The  frames  feature  a 
odized  black  and  gold  electroplated  shockproof  floating   bridge,   spring 


Through 
the  looking 
plastic 


Frames  make  a  state- 
ment, but  lenses  make  you 
see.  Here  are  some  im- 
portant recent  improve- 
ments in  eyewear. 

■  High-index  lenses. 
Flatter,  thinner  and  lighter 
than  conventional  lenses, 
they  do  away  with  the 
Coke-botde  look,  even  if 
you  wear  strong  prescrip- 
tion glasses.  But  while 
high-index  lenses  look  fiine, 
they  may  take  some  get- 
ting used  to.  Some  wearers 
complain  that  they  dis- 
tort and  discolor  their  vi- 
sion too  much.  So  try  the 
lenses  before  you  buy  them. 
(High-index  lenses  made 
of  polycarbonate  plastic 
also  block  uv  rays.)  Cost: 
around  $150. 

■  Scratch  resistance. 
Most  lenses  these  days  are 
made  of  plastic,  which 
scratches  more  easily  than 
glass.  Make  sure  yours 
have  a  scratch-resistant 
coating  applied  at  the  fac- 
tory, even  though  this  adds 
slightiy  to  the  cost. 


■  Antireflective  coatings. 
If  reflections  from  your 
glasses  are  a  problem  for 
you — if  you  do  a  lot  of  pub- 
lic speaking,  or  appear  on 
TV,  for  example — Seiko  and 
Rodenstock  make  lenses 
with  antireflective  coatings, 
available  at  an  extra  cost 
of  around  $50. 

■  Self- darkening  lenses. 
Rodenstock  and  Transi- 
tions recentiy  came  out 
with  plastic  lenses  that  will 
darken  in  direct  sunlight, 
almost  as  Coming's  glass 
lenses  have  done  for 
years. 

■  Seamless  bifocals. 
Sooner  or  later  almost  ev- 
eryone needs  bifocals. 
But  you  no  longer  have  to 
put  up  with  that  distinc- 
tive horizon  across  the 
lenses.  For  about  $175, 
Sola,  Varliux  and  Roden- 
stock make  progressive 
lenses,  which  have  no  tell- 
tale seams.  So  nobody 
need  know  you're  over  40. 
By  the  glasses,  anyway. 

-B.McM.  Hi 
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PERSONAL  AFFAIRS 


temples  that  release  after  a  fall,  and 
other  performance  features.  Prices: 
$225  to  $420. 

Some  people  insist  on  gold  frames, 
and  Carder  is  happy  to  obUge.  Cartier 
sells  solid  gold,  18kt  frames  ($5,500 
to  $8,500),  as  well  as  platinum-plated 
and  24kt  gold-plated  frames  ($540  to 
$1,100). 

One  of  Cartier's  popular  men's 
styles  is  the  Vendome,  a  gold-plated 
or  platinum-plated  aviator  style  with 
gold  details  ($640).  Even  more  popu- 
lar is  the  Tank,  so  named  to  associate 
it  with  Cartier's  famous  Tank  wrist- 
watch.  The  Tank  is  a  rectangular 
frame  with  gold  details;  it  retails  at 
$680.  Radio  commentator  Paul  Har- 
vey wears  Tanks,  as  did  Michael 
Douglas  in  the  movie  Wall  Street. 

Cartier  will  also  be  happy  to  make 
custom  eyewear  for  you.  Singer  Elton 
John,  who  is  to  eyeglasses  what 
Imelda  Marcos  is  to  shoes,  has  been 
seen  in  Cartier  frames.  Custom  frames 
of  gold  and  platinum  are  often  stud- 
ded with  diamonds,  emeralds  and  ru- 
bies. Price:  well  nordi  of  $14,000. 

Cartier's  most  expensive?  Frames 
with  crouching  panthers,  studded 
with  diamonds  and  onyx  spots,  that 
bridge  the  brows  of  18kt  white  gold 
frames.  These  went  to  a  well-heeled 
customer  for  $95,000  (not  including 
lenses). 

On  the  horizon  is  a  retro  look, 
inspired  by  French  fashion  eyewear  of 
the  1960s:  wraparound  styles,  shal- 
low shapes,  uplifting  shapes  and  the 
bright,  vibrant  solid  colors  seen  in  this 
year's  selection  of  frames  from  Yves 
Saint  Laurent. 

If  you're  looking  for  something 
unique  and  relatively  affordable,  visit 
Joel  Name  Optique  de  Paris,  in  New 
York's  Greenwich  Village.  Owner 
Joel  Nommick  sells  fashionable  eye- 
glasses by  Oliver  Peoples,  Matsuda 
and  others.  But  he  also  lets  clients 
design  their  own  frames,  in  buffalo 
horn,  wood,  plastic  or  more  exotic 
materials  like  python,  lizard,  ostrich 
or  shark  skin.  With  matching  cases, 
Nommick's  eyewear  goes  for  $250 
and  up,  not  including  lenses. 

From  a  business  standpoint,  demo- 
graphic trends  are  definitely  on  the 
side  of  the  eyewear  makers.  About 
90%  of  Americans  over  age  45  wear 
glasses,  and  the  population  is  aging 
daily.  Bl 


Suppose  you  amass  a  vast  collection  of  things  no  one 
else  seems  to  care  much  about.  What  do  you  do  with  it 
all?  One  answer  is  to  start  a  museum. 

How  a  kid's 
collection  grew 


By  Christie  Brown 


Mitchell  Wolfson  Jr.  with  aluminum  sculpture  circa  1938  by  Cesare  Stea 
"It's  not  art  for  art's  sake,  it's  the  art  of  ideas." 


If  there  were 
no  South  Beach 
section  in  Miami 
Beach,  Mitchell 
Wolfson  Jr. 

would  have  to  in- 
vent one. 

The  recendy 
restored  area,  itself  a  living  museum  of 
art  deco,  is  the  perfect  setting  for 
Wolfson's  private  museum  of  decora- 
tive and  propaganda  art  and  artifacts, 
now  under  construction. 

Heir  to  the  Wometco  Enterprises 
(entertainment  and  communica- 
tions) fortune,  Wolfson,  52,  has  long 
been  a  collector  of  American  and 
European  decorative  arts  dating  from 
1885  to  1945.  His  60,000-piecc  col- 
lection includes  the  good,  the  bad  and 


the  bizarre.  There  are  hundreds  of 
barber  chairs,  Bakelite  desks  and 
lamps,  matchbooks,  lapel  buttons, 
souvenir  medallions  from  world's 
fairs,  toasters,  irons,  even  a  massive 
40-foot-high  art  deco  tacade  from  a 
Chicago  mo\ie  house. 

He  also  has  a  vast  amount  of  propa- 
ganda art  from  the  pre- 1945  period — 
posters,  sculpture,  paintings,  books 
and  pamphlets  that  touted  the  politi- 
cal and  commercial  doctrines  of  En- 
gland, Germanv,  Italv,  Holland  and 
the  U.S. 

"It's  not  art  for  art's  sake,  it's  the 
art  of  ideas,"  says  Wtilt^on  of  his 
entire  collection.  "I  have  things 
w  hich  tell  stories  contrar>-  to  the  ac- 
cepted myths  and  legends."  Eor  ex- 
ample, Wolt^on  points  out  the  dozens 
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Fit  had  less  legiDom,  a  lesser  warranty, 
and  cost  thousands  moiie,  it  CDuld  be  a  Cadillac. 

Logic  would  seem  to  dictate  that  when  you  pay  thousands  of  dollars  more  for  a  car,  you  should  get 
a  lot  more  car.  Apparently,  in  the  case  of  the  Cadillac  Sedan  DeVille  versus  the 
Chrysler  Fifth  Avenue,  logic  does  not  apply.  Both  cars  provide  ample  room  for 
six,  air-conditioning,  automatic  transmission,  automatic  load  leveling,  stereo 
sound  system,  fully  reclining  seats,  all  as  standard  equipment.  Both  offer  safety  and 
performance.  A  driver's  air  bag  is  standard  on  the  Chrysler  Fifth  Avenue,  as  is  a  powerful  fuel- 
injected,  3.3-liter  V-6.  Anti-lock  brakes  are  also  available.  Here,  however,  is  where  logic  totally 

falls  apart.  The  restyled  Chrysler  Fifth 
Avenue  costs  thousands  less,  yet 
it  has  more  rear  legroom  than 
the  largest  Cadillac.  And  it  offers 
a  better  warranty:  bumper-to-bumper 
protection  for  5  years  or  50,000  miles!  So  if  you're  looking  for  a  great  luxury  car,  defy  logic.  Pay 
less,  get  more.  Chrysler  Fifth  Avenue.  For  more  information,  call  1 -800-4 A-CHRYSLER. 


ADVANTAGE:  CHRYSLER  IV 

A  DIVISION  OF  CHRYSLER  CORPORATION 


'SrmJuil  evfupmcnr  IrvcU  van.  tfvm>m  cofnptnson  (o  CaJilUc  Bromrfum.  ^ExcluJes  mxmal  maincnance,  aJjustmenn  anJ  wear  icems.  See  limited  warranty  at  dealer.  Some  restrictions  apply. 
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of  Floridian  fireplaces  he  has  accumu- 
lated. "Of  course  we  don't  need  fire- 
places in  Florida,  so  that  appealed  to 
me,"  he  says. 

Most  of  the  collection  will  be 
moved  into  a  former  South  Beach 
warehouse,  a  1920s  art  deco  building 
once  used  to  store  furniture  for  winter 
residents.  So  far,  the  Miami  project 
has  cost  Wolfson  about  $10  million, 
including  the  58,000-square-foot 
museum  itself,  which  will  be  open  to 
scholars  in  the  fall  of  next  year.  Its  first 
public  exhibit,  "Arts  of  Reform  and 
Persuasion:  1885  to  1945,"  is  sched- 
uled to  open  in  1995  and  will  travel  to 
museums  in  London,  Tokyo,  Berlin 
and  Rome. 

Wolfson  says  he  started  collecting 
things  as  a  kid,  when  he  filched  his 
room  key  from  the  Baldpate  Inn  at 
Estes  Park,  Colo.,  during  a  stopover 
on  his  way  to  summer  camp.  Ocean 
liner  voyages  to  Paris  with  his  parents 
were  sources  of  more  items  that  struck 
his  fanc\'. 

During  the  1960s  Wolfson  became 
hooked  on  all  sorts  of  collectibles 
from  the  late  19th  to  early  20th  cen- 
tury industrial  era.  Over  the  last  20 
years  he  has  been  bming  voraciously, 
at  times  picking  up  400  decorative 
items  a  month  from  private  sellers, 
dealers,  antique  shops  and  auctions  all 
over  the  world.  He  spends  several 
months  every  year  looking  for  items, 
traveling  around  the  country  in  his 
two  private  railway  cars,  a  1926  Clo- 
ver Colony  Pullman  sleeper  attached 
to  a  1926  Hampton  Roads  saloon  car. 
They  are  usually  pulled  by  Amtrak  or 
by  private  engine. 

In  1986,  overrun  with  objects  in  his 
homes  in  Miami  Beach  and  near  Gen- 
oa, Italy,  Wolfson  decided  to  start  his 
own  museum  in  Miami  Beach.  He  set 
up  the  Wolfsonian  Foundation  to  es- 
tablish and  operate  the  museum. 

But  it's  far  from  a  one-man  show. 
On  an  annual  budget  of  $1.3  million, 
the  foundation  is  staffed  by  25  muse- 
um professionals  who  have  been  un- 
packing, cataloging,  researching  and 
restoring  Wolfson's  collection  for  the 
past  five  years. 

The  museum — even  before  it 
opens — already  has  a  satellite  opera- 
tion in  Genoa,  where  Wolfson  bought 
an  abandoned  castle  in  1986.  The 
114-room,  3V'2-story  Castello-Mac- 
Kenzie  Wolfson  sits  atop  the  Ligurian 


Austrian  ball  favors  from  early  1900s 
Getting  ready  for  the  Wolfsonian. 


hills  overlooking  the  city.  Made  of 
steel  and  brick,  it  was  finished  in  1906 
by  Gino  Coppede  for  Evan  MacKen- 
zie,  an  Italian  businessman  of  Scottish 
descent  who  made  millions  selling 
insurance.    "It's   madlv   and   deter- 
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Spanish  Civil  War  postcard  circa  1939 
The  fine  art  of  propaganda. 


minedly  eclectic,"  Wolfson  raves.  "It 
looks  like  a  medieval  dream."  Some 
would  say  nightmare.  The  casde, 
which  is  costing  Wolfson  at  least  SIO 
million  to  restore,  is  scheduled  to 
open  in  1996  with  an  exhibit  of  Italian 
decorative  art  of  the  late  19th  and 
early  20th  centuries. 

The  capital  costs  of  setting  up  these 
museums  probably  exceed  what 
Wolfson  paid  for  his  entire  collection, 
which  includes  thousands  of  objects 
like  hotel  keys,  waffle  irons,  razor 
blade  covers  and  Austrian  ball  favors 
from  the  turn  of  the  centur\'.  "I've 
spent  from  a  penny  to  SI  million  on 
items,"  says  Wolfson.  What's  worth  a 
million?  A  piece  of  ftimiture  by 
Charles  Rennie  Mackintosh,  a  Scot- 
tish architect  important  in  the  art 
nouveau  movement. 

Even  his  propaganda  art  cost  rela- 
tively littie,  since  it  has  scant  appeal  to 
most  museums  or  serious  collectors. 
It's  hard  to  spend  over  SI, 000  on 
propaganda  art.  British  World  War  II 
pamphlets  advising  what  to  do  in  a 
bomb  attack  can  be  had  for  $25  or  so. 
The  majoritv'  of  American,  French, 
British  and  German  war  posters  range 
from  $50  to  $700. 

"This  stuff  is  so  inexpensive  it 
might  as  well  be  junk,"  says  Kenneth 
Rendell,  a  top-notch  New  York  Citv' 
manuscript  dealer  who  has  his  own 
collection  of  propaganda  art  from  the 
Third  Reich.  "But  a  lot  is  super  stuff 
that  paints  the  picture  of  an  era,"  he 
adds.  Rendell  has  bought  trunks  of 
propaganda  art  from  charitv'  auctions 
held  by  the  Royal  Air  Force  Benevo- 
lent Fund  in  London.  "I've  been 
looking  around  to  start  a  museum  of 
my  owTi  in  New-  York  or  Washing- 
ton," he  says. 

Is  the  kind  of  stuff"  Wolfson  and 
Rendell  collect  the  next  hot  collect- 
ible? Don't  bet  on  it.  The  Wolftonian 
museums  should  increase  interest, 
but  that's  about  all.  "It's  unlikely  that 
prices  will  rise  solely  because  of  it," 
says  Jay  Cantor,  director  of  museum 
services  at  Christie's. 

More  important,  though,  the 
Wolfsonian  is  undoubtedly  going  to 
spark  a  lot  of  fiin.  The  Miami  Beach 
museum  is  throwing  a  ftindraising 
bash  this  coming  October — a  "Pro- 
paganda Ball,"  says  Woltson.  Come 
as  your  favorite  dictator  or  Stakha- 
novite  worker.  ^ 
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a  breeze-swept  island  off 

liami,  in  the  warm  waters  of  the 

tlantic,  a  magnificent  Mediter- 

inean  village  awaits. 

Its  name  is  Fisher  Island. 

Here  are  gathered  people  from 

ound  the  world  who  share  a 
ommon  appreciation  for  life  and 
ving  to  the  fullest. 

Their  community  offers  a  superb 
easide  golf  course;  a  tennis  center 
vith  grass  and  clay  courts;  an  inter- 
litional  spa  named  one  of  America's 
inest;  two  deepwater  marinas  for 
yachts  of  any  length;  seven  restau- 
afits;  a  dinner  theater  and  shops 
n  an  environment  of  privacy  and 
jccurity. 

Fisher  Island  is  a  world  unto  itself. 

Best  of  all,  the  residences  are  splen- 
did: spacious  (to  7,500  square  feet), 
^\  ith  oversized  terraces  and 
sensational  views  of  the  Miami  sky- 
ine,  Biscay ne  Bay  and  the  Adantic. 
Some  are  on  Fisher's  nearly  mile- 
ong  beach. 

If  you  long  for  a  superb  home  on 
[a  tropical  island,  join  the  distinguish- 
ng  people  who  have  discovered 
Msher  Island. 

Residences  are  priced  from  $600,000 
to  $5,250,000. 

Fisher  Island,  Florida  33109, 
>05/535-6071  Toll-free  800/624-3251 
Telefax  305/535-6008 


"m 


^ 

^m 

jpirr^^ 

y.., ..  - 

- 

'jjw 


a  magnificent 

mediterranean  village  called 

Fisher  Isiand 
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When  should  a  premature  baby's  respirator  be  turned 
off?  Medical  ethicists  like  John  Golenski  are  helping  the 
medical  profession  make  such  decisions. 

Questions  vAfh 
human  beings 
attached 


By  Richard  Phalon 

It's  a  truism  that  technology  creates 
careers  unheard  of  a  generation  ago. 
But  few  such  pursuits  are  as  special- 
ized— and  as  rare — as  that  of  John 
Golenski,  S.J.,  a  medical  ethicist.  Go- 
lenski, 44,  is  one  of  no  more  than  300 
such  full-time  operatives  in  the  U.S. 
His  beat:  the  ambiguous  world  of 
medicine's  ethical  dilemmas — the  flip 


side  of  such  state-of-the-art  tech- 
niques as  neonatal  care,  kidney  trans- 
plants and  biogenetic  engineering. 

At  their  best,  these  new  technol- 
ogies extend  life.  But  often  the  quality 
of  that  life  is  questionable  and  the  cost 
of  treatment  phenomenal,  as  in  the 
case  of  a  woman  tethered  to  an  artifi- 
cial-nutrition IV  in   a  Washington, 


D.C.  hospital.  The  woman  lingered 
through  38  years  in  a  persistent  vege- 
tative state. 

At  issue  here  is  a  conflict  between 
medicine's  duty  to  preserve  life  and  its 
duty  to  preserve  it  without  undue 
suffering.  "The  life  and  death  ques- 
tion is  deciding  when  to  turn  the 
technology  on  and  when  to  turn  it 
off,"  says  Golenski. 

It's  a  conflict  Golenski  has  been 
wrestling  with  professionally  for  more 
than  1 5  years  now.  After  becoming  a 
Jesuit,  Golenski  earned  a  doctorate  in 
child  development  at  Harvard  in 
1978  and  then  plunged  into  pediatric 
and  hospice  care — good  preparation 
for  the  job  he  took  on  seven  years  later 
as  consulting  ethicist  for  the  sprawl- 
ing Kaiser  Permanente  health  mainte- 
nance program  (today  there  are  6.5 
million  members  and  36  institutions 
in  16  states  as  well  as  the  District  of 
Columbia). 

Golenski  set  up  his  own  firm, 
Berkeley,  Calif. -based  Bioethics  Con- 
sultation Group,  Inc.,  in  1986  and 
now  has  a  staff  of  14.  With  Kaiser  and 
several  other  major  hospital  groups  as 
his  clients,  Golenski  regularly  logs 
about  10,000  airline  miles  a  week. 


Medical  ethicist 
John  Golenski 
"The  life  and 
death  question 
is  deciding  when 
to  turn  the 
technology  on 
and  when  to 
turn  tt  off." 
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THEY'RE  ENTITLED  TO  GET  CREDIT 
FOR  THEIR  CONTRIBUTION  TO  THE  ARTS. 

AND  YOU  MAY  BE,  TOO. 


If  your  business  contributed 
money,  personnel,  goods  or  ser- 
vices to  the  arts  last  year,  circle 
May  1  on  your  calendar. 

That's  the  entry  deadline  for 
the  Business  in  the  Arts  Award 
given  by  the  Business  Conunittee 
for  the  Arts  and  FORBES 


magazine  to  recognize  those 
businesses  that  have  formed 
outstanding,  innovative  partner- 
ships with  the  arts. 

To  nominate  a  business,  write: 
Business  Committee  for  the  Arts, 
Inc.,  1775  Broadway,  Suite  510, 
New  York,  NY  10019. 


Or  call  212-664-0600  for  more 
information. 

But  do  it  today.  Because  you, 
too,  may  get  credit  for  your  con- 
tribution to  the  arts. 


El 


BUSINESS  COMMITTEE 
FOR  THE  ARTS,  INC. 


CAREERS 


helping  hospitals  to  set  up  in- house 
ethics  committees.  But  his  real  focus  is 
on  teaching  nurses,  doctors  and  other 
health  care  workers  how  to  discuss 
and  form  ethical  value  judgments  on 
some  extraordinarily  difficult  ques- 
tions. A  sampling  from  Golenski's 
case  files: 

■  An  80-year-old  minister,  felled  by  a 
stroke,  is  beyond  all  capacity  to  make 
any  decisions  for  himself.  His  daugh- 
ter argues  her  father  would  never  have 
wished  to  remain  suspended  in  vege- 
tative life,  and  urges  that  the  nutrition 
and  breathing  connections  be  pulled. 
But  her  brothers  cite  the 
father's  reverence  for  life, 
and  resist  what  they  think 
of  as  euthanasia.  Absent 
what  the  Supreme  Court 
has  called  "clear  and  con- 
xincing"  e\idence  of  the 
minister's  personal  wishes, 
a  perplexed  medical  staff 
sticks  to  the  safety  of  the 
status  quo.  "We  have  got  to 
learn  how  to  talk  about 
death  before  it's  too  late," 
says  Golenski,  "the  medical 
profession  and  patients 
alike." 

■  An  AIDS  patient,  already 
showing  some  signs  of  de- 
mentia, insists  he  does  not 
want  to  be  resuscitated  if 
his  heart  and  breathing  fail. 
His  lover  says  the  patient 
has  often  expressed  his  dis- 
taste for  deathbed  heroics. 
But  the  patient's  father  tells 
the  doctors  he  wants  them 
to  go  all  out.  A  worried 

ethics  committee  at  the  hospital  de- 
cides the  patient  is  still  capable  of 
making  choices  for  himself,  but  is  left 
with  some  nagging  doubts:  Will  the 
lover's  corroboration  protect  the  hos- 
pital if  the  father  sues? 

■  A  l-pound-6-ounce  premature 
baby,  bom  after  barely  24  weeks' 
gestation,  has  a  massive  brain  bleed  in 
his  first  week — a  sign  of  likely  neuro- 
logical damage.  He  is  subscquentiy 
diagnosed  as  having  Tay-Sachs  dis- 
ease. Though  only  four  out  of  every 
ten  such  very  early  preemies  survive 
(and  only  one  of  those  will  survive 
without  chronic  damage),  care  in  the 
neonatal  wards  tends  to  be  aggressive. 
In  this  case,  though,  the  oudook  was 
so  dim  that  the  staff  could  ethicallv 


agree  with  the  parents  that  it  was  in 
the  best  interest  of  the  child  to  turn  off 
his  respirator. 

Helping  committees,  individual 
doctors  and  other  medical  personnel 
cope  with  the  question  of  when  to 
turn  treatment  on  and  when  to  turn  it 
off,  Golenski  asks  them  to  distinguish 
between  "ordinary"  and  "extraor- 
dinary" care.  Would  the  intervention 
be  disproportionately  burdensome, 
causing  more  harm  or  pain  than  bene- 
fit? Is  it  "usefiil"  or  "ftitile"?  And 
usefiil  or  fijtile  in  terms  of  what?  To 
prolong  life?  To  restore  quality  of  life? 


Center  for 
Overhaul 


Biomedical  Ethics'  Arthur  Caplan 
the  entire  medical  system. 


"None  of  these  questions  is  easy," 
says  Golenski.  "They  all  come  with 
human  beings  attached." 

Kaiser  Permanente's  ethics  pro- 
gram and  the  whole  medical  ethics 
movement  began  to  pick  up  momen- 
tum in  1982,  when  two  of  the  health 
plan's  physicians  were  threatened 
with  a  first-degree  murder  prosecu- 
tion for  ending  life  support,  with  fam- 
ily consent,  of  a  patient  in  a  perma- 
nent vegetative  state. 

But  Golenski  argues  the  intent  of 
his  sharply  focused  questions  is  not 
defensive  and  legalistic  but  rather  hu- 
manistic— the  aim  is  to  sensitize  doc- 
tors to  the  kind  of  care  they  arc  giving 
and  to  its  impact  upon  societ\'  at  large 
as  well  as  upon  the  individual  patient. 


Golenski  notes,  for  example,  that  cat- 
astrophic illnesses  are  suffered  by  1% 
of  the  population  but  account  for 
about  29%  of  all  medical  spending. 

Like  most  of  his  fellow  ethicists, 
Golenski  argues  that  every  allocation 
of  medical  resources  is  at  bottom  a 
question  of  ethics.  To  the  degree  that 
it  needlessly  jacks  up  costs  and  insur- 
ance premiums,  overly  aggressive 
medicine  for  a  few  puts  adequate  care 
beyond  reach  for  many. 

To  try  to  deal  with  such  imbal- 
ances, Golenski,  in  1989,  began 
working  with  the  Oregon  state  legis- 
lature to  come  up  with  a 
plan  to  extend  Medicaid 
benefits  to  more  patients. 
The  strategy:  Narrow  the 
treatment  options  to  a  basic 
package,  redline  high-cost, 
low- efficiency  procedures, 
and  with  the  sa\ings  extend 
Medicaid  to  all  instead  of 
just  some  of  Oregon's 
poor.  Golenski  describes 
his  goal  this  way:  "Thin  the 
soup,  but  extend  the  line." 
The  new  benefit  plan,  cur- 
rendy  awaiting  federal  reg- 
ulatory approval,  may  be- 
come a  five-year  demon- 
stration project  that 
Golenski  hopes  might  one 
day  become  part  of  a  model 
for  a  national  attack  on  run- 
away medical  and  insurance 
costs. 

But  fellow^  ethicists,  like 
outspoken  Arthur  Caplan, 
who  runs  the  Universit)'  of 
Minnesota's     Center     for 
Biomedical  Ethics,  criticize  Golenski 
for  what  they  see  as  his  preference  for 
"rationed"  care.  "Golenski's  talk  of 
thin  soup  and  longer  lines  is  more 
appropriate    to    Ebenezer    Scrooge 
than  lesus,  Kant,  Mill  or  Niebuhr," 
says  Caplan.  Rather  than  triage  the 
poor,  Caplan  insists  upon  overhaul- 
ing the  entire  medical  system. 

To  which  Golenski  replies  that  he  is 
a  pragmarist  who's  w  orried  about  im- 
proving health  delivers-  now. 

Not  one  to  turn  the  check,  Go- 
lenski, in  a  tart  retort  to  Caplan,  says, 
"Those  of  us  who  work  the  wards 
tend  to  have  a  more  realistic  \iew 
about  dealing  with  people  and  issues 
than  those  who  labor  in  the  think 
tanks."  Bl 
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AN  OPPORTUNITY  TO  GIVE  YOUR 
FAMILY  SOMETHING  PRICELESS 


A, 


11  of  US  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres .  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

•Price  subject  to  change  without  notice 

Forbes  Lake  of  the  Osmrks 

Box   303,  Fort  Garland,  CO  81133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 
Name 


Address- 


City/State/Zip . 
Telephone 


or  phone  816/438-2801 


10Z1 


UDtam  -ne  ^ropery  neport  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  If  any,  of  this  property.  Equal  Credit  and  Housing 
Opportunity  A  statement  and  offenng  statement  has  been  filed  with  the  Secretary  of  Stale  of  the  State  of  New  York  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or 
tease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de 
Cristo  Ranches    NYAB8-178 


«!Tiff.■^i^j!ll!ll■^!llj[Hlli^t^ 


EDITED  BY  JOHN  R.  HAYES 


Mr.  Creative 

Brandon  Tartikoff,  the  new  chair- 
man of  Paramount  Pictures,  is  behav- 
ing more  like  the  studio's  production 
chief  than  its  top  executive.  "The 
worst  use  of  me  is  to  put  me  in  a 
financial  meeting,"  says  Tartikoff. 
"The  best  use  is  to  put  me  in  a 
meeting  with  a  writer  or  a  director  or  a 
star  and  talk  story,  talk  script  or  talk 
casting."  He  adds,  impishly:  "It 
would  be  a  tragedy  if  I  delegated  the 
fiin  to  other  people." 

So  far  Tartikoff,  the  43-year-old 
Yale  graduate  whose  programming 
calls  kept  NBC  atop  the  prime -time 
ratings  for  six  consecutive  years,  is 
being  indulged  by  Paramount  Com- 
munications President  Stanley  Jaffe 
and  Chairman  Martin  Davis.  They've 
hired  William  Bernstein  from  Orion 
Pictures  to  look  after  business,  leaving 
Tartikoff  free  to  work  up  some  badly 
needed  hit  movies.  Battered  by  a  $52 
million  charge,  mosdy  for  film  write- 
downs and  a  $20 -million- plus  settie- 
ment  of  ousted  studio  chairman 
Frank  Mancuso's  lawsuit,  operating 
income  in  the  entertainment  unit  fell 
to  $66  million  for  the  year  ended  Oct. 
31, 1991,  down  fi-om  a  high  of  $297 
milUon  in  1987. 

Tartikoff  is  savoring  his  first  suc- 
cess: February's  smash  opening  of 
Wayne^s  World,  a  9 5 -minute  stretch 
of  a  Saturday  Ni^ht  Live  skit  that 
grossed  $57  million  at  the  box  office 
in  its  first  four  weeks.  That  reception 
vindicates  TartikofPs  strategy  of 
"youthifying"  movies  to  attract  the 
under-25  set.  He  has  also  signed  for- 


mer NBC  star  Eddie  Murphy  to  a  new 
four-picture  deal. 

On  the  television  front,  Tartikoff  is 
inviting  the  networks'  affiliated  sta- 
tions to  buy  two  new  hourlong  se- 
ries— TTje  Untouchables  and  Deep 
Space  Nine,  a  new  Star  Trek  saga — 
directiy  from  Paramount  for  their 
prime-time  schedules.  This  could  be 
more  bad  news  for  the  network  sys- 
tem that  produced  Tartikoff. 

-Kathryn  FIarris 


Starving  the  young 

New  issues  are  booming,  but  veteran 
venture  capitalist  Alan  Patricof,  57, 
isn't  jumping  with  joy. 

"You're  not  seeing  any  early-stage 
deals  going  public  in  this  new  issues 
market,"  says  Patricof,  who  manages 
$1.4  billion  in  venture  money  under 
the  names  Patricof  &  Co.  Ventures, 
Inc.  and  Apax  Partners.  "What  you're 
seeing  is  the  inventory  of  the  last 
seven  or  eight  years.  Venture  inves- 
tors have  had  to  finance  every  stage  of 
these  companies'  growth.  Our  re- 
turns are  hurt  by  time  and  amount  of 
additional  capital  we  have  to  put  in." 

Consider  Creative  BioMolecules, 
Inc.,  a  synthetic  protein  startup  he  put 
$250,000  into  in  1982.  Since  dien  he 


has  contributed  more  than  $9  million 
in  seven  rounds  of  financing.  In  April 
the  company  should  finally  go  public, 
and  Patricof  should  see  about  a  three- 
fold paper  gain  on  his  investment — 
not  much,  he  says,  considering  the 
risk  and  time  involved. 

"We  never  dreamed  in  the  begin- 
ning that  we'd  be  in  there  for  ten 
years,"  he  says.  Today  only  20%  of 
Patricof  s  current  U.S.  venture  capital 
fund  is  invested  in  early- stage  compa- 
nies, compared  with  rhore  than  half  of 
a  fund  raised  in  1984.  The  balance  is 
used  to  keep  the  startups  going  and  to 
invest  in  later-stage  companies. 

Patricof,  who  raised  $400  million 
last  year  for  a  fund  that  will  invest  in 
Europe,  says  the  U.S.  tax  code  dis- 
courages investors  from  backing  start- 
ups at  home.  To  reinvigorate  U.S. 
venture  capitalism,  Patricof  hopes 
capital  gains  taxes  will  be  cut.  But 
taxes  on  gains  from  startup  invest- 
ments should  be  cut  even  more,  he 
says,  and  investors  should  be  able  to 
roll  over  any  gains  tax  free  if  they 
invest  in  new  companies,  as  home- 
owners can  do  with  houses.  He  also 
hopes  Washington  will  let  young 
companies  sell  their  net  operating 
losses.  "In  effect,"  he  says,  "that's 
capital  they've  got  no  benefit  from." 
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RIGHT: 

Venture  capitalist 
Alan  Patricof 
If  houses  can  be 
rolled  over 
tax  free, 
why  not  startup 
investments? 
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"Not  so  good,"  replies  Alfredo  Ce- 
sar, president  of  Nicaragua's  national 
assembly,  when  asked  how  things  are 
going  in  his  country.  Two  years  after 
voters  sent  the  Marxist  Sandinistas 
packing,  Violeta  Chamorro's  recon- 
struction government  has  tamed  in- 
flation (it's  now  hovering  around  20% 
annually,  down  from  300%  monthly 
two  years  ago),  renegotiated  $5  bil- 
lion of  the  country's  $11  billion  for- 
eign debt  tab,  and  opened  the  country 
to  imports.  The  economy  has  stopped 
shrinking.  But  investment,  by  for- 
eigners or  Nicaraguans,  has  not 
picked  up. 

"Growth  last  year  was  zero  and  our 
population  is  growing  at  3%,"  says 
Cesar,  "so  our  per  capita  income  is 


still  faUing." 

Cesar,  40,  earned  an  engineering 
degree  at  the  University  of  Texas  and 
a  master's  in  finance  at  Stanford.  Like 
many  educated  Nicaraguans  fighting 
to  break  free  of  Central  America's 
oligarchic  past,  Cesar  was  briefly  a 
member  of  the  Sandinistas  in  the  late 
Seventies.  Soon  convinced  that  so- 
cialism was  a  wave  of  the  past,  he  quit 
the  Sandinistas  and  joined  the  Con- 
tras  in  1980.  He  returned  to  Nicara- 
gua from  exile  in  Costa  Rica  and 
Miami  in  1989. 

Why  does  the  economy  stagnate.^ 
Two  reasons,  says  Cesar:  no  laws  to 
safeguard  private  property,  and  no 
police  system  to  safeguard  the  laws. 
Cesar  shepherded  property  rights  leg- 
islation through  Nicaragua's  assem- 
bly last  year,  but  Mrs.  Chamorro  ve- 
toed the  law.  Why.>  "The  Sandinistas 
threatened  to  set  the  country  on  fire," 
replies  Cesar,  who  is  expected  to  run 
for  the  presidency  in  1996. 

Cesar  says  he  will  have  better  luck 
this  year.  Chamorro's  veto  increased 
public  opinion  favoring  the  legisla- 
tion, and  infighting  among  the  Sandi- 
nistas has  weakened  their  position. 
Cesar  believes  the  Sandinista-led  po- 
lice forces  will  be  forced  by  popular 
opinion  to  enforce  the  new  laws. 

Nicaraguans  have  another  worry: 
George  Bush  has  let  slide  the  U.S.- 
Mexico free  trade  agreement,  which 
would  open  the  rich  U.S.  market  to  all 
Central  American  countries.   Cesar 


hopes  the  agreement  will  get  high 
priority  after  the  election.  "Unless  we 
have  access  to  the  U.S.  market,  why 
should  anybody  want  to  invest  in 
Nicaragua.""  he  asks.  "Without  access 
and  investment,  the  Central  Ameri- 
can economies  are  going  to  look  like 
Africa."  -Lavvtcence  Minard 


Hustlers 

BiGSBY  &  Kruthers  sounds  like  a 
tony  British  haberdashery.  But  Chica- 
go's largest  menswear  retailer  fash- 
ioned its  name  from  two  characters  in 
the  comic  strip  Blondie.  Its  founders, 
the  sons  of  Jewish  reftigees  from  Eu- 
rope, are  two  brothers  who  got  their 
start  hawking  shoes  and  suits  on  Max- 
well Street,  Chicago's  onetime  gar- 
ment district. 

Joe  Silverberg,  45,  and  his  brother 
Gene,  38,  opened  their  first  Bigsby  & 
Kruthers  store  in  1970  with  $9,000  in 
savings.  They  did  a  nice  business  sell- 
ing blue  jeans  and  T  shirts  until  a  Gap 
store  opened  down  the  block  in  1973. 
"We  were  screwed,"  Gene  says. 

They  decided  they  had  to  sell  nicer 
clothes  and  tried  to  get  the  Pierre 
Cardin  line.  But  the  then  hot  fashion 
designer  wouldn't  touch  the  un- 
knowns. So  Gene  paid  retail  for  a 
dozen  Cardin  suits  at  Marshall  Field's 
and  put  them  in  the  window,  instruct- 
ing employees  not  to  sell  them.  Im- 
pressed with  their  guile,  a  visiting 
Cardin  executive  decided  to  sell  to  the 
brothers  after  all.  Good  instinct:  Last 
year  Bigsby's  six  stores  grossed  $24 
million. 

Two  years  ago  the  brothers  started 
the  Knot  Shop,  now  a  $4  million 
(sales)  chain  of  tie  stores  focusing  on 
designer  neckware  from  Hugo  Boss, 
Joseph  Abboud,  Fumagalli  and  oth- 
ers, priced  from  $20  to  $95.  By  Fa- 
ther's Day  they'll  have  20  stores  in 
malls  from  Boston  to  Los  Angeles. 
With  $4  million  in  backing  from 
prominent  Bigsby  customers  like  Wil- 
liam Farley,  the  Silverbergs  plan  to 
expand  to  85  Knot  Shops  by  1995. 

What's  next.''  The  Silverbergs  are 
agents  on  a  licensing  deal  with  cus- 
tomer Michael  Jordan,  who  is  using 
his  name  to  sell  a  fiill  line  of  men's 
clothing  and  a  cologne.  Says  Gene: 
"It'll  smell  hke  a  three  pointer." 
Whatever  that  smells  like. 

-Christopher  Palmeri  ^ 
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You  don't  have  to  be  a  millionaire 

to  vacation  in  Forbes'  island  paradise 


Many  who  vacation  on  Laucala  Island  in  the  Fijis 
are  millionaires.  So  it  isn't  the  attractive  cost  that 
entices  the  rich  and  famous  to  this  famed  idyllic 
retreat  of  the  late  Malcolm  Forbes.  It's  the  exclusivity. 
The  privacy. 

Small  wonder  that  one  of  today's  most  beautiful 
film  stars  vacationed  on  this  exquisite  South  Seas  Bali 
Ha'i.  Or  that  a  Broadway  leading  man  chose  to  be 
married  here. 

Laucala  is  the  perfect  place  to  get  away  from  your 
workaday  world.  And  the  cost  is  surprisingly  modest. 


^t     Errol  Ryland  /  FORBES  MAGAZINE 
'^W     Box  303,  Fort  Garland,  CO  8 11 33 

i^ 

Help 

me  escape  to  paradise  in  the 

Fijis 

Name  _ 
Address 

State 

7ip 

orcaii  71 9-379-3263 

1LA1 

No  more  than  ten  or  twelve  guests  are  ever  on  our 
island  at  the  same  time,  and  each  vacationing  couple  or 
family  is  housed  in  their  own  private  seaside  cottage. 
It's  the  perfect  place  for  a  honeymoon  or  an  escape 
from  reality. 

Stroll  pristine  beaches.  Swim,  snorkel  or  scuba  in 
azure  waters  renowned  for  the  splendor  of  their  tropi- 
cal fish  and  colorful  coral  reefs.  Fish  for  the  big  ones 
from  our  deep  sea  boat  or  just  unwind  by  the  pool. 
From  tennis  to  windsurfing,  it's  probably  the  world's 
most  exclusive  playland  paradise  for  those  who 
choose  to  vacation  their  own  way  and  on  their  own 
schedule. 

For  7  nights  and  8  days,  the  cost  is  just  $2,100  per 
person  plus  tax.  And  that  includes  exerv'thing:  all 
activities,  meals,  drinks,  lodging,  and  service  xvith  a 
smile.  No  tipping. 

So  come  on  down.  Luxuriate  in  this  South  Pacific 
paradise.  It's  the  vacation  of  a  lifetime.  You'll  want  to 
come  back  again  and  again. 


For  information,  please  write 
Errol  Ryland,  Manager 
Box  303,  Fort  Garland,  CO  81 133 
or  call  719-379-3263 


FORBES 

MAGAZINE'S 

Taucala 
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BY  ERIC  S.  HARDY 


[These  are  fat  times  on  Wall  Street, 
ilnitial  public  offerings  are  coming  out 
jat  a  near  record  pace,  and  trading 
jactivity  is  increasing.  Average  daily 
trading  volume  on  the  New  York 
Stock  Exchange,  179  million  shares 
I  last  year,  shot  up  to  233  million  dur- 
jing  the  first  nvo  months  of  the  year. 

Perrin  Long,  who  follows  the  secu- 
rities industry  for  First  of  Michigan 
[Corp.  in  Detroit,  says  that  owning 
I  brokerage  stocks  beats  owning  stock 
indexes  like  the  S&P  500.  "Brokerage 
stocks  are,  in  effect,  a  proxy  for  the 
market,"  he  says.  "They  do  very  well 
in  a  high-volume,  low-interest-rate 
environment  like  today's." 

Long  quickly  adds  that  brokerage 
stocks  are  quite  cyclical.  They  do  bet- 
ter than  the  market  in  good  times  but 
worse  than  other  stocks  when  the 
market  sinks.  But  if  he's  right,  the  best 
bet  may  be  a  portfolio  mixing  broker- 
age stocks  (for  upside  gains)  and  cash 
(for  when  the  market  sells  off). 


Special  focus 


r 


Who  would  pay  a  premium  over  asset 
value  to  get  into  a  closed-end  fund?  It's 
a  question  discussed  on  page  144.  Some 
of  these  fimds  have  perceived  scarcity 
value,  since  it's  hard  to  invest  in  Turkey 
or  Singapore.  Bergstrom  Capital's  su- 
perb performance  record  (FORBES, /flfw. 
6)  may  explain  its  premium. 


Expensive  closed-end  funds 
Fund 

Turkish  Investimnt  Fund 

Indonesia  Fund 

Premium 

26.8% 
26.6 

Tahfiran  Fund 

26.3 

Bergstrom  Capital 
Z-Seven 

21.4 
21.2 

Van  Kampen  Merritt  Inti 

18.3 

Asia  Pacific 

16.9 

ROC  Tamran  Fund 

16.7 

Korea  Fund 


16.0 


The  overall  market 


2600 
2400 
2200 
2000 
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The  Barra  All-US  index  as  of  3/5/92: 

Market  value:  $3,890.3  billion 

P/E;28.6 

P/E  minus  negative  EPS:17.5 

Price/book:2.3 

Yield:  2.7  % 


12-month  closeup 

■Batn  iixlei 

■200  day  movin{  avtnp  y 


Performance 

Last  4  weeks 
Since  12/31/91 


Price      Total  return 

-1.8%        -1.6% 
-0.8  -0.3 


'85 


'86 


'87 


'88        '89 


'90 


'91        '92 


MAM  J    J    ASONDJ    FM 

'91  I  "92 


Closeup  on  the  market 


The  best  and  worst  performing  stocks'^ 


The  best  and  worst  performing  industry  factors' 


Index  or  investment 

2-week  change 

%  change  from              | 
1  year             5-year  high     | 

Barra  All-US  index 
Sharpe/Barra  Growth  index* 

-1.6%        ■ 
-1.4              ■ 

s 

12.1% 
14.4 
8.1 

-3.4%  1 
-5.9  1 
-2.4 

Sftarpe/Barra  Value  index  ^ 

mi 

■■ 

Dow  Jones  industrials 

-1.2                1 

■■ 

9.4 
8.1 

-1.5  i 
-3.4         1 

S&P  500 

-1.8        !■ 

■■■ 

NYSE 

-1.6           ■ 

I^H 

9.5 

7 

-3.0           • 

Nasdaq 

-1.6           ■ 

■■ 

30.7 

-3.6 

Amex 

-0.6 

-1.4             ■ 

-0.4 

■ 

15.5 

-2.1 

EAFE^ 

■ 

-11.1 

-24.9 

CRB  index '^ 

-4.7 

-22.7 

Gold' 

-0.6 

■ 

-4.4 

-30.1 

Yen  5 

Oil' 

2.6 

0.0 

■■     -2.8 

-19.6 
-54.9 

Best 
Grace  Energy 

Price 

17  1/8 

2-week 
change 

43% 

1992 
EPS' 

$0.75 

Worst 

American  Dental  Laser 

Price 

65/8 

2-week 
change 

-43% 

1992 
EPS' 

$0.80 

* 

DWG 

8^8 

34 

NA 

Esterline  Technologies 
Zeos  Intt 

11 

-33 

1.50 

1 

Alpine  Group 

13  5/8 
81/2 

33 
31 

NA 
NA 

153/4 

-28 

1.57 

! 
i 

Herbalife  IntI 

Retix 

123/4 

-25 
-25 

0.53 

Cemer 

331/2 

29 

1.41 

Komag 

15 

1.44 

J 

Best 
Media 

2-week 
change 

3.1% 

1.2 

Since 
12/31/91 

8.4% 

5.1 

Worst 
Photographic,  optical 

2-week 
change 

-7.9% 

•S 

Since             K 

12/31/91            ^ 

-11.8%         1 

Beverages 

Motor  vehicles 

-6.5 

20.8             ^ 

Drugs 

1.2 

-7.0 

Oil  refining,  distribution 

-6.5 

-4.8 

Tobacco 

0.9 

0.0 

Coal  &  uranium 

-5.6 

-18.4             i 

Real  Estate 

0.9 

3.2 

Electronics 

-4.5 

5.1 

Templeton Jmerting  Markets       14.9 
Source:  Morningstar 

Note:  Data  for  period  ending  3/5/92.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
ADRs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
growth.  ^ Total  return  of  mofe  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  'A  dollar-denominated  capitalization-weighted  index  of 
more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective.  *  Index  of  21  commodity  futures. '  Knight-Ridder  Financial  Information. 
'  During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  IBES,  Inc.  'Shows  return  to  the  industry  factor  after  controlling  for  other  influences  including  company  size,  value  and 
growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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Yield  curve 


9.0% 

8.0 

7.0 

6.0 

5.0 

4.0 


1  year  ago 


Recent 


3.0                                                              1 
1  month                                         1 

1 
2 

1 

5 
Maturity  (years) 

1 
10 

1 
20 

30 
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The  unusually  steep  yield  curve  pre- 
sents a  tempting  speculation  to  bond 
bulls.  The  30 -year  Treasury  now 
yields  8%  to  maturity.  If  the  yield 
declines  by  1  percentage  point  over 
the  next  year,  total  return  to  today's 
buyers  would  be  22%. 

What's  the  case  for  declining  long- 
term  interest  rates?  One  argument  is 
that  it  is  simply  abnormal  for  the  long 
bond  to  yield  so  much  more  than  the 
shortest-term  Treasury  paper.  Inves- 
tors are  being  rewarded  with  4  per- 
centage points  of  additional  yield  to 
purchase  a  30-year  bond  instead  of  a 
1-year  bill.  The  last  time  the  gap  was 
anywhere  near  this  wide  was  back  in 
mid- 1985,  when  the  spread  was  only 
3  percentage  points. 

Another  reason  to  buy  long  Trea- 
surys is  that  the  powers  in  Washington 
are  very  unhappy  about  high  long- 
term  interest  rates,  which  have  an 
impact  on  mortgages  and  other  politi- 
cally sensitive  rates.  The  Administra- 
tion can't  do  much  about  long-term 
rates  directly,  but  it  can  try  to  influ- 
ence them.  It  might,  for  example, 
direct  the  Treasury  to  issue  more 
short-term  bills  and  fewer  long 
bonds.  Or  the  Federal  Reserve  banks 
could  buy  up  long  Treasun^s.  Either 
way,  the  supply-demand  balance  can 
be  altered  in  such  a  way  that  prices 
might  rise  and  yields  fall. 

Another  argument  offered  by  the 
bulls  is  that  inflation  is  down  to  2.6%. 
If  it  stays  convincingly  low,  then  in- 
vestors will  be  more  willing  to  commit 
their  money  for  30  years. 

Interest  rates  could  head  upward 
instead,  of  course,  sending  prices 
plunging.  First  Boston  Chief  Econo- 
mist Neal  Soss  notes  that  long  bond 
yields  ranged  bet\veen  7.5%  and  8.5% 
in  1991,  when  there  was  a  war  and  a 
transition  from  economic  growth  to 
recession.  Citing  the  election,  pend- 
ing tax  changes  and  mixed  percep- 
tions of  the  health  of  the  economy, 
Soss  warns  that  rates  could  be  even 
more  volatile  this  year. 

Buyers,  in  Soss'  \iew,  must  be  pre- 
pared to  withstand  substantial  swings 
in  the  value  of  their  bonds.  He  expects 
the  prevailing  8%  yield  to  b>c  about  the 
middle  of  this  year's  range. 


Note:  Except  where  footnoted,  all  information  provided  by  Barra,  Inc.,  Berkeley,  Calif.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point.  'Yield  on  ten-yea.-  Treasurys. 
^The  trailing  12-month  increase  in  the  Consumer  Price  Index,  through  1/31/92.  "Source:  First  Boston.  ^Source:  Lehman  Brothers.  'Data  through  2/28/92.  'Annualized 
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We  need  your  help  to 

keep  The  America's  Cup 

where  it  belongs. 


There's  a  new  kind  of  competition  for  The  America's  Cup.  The  competition 
for  funding. 

A  New  Zealand  financier,  an  Italian  billionaire  and  six  foreign  governments  are 
trying  to  take  The  America's  Cup.  But  to  defend  the  Cup,  Team  Dennis  Conner  and 
his  STARS  &  STRIPES  crew  will  depend  largely  upon  contributions  from  individual 
supporters... like  you! 

We  need  your  help  to  keep  The  America's  Cup  in  America.  We'll  recognize  your 
donation  of  $15  or  more  with  an  official  STARS  &  STRIPES/Team  Dennis  Conner 
collector's  pin.  Donations  of  $35  or  more  will  also  receive  a  handsome,  colorful 
20"  X  26"  lithograph  of  STARS  &:  STRIPES  at  sea,  suitable  for  framing.  This  poster  was 
created  exclusively  for  us  by  Bart  Forbes,  one  of  America's  leading  sports  artists. 

Help  us  to  keep  The  America's  Cup  where  it  belongs.  Your  donation  is 
tax-deductible.  And  much  appreciated. 


I      Yes, 


>n  of:    I 


I  want  to  help  keep  The  America's  Cup  in  America!  Enclosed  is  my  tax-deductible  donation 

$15.00  or  more.  Please  send  my  free  STARS  & 

STRIPES  collector's  pin. 

$35.00  or  more.  Please  send  my  free  STARS  & 

STRIPES  collector's  pin  and  my 
Bart  Forbes  lithograph. 

Method  of  payment:  CHECK  (made  payable  to  CISA)     VISA     MASTERCARD 

Card  Number 


Exp.  Date. 
Name 


-Signature- 


Address. 


-Zip- 


California  International  Sailing  Association,  EQ  Box  7333,  Melville,  N.Y  11775- 

Call  in  your  donation  directly 

1-800-628-2557 

Help  Keep  The  America's  Cup  in  America. 


7333.    I 


THE  FUNDS 


EDITED  DY  SUZANNE  DLIVER 


Sell  signal 


By  Richard  Phalon 


The  stock  market  is  so  overheated  that  even  mediocre     T'^^'"^  '"'J^x'^u'?''"^  °^'  ^! 

,         ,  .        !•  1  •  I  II  Royal    Dutch,    Mobil,    Exxon    and 

funds  are  trading  at  a  premium.  Investors  beware.  chevron,  you  are  better  off  buying^ 

the    stocks   directly,    thus   avoiding  #l3f 
management  costs  and  the  danger  of 
the  discount's  widening  again.  The 
only  way  to  justify  a  purchase  of  Pe-  F 
troleum  &  Resources  is  to  speculate] 
that  the  fund  will  climb  to  a  fat  premi- 
um, which  is  highly  unlikely  given 
how  easy  it  would  be  for  arbitragers  to  | 
The  runaway  stock  market  has  nar-      recent  discount  of  2.5%.  pounce  on  the  discrepancy  by  short- 

rowed  the  discounts  on  closed-end         Given    the     second-rate     perfor-      ing  the  fund  and  buying  the  stocks  I 
equity  funds  to  the  point  where  most     mance,  why  is  there  so  much  strength     that  it  owns. 

of  them  are  no  longer  bargains.  In  in  the  stock?  Unlike  many  other  And  there's  a  good  reason  for  ener- 
fact,  they  are  downright  dangerous.  If  closed-ends.  Petroleum  has  not  been  gy  bulls  not  to  jump  into  this  fund: 
the  market  collapses,  the  closed- end  buying  in  shares  to  close  the  gap  It's  not  really  a  pure  energy'  sector 
funds  will  almost  certainly  shrivel  to  between  value  and  market  prices,  says  fund.  Indeed,  it  might  make  sense  for 
serious  discounts  to  their  net  asset  Douglas  Ober,  the  45 -year-old  re-  the  directors  to  rename  it  the  Petro- 
values.  That  will  leave  today's  buyer  search  analyst  who  became  chief  exec-  leum  &  Retailing  Corp.  Ober  has 
much  worse  off  than  if  he  had  bought  utive  of  Petroleum  two  years  ago.  (He  been  diversifying  into  distinctiy  non- 
an  open-end  fund.  also  runs  the  $662  million  Adams     petroleum  issues  like  Dillard  Depart- 

This  phenomenon  is  of  fairly  recent 
standing  (see  table) .  Last  fall  such  war-  ^^^^^^^^^^^~^^^^^^~^^^^^^^^^^^^^^^^^^^^^^"^^~~ 
horses  as  the  Salomon  Brothers  Fund, 
Tri- Continental  and  Petroleum  & 
Resources  Corp.  were  selling  at  8%  to 
15%  discounts  to  the  value  of  their 
underlying  assets.  No  longer.  The 
discounts  have  shrunk  to  where  they 
barely  cover  brokerage  commissions, 
let  alone  provide  their  traditional  up- 
side kicker — namely,  the  possibility  of 
a  narrowing  discount  during  a  bull 
market. 

The  rush  into  these  U.S.  equity- 
oriented  closed- ends  has  been  more  a 
lemming-like  surge  than  a  search  for 
performance.  The  $1.9  billion  Tri- 
Continental  fund,  for  example,  trad- 
ed at  a  discount  of  7.6%  last  fall.  Now, 
despite  its  so-so  results  (a  B  in  up 
markets  in  the  Forbes  grading  sys- 
tem, a  C  in  down),  buyers  have  bid  it     Express  Co.,  another  old-line  closed- 
up  on  the  New  York  Stock  Exchange     end  whose  directors  also  serve  as  Pe- 
to  $27,  only  3.2%  less  than  its  $28.40     troleum  &  Resources  Corp.'s  direc- 
net  assets  per  share.  tors.)    Ober's   explanation:    "We're 

Then  there  is  the  $314  million     benefiting  from  the  trend  you  see  in 
Petroleum  &  Resources  Corp.,  one  of     most  closed-end  funds." 
the  few  survivors  of  the  rash  of  closed-  He's    certainly    right    about    the 

ends  brought  to  market  before  the      trend.  Even  funds  with  very  undistin- 


Where's  the  value? 

Fund 


Assets 
{$mil) 


-Discount/premium- 


Adams  Express 

$662 

Blue  Chip  Value  Fund 

78 

General  American  Investors 

587 

Lit)erty  All-Star  Equity 

601 

Petroleum  &  Resources 

314 

Royce  Value  Trust 

173 

Salomon  Brothers  Fund 

1,115 

Tri-Continental 

1,834 

9/27/91 

3/6/92 

-6.3% 

-3.6% 

-5.8 

-1.4 

-11.2 

-0.6 

-2.6 

3.1 

-9.6 

-2.5 

-10.5 

-3.0 

-14.6 

-8.0 

-7.6 

-3.2 

•^must^^:^i^^ 


In  a  bull  market,  it  gets  harder  and  harder  to  find 

a  closed-end  fund  trading  at  a  comfortable  discount  to 

its  portfolio  value.  Witness  these  disappearing  bargains. 


and 
that 


Great  Crash  of  1929.  This  energy 
sector  fund  has  done  very  poorly. 
Over  the  past  ten  years  its  portfolio 
has  shown  a  total  return  of  9%  a  year, 
compared  with  17%  for  Standard  & 
Poor's  energy  index.  Forbes  rating: 
D  in  both  up  and  down  markets. 
Incredibly,  Petroleum  &  Resources 


ment  Stores,  General  Electric 
Waste  Management — a  strateg>' 
over  the  last  year  has  cut  Petroleum's 
dependence  on  energN'  producers 
from  77%  to  70%  of  assets. 

Ober  argues  that  the  fimd's  strate- 
gy is  in  sync  with  the  wishes  of  Petro- 
leum shareholders.  "Most  of  them  are 
guished  performance  records,  such  as     over  65,  want  their  capital  prescrsed 


ASA  Ltd.,  are  trading  at  premiums  to 
their  asset  values. 

Are  bargain  hunters  scenting  in  Pe- 
troleum a  way  of  buying  into  badly 
mauled  energy  stocks?  That  might 
have  made  sense  two  years  ago,  when 
the  flind's  average  discount  was  13%, 


even  climbed  to  a  premium  of  0.2%  on     but  it  scarcely  makes  sense  now.  If  you 
Feb.   14,  before  setding  back  to  a     want  to  own  Petroleum's  portfolio, 
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with  low  risk  and  want  a  stream  of 
dividends." 

If  that's  what  you  want,  buy  an 
open-end,  no-load  balanced  fund. 
Buy  a  closed-end  fiind  only  if  it's 
either  at  a  wide  discount  to  net  assets 
or  at  a  modest  discount  bui  likely  to 
go  open  end  soon.  Neither  is  true  of 
Petroleum  &  Resources.  Hi 
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MONEY  &  INVESTMENTS 


If  you  want  yield,  junk  bonds  still  look 
interesting— more  as  an  alternative  to  stocks 
than  as  an  alternative  to  bonds. 

Checking  out 
^e  junk  pile 


BY  BEN  WEBEBMAN 


Ben  Weberman  is  a  columnist 
for  Forbes  magazine. 


Disappointed  in  t±ie  4%  or  so  returns 
on  risk- free  money  market  instru- 
ments, many  investors  are  once  more 
being  lured  to  the  junk  bond  market. 

It's  not  hard  to  see  why.  Last  year, 
Counting  sharp  market  gains  and  12% 
to  13.5%  coupon  interest  rates,  junk 
mutual  funds  as  a  group  yielded  a  37% 
total  return — beating  the  stock  mar- 
ket— according  to  Morningstar,  Inc., 
which  tracks  mutual  funds.  This  year 
coupon  yields  are  hovering  around 
10%  to  12%  and  will  probably  stay  in 
that  range  over  the  next  year  or  so, 
predicts  Timothy  Peterson,  vice  presi- 
dent at  Harvard  Management  Co. 
That's  around  300  basis  points  better 
than  Treasurys  and  200  basis  points 
better  than  prime  corporates. 

However,  with  junk  bonds  you  not 
only  have  the  risk  of  volatile  interest 
rates,  but  you  also  have  the  risk 
involved  in  the  individual  credits, 
which  could  go  bad.  Understand: 
You're  paying  for  that  added  yield  in 
added  risk. 

If  you  feel  comfortable  with  the 
added  risk,  don't  buy  just  a  single  junk 
issue.  Build  a  portfolio  of  at  least  five 
diverse  offerings.  Better  yet,  buy  a 
junk  bond  mutual  hind  with  100  or 
more  issues  to  spread  the  risk.  Some 


of  these  funds  carry  front-end  loads, 
but  the  returns  can  be  worth  it,  espe- 
cially if  you  stay  with  them  for  at  least 
three  years  and  earn  back  the  commis- 
sion. Liberty  High  Yield  or  Kemper 
High  Yield  with  4.5%  loads  have  per- 
formed within  the  top  5%  of  all  junk 
funds  over  the  past  three-month,  six- 
month  and  one -year  periods.  Morn- 
ingstar shows  that  Liberty  had  an 
average  annual  total  return  of  10.2% 
in  the  past  five  years,  and  Kemper 
High  Yield  turned  in  an  annual  aver- 
age return  of  9.7%.  In  the  past  year, 
when  junk  bonds  had  a  phenomenal 
rise.  Liberty  gained  66%  and  Kemper 
was  up  50%. 

If  you  can't  bear  paying  load 
charges  or  don't  expect  to  stay  invest- 
ed long  enough  to  justify  one.  Van- 
guard's Fixed  Income  Securities 
Fund-High  Yield  Corporate  Portfo- 
lio has  no  sales  load  and  a  low  annual 
operating  expense.  However,  it  ranks 
only  in  the  middle  of  its  peer  group  for 
a  ten-year  total  return.  Vanguard's 
total  return  was  7.3%  over  the  five- 
year  period.  Vanguard's  one-year  re- 
turn last  year  was  29%. 

If  you  insist  on  buying  individual 
issues.  Harvard  Management's  Peter- 
son recommends  issues  with  good 
interest  coverage  and  strong  asset 
protection.  Such  issues,  in  fact,  are 
candidates  for  improving  to  invest- 
ment grade  and,  thus,  are  generating 
capital  appreciation.  These  issues 
don't  pay  the  superhigh  yields  expect- 
ed of  speculative  securities,  but 
they're  still  very  attractive.  Viacom 
10V4S  of  2001  now  trade  at  $105.50 
and  yield  9.4%.  They  are  not  callable 
for  ten  years  and  have  at  least  $3 
billion  of  good  equity  underlying  the 
debt.  Safeway  10s  of  2001,  yielding 
9.4%  and  trading  at  $103.75,  also 


have  a  large  equity  cushion.  They  are 
noncall  for  hfe.  Turner  Broadcasting 
12s  of  2001  yield  9.4%  and  have 
strong  cash  flow,  as  well  as  substantial 
underlying  equity. 

For  higher  yield,  Peterson  suggests 
a  few  speculative  issues,  such  as  new 
Federated  Department  Stores  10s  of 
2000,  which  trade  at  $95  and  yield 
11%.  These,  he  thinks,  will  be  paid  off 
if  the  company  can  come  to  market 
with  an  equity  offering  in  12  to  18 
months.  Dr  Pepper/Seven-Up  Cos. 
zero  coupons  due  1998  pay  11.30% 
and  have  the  potential  for  benefiting 
from  any  corporate  IPO.  Rowan  In- 
dustries' IF/ss  of  2001  trading  at 
$102.50  have  only  $200  million  of 
debt  with  no  payments  other  than 
interest  called  for  over  the  next  ten 
years.  As  the  company  possesses  a  lot 
of  financial  flexibility  to  weather  any 
storm  and  is  set  to  benefit  fi-om  an 
expansion  of  the  oil  business  as  the 
economy  speeds  up,  the  yield  is  high 
for  its  quality. 

Ralph  Stellmacher,  vice  president 
at  Oppenheimer  Management  Corp., 
who  runs  the  Oppenheimer  High 
Yield  Bond  Fund,  goes  for  high-re- 
turn, high-risk  issues.  As  an  example, 
Chrysler's  Auburn  Hills  Trust  16788 
of  2020  trade  at  104,  to  yield  16.25%. 
Stellmacher  likes  this  issue  because  it's 
guaranteed  by  Chrysler  Corp.,  which 
has  $3  billion  in  cash  and  a  $1  billion 
line  of  credit.  Prospects  for  Auburn 
Hills,  of  course,  depend  on  the  viabili- 
ty of  Chrysler. 

Stellmacher  is  also  willing  to  specu- 
late on  Businessland  5V2S  of  2007, 
which  yield  1 1  %  and  have  an  option  to 
convert  to  stock — though  the  conver- 
sion price  is  so  far  above  the  market 
that  the  issue  is  known  as  a  "busted 
convertible."  The  recent  acquisition 
of  Businessland  by  jwp  Inc.  carries 
some  assurance  of  continued  opera- 
tions and  improvement  in  credit  qual- 
ity from  BB  to  BBB.  If  that  happens, 
the  debt  trading  price  would  go  from 
the  current  60  cents  to  68  cents, 
Stellmacher  says. 

Junk  bonds  just  aren't  the  bargains 
they  were  a  couple  of  years  ago  when 
Forbes  recommended  them  (Feb.  19, 
Nov.  26,  1990).  Still,  if  you  feel  that 
you  need  yield,  junk  bond  funds  are 
probably  no  more  risky  than  the  stock 
market  and  the  return  is  more 
certain.  WKk 
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New  research  throws  heavy  doubt  on  a  major 
efficient  market  model.  Thus,  the  solid,  old  value 
approach  to  investing  looks  better  than  ever. 

Bye-bye  to  Beta 


BY  DAUID  DREMAN 


David  Dreman  is  chairman 
of  Dreman  Value  Management,  L.P., 
Investment  Counsel,  New  York,  and  author  of 
7776  New  Contrarian  Investment  Strategy. 


The  major  OFFSPFaNG  of  t±ie  Efficient 
Market  Hypothesis  (emh),  the  Capi- 
tal Asset  Pricing  Model  (capm), 
claims  that  the  only  way  to  beat  the 
market  is  to  take  higher  risk.  Thus,  if 
someone  has  beaten  the  market  by 
good  stock  picking,  it's  not  because 
he  or  she  is  smart  but  because  he  or 
she  gambled  by  buying  more  volatile 
stocks  and  won.  I  have  always  thought 
this  academic  wisdom  was  way  off 
base,  and  now  there's  new  evidence  to 
prove  I  was  right. 

Under  capm,  stocks  were  assigned  a 
Beta  rating — as  a  measure  of  their 
historical  volatility'.  A  stock  with  a 
higher  Beta  was  a  riskier  stock.  But  a 
soon  to  be  released  paper  by  Eugene 
Fama,  one  of  the  dominant  figures 
behind  emh,  and  Kenneth  French, 
both  professors  at  the  University  of 
Chicago,  measures  the  performance 
of  thousands  of  stocks  over  50  years. 
The  study  concludes  that  there  is  no 
link  between  risk,  as  the  academics 
define  it,  and  long-term  performance. 

According  to  Fama,  "Beta  as  the 
sole  variable  in  explaining  returns  on 
stocks  is  dead." 

This  is  not  just  ivory  tower  stuff. 
Beta  and  other  forms  of  risk  measure- 
ment decide  how  hundreds  of  billions 
of  dollars  are  invested  by  pension 
fiands  and  other  institutional  inves- 


tors. High  Betas  are  no-nos.  But  the 
money  manager  who  delivers  satisfac- 
tory returns  with  a  low- Beta  portfolio 
is  lionized. 

It  turns  out  it  could  all  come  out  of 
the  Wizard  of  Oz. 

But  why  is  that  a  surprise.^  Beta 
gives  the  appearance  of  being  a  highly 
sophisticated  mathematical  model 
but  is  constructed  while  looking  into 
a  rearview  mirror.  It  takes  a  number  of 
inputs  that  seemed  to  correlate  with 
volatility  in  the  past,  then  states  they 
will  work  again  in  the  fixture.  This  is 
bad  science.  Because  some  variables 
moved  in  step  with  volatility  for  a 
number  of  vears  does  not  mean  that 
they  initiated  it. 

A  classic  example  of  such  a  chance 
correlation  is  the  NFL-stock  market 
relationship.  When  a  team  fi"om  the 
original  nfl  has  won  the  Super  Bowl, 
the  market  has  gone  up  the  next  year  a 
large  percentage  of  the  time.  But  no 
serious  investor  believes  the  Super 
Bowl  victory  was  the  cause  of  the 
rising  market. 

I  predicted  years  back  that  Betas, 
built  as  they  were  on  spurious  correla- 
tions with  past  inputs,  were  unlikely 
to  work  in  the  future.  And  this  is 
precisely  what  has  happened.  Beta 
after  Beta,  each  of  which  was  sup- 
posed to  predict  future  risk  precisely, 
has  failed. 

If  not  Beta,  what.>  If  risk  cannot  be 
measured  by  volatilit)',  how  should  it 
be  determined.^  After  30  years  the 
course  of  risk  analysis  has  gone  fiill 
circle.  Fama  and  French  indicate  low 
price-to-book — a  pure  value  criteri- 
on— is  one  measure  that  produces 
above-average  returns  over  time. 

Here  are  a  number  of  the  value 
criteria  I  use,  some  of  which  date  from 
Graham  and  Dodd  in  the  Thirties,  or 
earlier.  They  are: 

First,  adequate  diversification,  not 
only  by  company  but  by  industr\-,  as 
well  as  bv  sector. 


Second,  reasonable  debt-to-capital 
structure — look  no  further  than  the 
LBO  excesses  of  the  1980s  to  see  the 
merits  of  this  one. 

Finally,  higher-than-market  earn- 
ings and  dividends  gro\\th  over  time. 

Here  are  a  number  of  issues  that 
meet  these  value/risk  criteria  and  ap- 
pear interesting  today: 

IMC  Fertilizer  (59)  is  a  large  miner 
of  potash  and  phosphates  that  it  up- 
grades and  markets  as  fertilizers. 
Earnings  should  increase  close  to  20% 
in  the  current  fiscal  year  (ending  June 
30),  with  further  gains  likely  in  the 
next  several  years.  The  stock  trades  at 
a  price/earnings  multiple  of  14  and 
yields  1.8%. 

International  Multifoods  (26)  is  a 
leading  processor  and  distributor  of 
food  products.  Income  should  be  up 
about  10%  in  the  fiscal  year  just  ended 
(Feb.  29)  and  continue  to  increase  at  a 
10%-plus  rate.  The  stock  has  a  P/E  of 
13,  yielding  3.1%. 

Monsanto  (67)  has  not  been  as  af- 
fected by  chemical  industr\'  csclicalit\' 
because  of  major  diversification  into 
agricultural  chemicals,  NutraSweet, 
pharmaceuticals  and  other  products. 
Earnings  hit  a  record  $4.87  a  share 
last  year  and  should  show  a  20%  in- 
crease in  1992.  MTC  trades  at  a  P/E  of 
13,>ielding3.1%. 

Universal  Foods  ( 3 1 )  is  a  large  man- 
ufacturer and  marketer  of  food  prod- 
ucts. Income  should  be  up  approxi- 
mately 10%  for  the  current  fiscal  year 
(ending  Sept.  30),  \\ith  accelerating 
growth  as  the  economy  improves. 
The  stock  trades  at  a  P/E  of  14  and 
yields  2.6%. 

Upjohn  (40),  a  major  drug  produc- 
er, continues  to  be  under  a  cloud 
because  of  negative  publicit>'  on  Hal- 
cion  and  fears  new  product  develop- 
ment is  slowing.  At  its  current  price, 
iri  more  than  discounts  the  nega- 
tives. The  stock  trades  at  a  r/E  of  13 
and  uclds  3.4%.  ^ 
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The  most  precious  thing  you  can  own 
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Land . . .  what  else  can  give  you  so  much  i^easnre  now  and  for  years  to  come? 


MMjhe  land  we're  offering  is  far 
I  from  the  crowds  and  rat  race  of 
A  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  Hves  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Enrol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303  1WA1 
Ft.  Garland,  CO  81133. 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has 
M^ed  the  merits  or  value  i(  any.  of  this  property  Equal  Credit  and  Housing  Opportunity  A  statement  arid  offering 
statement  has  been  tiled  with  the  Secretary  of  State  of  the  Slate  of  New  Vork  The  filing  does  not  constitute  approval 
of  the  sate  Of  leaseor  offer  for  sale  or  lease  bytheSecrr -a'.  c(S'.re'' a' 'he  Secretary  of  State  has  in  any  way  passed 
upon  the  ments  of  such  offering    A  copy  of  theoffe;  'Die  upon  request,  from  Sangre  de  Cristo 

Ranches  NYA86- 1 53  A  statement  of  Record  f^ied  v.  ii  Estate  Commission  permits  this  property 

to  be  offered  to  f^ew  Jersey  rp  ,oon  us  i  non;^  or  value  Obtain  the  New  Jersey  Public 

Offering  Statement  and  read  •  .  JA  #60686004  CO  Florida  AD  20537 
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MONEY  a  INVESTMENTS 


There's  a  surprising  degree  of  unanimity  among  top 
stock  market  timing  letters  that  the  bull  market 
will  end  sometime  later  this  year. 

Yes,  Viirgiiiia,  there  is  such 
a  thing  as  a  bear  market 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


WHERE'S  THE  TOP  in  this  seemingly 
inexhaustible  bull  market?  It  may  not 
be  far  off  if  the  best  of  the  market 
letter  writers  are  correct.  Almost  all 
the  market  timing  letter  editors  who 
have  beaten  a  buy-and-hold  since 
1980  are  forecasting  serious  interme- 
diate or  long-term  trouble  for  stocks. 

The  top -performing  letter  among 
those  the  Hulbert  Financial  Di£[est 
has  tracked  since  1980  is  The  Chartist, 
edited  by  Dan  Sullivan.  His  model 
portfolio  currentiy  is  just  58%  invest- 
ed in  stocks,  down  from  being  fully 
invested  a  year  ago.  Sullivan  is  pessi- 
mistic about  the  long  term  because, 
he  says,  the  stock  market's  impressive 
gains  over  the  past  decade  are  unsus- 
tainable. Sullivan's  study  of  the  mar- 
ket's cycles  convinces  him  that  the 
market  invariably  regresses  to  its 
long-term  average  annualized  gain  of 
about  10%  a  year.  Given  the  market's 
compound  annual  return  of  17%  since 
1982,  Sullivan  concludes  that  stocks 
over  the  next  few  years  "will  have  to 
produce  substantial  negative  returns 
in  order  to  return  to  the  10%  norm." 

This  doesn't  mean  the  stock  market 
can't  keep  going  up  over  the  short 
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term,  Sullivan  is  quick  to  point  out. 
Indeed,  for  now  he  believes  that  the 
market's  near-term  trend  is  up.  But 
any  further  gains  from  here  will  mean 
that  the  market  has  that  much  further 
to  fall  to  come  back  into  line  with 
historical  norms. 

The  Institute  for  Econometric  Re- 
search (headed  by  Norman  Fosback 
and  Glen  Parker,  and  which  publishes 
Market  Lo^ic)  is  another  one  of  the 
advisers  whose  timing  has  beaten  the 
market  since  1980.  Fosback  and 
Parker  are  nervous.  They  point  out 
that  the  market's  overvaluation  is 
"drastic,"  with  stocks  trading  at  some 
of  their  lowest  yields  and  highest  p/es 
in  history.  Even  if  the  market  fell  back 
to  just  historically  average  valuations, 
the  decline  would  be  severe — and,  of 
course,  the  market  easily  could  fall 
back  further  than  just  to  its  long-term 
average.  Accordingly,  Fosback  and 
Parker  have  built  up  a  45%  cash  posi- 
tion— the  most  they  have  had  since 
1981.  They  plan  to  use  any  fiirther 
short-term  strength  to  build  up  even 
more  cash. 

I  monitor  two  other  letters  besides 
Market  Logic  that  base  their  forecasts 
on  econometric  models,  and  though  I 
have  less  performance  data  for  them 
than  I  have  for  Market  Logic,  it  is 
noteworthy  that  both  also  are  cau- 
tious to  outright  bearish.  The  first  is 
The  Bi£i  Picture  (formerly  Indicator 
Di£iest),  edited  by  Stephen  Leeb.  His 
econometric  model  is  predicting  a 
loss  of  19%  for  blue-chip  stocks  over 
the  coming  year,  and  his  model  port- 
folio is  now  just  44%  invested. 

The  second  econometric  newslet- 
ter is  Hussman  Econometrics,  edited 
by  John  Hussman.  Hussman  predicts 
that  stocks  will  top  out  within  the  next 
few  months,  in  anticipation  of  which 


he  has  cut  his  portfolio  exposure  back 
to  half  what  it  was  last  year.  Further- 
more, he  says  he  expects  to  be  com- 
pletely out  of  the  market,  if  not  short, 
by  later  this  year. 

Another  timer  who  has  beaten  the 
market  since  1980  is  Bob  Nurock,  of 
Bob  Nurock's  Advisory.  Nurock  cor- 
rectiy  turned  bullish  on  the  market's 
short  term  in  December,  just  in  time 
to  catch  stocks'  strong  year-end  rally. 
And  at  the  time  (see  my  Jan.  20  col- 
umn) he  hinted  that  his  Technical 
Market  Index  (a  longer-term  model, 
formerly  known  as  Wall  Street  Week's 
"Elves")  might  also  generate  one  of 
its  rare  buy  signals.  But  today  the 
picture  is  quite  different.  Now,  ac- 
cording to  Nurock,  the  strong  rally 
has  caused  the  market's  intermediate 
and  long-term  prospects  to  deterio- 
rate— so  much  so  that  his  tmi  could 
generate  a  sell  signal  in  a  few  weeks' 
time.  Nurock's  model  portfolio  is 
45%  long  in  stocks,  55%  in  cash. 

How  bad  a  bear  market  do  we  have 
in  storei*  On  this  subject  the  top  per- 
formers don't  see  eye  to  eye.  On  the 
one  hand,  some,  such  as  Sullivan, 
envision  a  number  of  years  of  negative 
returns.  The  Institute  for  Economet- 
ric Research,  on  the  other  hand, 
thinks  that  it's  more  likely  we  will  just 
enter  a  sustained  period  of  quite  mod- 
est returns — during  which,  while 
stocks  won't  necessarily  lose  a  lot  of 
money,  they  won't  do  as  well  as  bonds 
or  even  money  market  fluids. 

But  this  lack  of  agreement  about 
the  bear  market's  sevcrit)'  is  less  signif- 
icant than  you  might  think.  It's  far 
more  important  for  you  to  know  that 
some  perceptive  obscr\crs  think  the 
partv'  is  about  over.  They  might  be 
wrong  this  time,  but  their  records  are 
prett)' darned  good.  ^ 
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MONEY  a  INVESTMENTS 


"here  are  fads  and  there  are  fundamentals. 
Both  favor  bank  stocks  right  now. 

Catching  the  beat 


Laszio  Birinyi  Jr.  is  president  of 
Birinyi  Associates,  New  York,  a 
financial  consulting  firm. 


Unlike  Henry  David  Thoreau,  who 
marched  to  a  different  drummer, 
most  professional  investors  spend  a 
great  deal  of  their  energy  trying  to 
catch  the  beat  of  the  market  and 
getting  in  step  with  it.  Right  now  the 
drummer  seems  to  be  beating  out  a 
banking  tune. 

Bank  stocks  have  quiedy  been 
imong  the  leaders  of  the  1992  mar- 
ket. There  are  fundamental  reasons 
for  this.  Their  costs  of  borrowing 
continue  to  decline,  but  as  bank  card- 
holders can  easily  note  every  30  days, 
their  costs  of  lending  have  not 
dropped  proportionately.  But  even 
where  the  fundamentals  haven't 
changed  for  the  better,  bank  stock 
prices  have.  Citicorp,  which  just  sev- 
eral months  ago  was  trading  in  single 
digits,  has  since  doubled,  even 
though  economic  circumstances  in 
New  York  City  have  not  improved, 
the  bank  has  not  been  restructured 
and  there  have  been  no  dramatic  cor- 
porate developments. 

Analysts  continue  mixed  on  the 
outlook  for  Citibank,  with  1992  esti- 
mates ranging  from  nothing  to  one 
intrepid  soul's  $2.60.  The  greatest 
cluster  of  estimates  is  around  $1, 
which  translates  into  a  17  price/earn- 
ings ratio.  While  this  is  not  Wal-Mart 
country,  it  is  no  candidate  for  a  Gra- 
ham and  Dodd  value  portfolio  either. 

By  and  large,  however,  the  funda- 


mentals look  favorable  for  banks.  The 
stories  regarding  real  estate  losses, 
problems  with  the  s&Ls  and  their  hesi- 
tancy to  lend,  have  probably  obscured 
the  banks'  increasingly  positive  fun- 
damentals. The  major  banks,  whose 
five-year  earnings  history  shows  a  de- 
cline of  45%,  with  the  change  in  1991 
being  down  10%  from  1990,  are  ex- 
pected to  rebound.  Obviously,  given 
the  record,  the  gain  is  likely  to  be 
dramatic.  The  30  Wall  Street  analysts 
who  cover  the  group  expect  a  28% 
gain  in  earnings  for  the  year  and  an 
8.8%  gain  over  the  next  five  years. 

Both  would  exceed  expectations 
for  the  market.  The  S&P  is  currendy 
anticipated  to  increase  earnings 
24.7%  this  year  and  7.9%  over  the  next 
five  years. 

Regional  banks  are  expected  to 
show  even  greater  improvement,  with 
a  66%  gain  in  this  year's  earnings  and 
9.6%  over  the  next  five  years.  The 
difference  is  manifest  in  P/Es,  as  the 
majors  are  trading  at  a  somewhat 
mundane  12.8  times  1992  earnings, 
with  the  regionals'  20.3  P/E  just  be- 
low that  of  the  S&P  500's  21.5. 

In  the  Jan.  6  issue  of  Forbes  we 
recommended  Wells  Fargo  but  not 
Citibank.  Wells  Fargo  apparently  is 
not  going  to  choke  on  its  real  estate 
exposure,  as  people  thought.  Wells 
Fargo  is  up  about  35%  but  Citicorp 
much  more.  That  Citibank  was  so 
strong,  even  lacking  improved  funda- 
mentals, now  convinces  me  more  that 
the  market  is  marching  to  a  banking 
beat.  Public  psychology  and  fashion 
now  favor  the  banks.  Chase,  First 
Chicago  and  BankAmerica  are  other 
large  stocks  that  have  done  well  in  the 
first  two  months  of  this  year. 

But  bank  stocks  are  in  abundance, 
and  even  having  segregated  the 
group,  the  investor  must  still  pick 
stocks.  Our  approach  of  analyzing 
trading  patterns  discerns  significant 
long-term  buying  in  the  following: 

NBD  Bancorp  (30),  a  Detroit  bank. 


is  up  only  slightly  this  year,  but  strong 
buying  interest  exists. 

Bank  of  Boston  (20)  recently  filed  to 
sell  more  stock,  but  that  did  not  deter 
the  interest  in  these  shares.  Although 
the  stock  is  up  from  $11,  investor 
interest  continues  strong. 

Barnett  Banks  ( 34 )  has  a  higher  P/E 
and  a  lower  yield  than  does  nbd  or 
Bank  of  Boston.  Here,  too,  investor 
interest  is  strong  and  buyers  need  not 
fear  profit  taking,  as  the  stock  is  basi- 
cally unchanged. 

Additionally,  a  large  number  of  re- 
gional stocks  show  signs  of  accumula- 
tion. Our  approach  is  to  focus  on 
what  is  going  on,  not  why.  These 
stocks  include: 

Corestates  Financial  (44),  the  old 
Philadelphia  National  Bank,  has  a  low 
multiple  (relative  to  other  banks),  and 
its  yield  is  higher  than  other  names 
previously  mentioned. 

First  American  (20)  of  Tennessee  is 
a  growth  bank,  if  ever  there  was  one. 
It  has  a  high  multiple,  low  yield,  but 
substantial  buy  interest  exists. 

Boatmen's  Bancshares  (43)  is  down 
from  its  1992  high  of  $40,  but  a 
decent  yield  and  low  multiple  may 
account  for  the  fact  that  large  traders 
bought  in  the  recent  dechne.  And 
aggressive  buying  of  a  falling  stock  is 
as  reliable  a  positive  indicator  as  an 
investor  can  hope  for. 

But  investors  should  be  aware  that 
the  attitude  is  not  the  same  toward  all 
banks  and  should  be  especially  leery  of 
two  prominent  and  celebrated  New 
York  banks.  Bankers  Trust  (58)  and 
J. P.  Morgan  Bankers  (59).  Both  are 
down  sharply  from  their  1992  highs, 
and,  perhaps  more  disconcerting, 
there  has  been  net  selling  in  both. 

Given  that  each  of  these  institu- 
tions has  expanded  its  nontraditional 
activities  over  the  last  several  years 
(going  into  areas  more  usually  associ- 
ated with  Wail  Street  firms),  perhaps 
the  market's  message  is  that  one 
should  indeed  "a  lender  be."         Wk 
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Our  politicians  run  around  shouting  that  the  economic 
sky  isfalling.  Did  they  thinkthe  transition  to  disarmament 
they  so  avidly  advocated  would  be  entirely  painless? 

The  sl^  is 
not  fallmg 


( 


BY  ALAN  REYNOLDS 


Alan  Reynolds  is  the  director  of 

economic  research  for  the  Hudson  Institute  of 

Indianapolis,  Ind. 


There  has  been  a  recession  after  ev- 
ery major  war  in  U.S.  history:  in  the 
1780s,  1867,  1920-21,  1949,  1953- 
54  and  including  the  Vietnam  cut- 
backs of  1970-71.  Why  should  the 
end  of  the  Cold  War  be  any  different.'' 

So  why  all  the  breast-beating  about 
the  current  economic  weakness?  In 
the  final  quarter  of  last  year  real  de- 
fense spending  fell  at  a  15.4%  rate. 
That's  a  pretty  severe  hit  for  many 
industries  and  many  parts  of  the  coun- 
try. If  defense  and  other  government 
purchases  are  excluded,  private  real 
GDP  rose  at  a  3.1%  rate  in  the  third 
quarter  and  2.3%  in  the  fourth.  Since 
last  April  the  only  recession  has  been 
in  government — mainly  defense. 

Is  this  such  a  huge  price  to  pay  for 
the  prospects  of  peace?  Is  it  any  reason 
to  think  the  economy  is  going  to  hell? 

Defense  cutbacks  cloud  many  sta- 
tistics. The  January  rise  in  durable 
goods  orders,  for  example,  would 
have  been  twice  as  large  had  it  not 
been  for  a  big  drop  in  defense  orders. 
Many  communities  have  become 
highly  dependent  on  defense  indus- 
tries, so  defense  cutbacks  depress  local 
construction  and  retailing,  as  well  as 
industries  that  supply  defense  con- 


tractors with  metals,  machines,  vehi- 
cles and  tools. 

In  the  past  couple  of  years,  nearly  ail 
the  states  with  above-average  unem- 
ployment and  below- average  growth 
have  been  those  with  major  defense 
industries.  In  New  England  personal 
income  grew  by  only  0.7%  between 
the  third  quarters  of  1990  and  1991, 
compared  with  2.8%  for  the  nation. 

Military  production  uses  a  lot  of 
metal,  and  armies  use  a  lot  of  fiiel,  so 
these  prices  tend  to  drop  with  declines 
in  military  demand.  In  the  past,  such 
as  in  1949  and  1952,  postwar  disar- 
maments were  usually  accompanied 
by  falling  prices,  at  least  of  industrial 
commodities.  The  most  extreme  ex- 
ample was  1921,  when  industrial 
commodity  prices  collapsed  by  54%. 

Prices  did  not  fall  in  1970,  after 
most  Vietnam  spending  ended,  but 
defense  spending  did  not  actually  de- 
cline that  time  because  of  the  Cold 
War.  But  in  1992  defense  spending 
is  declining — and  sharply — and  the 
usual  effect  in  depressing  commodity 
prices  is  already  apparent,  though  this 
price  squeeze  has  been  compounded 
by  tight  money  in  many  countries. 
For  example,  the  price  of  aluminum 
has  been  cut  in  half  in  two  years. 

Should  we  worry  about  this  defla- 
tion getting  out  of  hand?  No.  So  long 
as  we  don't  precipitate  another  trade 
war,  as  in  1921  or  1929,  such  price 
declines  are  likely  to  remain  moder- 
ate, as  commercial  uses  of  commod- 
ities gradually  begin  to  substitute  for 
military  demand. 

In  the  four  most  recent  periods 
of  disarmament,  unemployment  rates 
rose  by  2.4  to  10.3  percentage  points. 
So  far,  the  overall  employment  effects 
in  1990-92  have  been  relatively  mild, 
even  though  there  have  been  signifi- 


cant reductions  in  defense  jobs,  both 
civilian  and  military.  Armed  forces 
stationed  in  the  U.S.,  for  example, 
were  reduced  by  96,000  between  the 
fourth  quarters  of  1989  and  1991. 
There  is  much  more  to  come.  The 
1993  budget  plans  to  cut  uniformed 
personnel  by  17%  from  1991  to  1993, 
adding  over  300,000  to  the  number 
of  civilian  job  seekers. 

Although  there  are  always  difficult 
adjustment  problems  associated  with 
switching  from  military  to  civilian 
production,  this  certainly  does  not 
mean  the  country  should  keep  mili- 
tary spending  high  as  a  public  works 
program.  Consumers  undoubtedly 
will  benefit  if  companies  that  make 
military  uniforms  can  switch  to  mak- 
ing civilian  clothing,  if  aircraft  and 
shipbuilding  companies  switch  to  do- 
mestic transportation  and  exports, 
and  if  soldiers  switch  to  producing 
useftil  goods  and  services. 

There  will  be  a  transitional  cost — 
and  we  are  currentiy  paying  it.  Switch- 
ing buildings,  machinery  and  skills 
from  military  to  civilian  uses  is  not 
accomplished  overnight.  Some  peo- 
ple will  have  to  leave  communities 
dependent  on  defense  industries. 
Such  painfiil  adjustments  are  the  un- 
avoidable price  of  relocating  capital 
and  labor  toward  civilian  uses. 

Too  bad  our  politicians  don't  un- 
derstand all  tliis.  Instead,  the  very 
ones  who  are  most  eager  to  dismantie 
the  military  run  around  blaming  the 
sluggish  economy  on  Japan,  the  Pres- 
ident, millionaires  or  amthing  else 
they  can  imagine.  The  countr\-  is  not 
falling  apart.  This  transitional  period 
of  economic  difficult)'  is  simply  a  price 
that  must  be  paid  for  the  peace  divi- 
dend. It  is  a  price  that  always  has  been 
worth  pa\ing  in  the  past.  ■■ 


1  X 

,-0 

I  JOI 

k 

30 


■:< 


10 

t\ 


at 
It, 


^! 


152 


Forbes  ■  March  30,  1992 


I  lllHIlUltIL   «Jint1ILUI 


MONEY  &  INVESTMENTS 


_ooking  for  bargains  in  vacation  condos?  Rent  one 
Instead  and  put  the  down  payment  into  Treasury  bonds. 

very  expensive 
acation 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 

A.  Gary  Shilling  &  Co.,  economic  consultants 

and  investnnent  advisers.  His  firm  publishes  Insight, 

a  monthly  newsletter  covering  the  business 

outlook  and  investment  strategy. 


Do  YOU  HAVE  the  itch  to  buy  a  vaca- 
tion condo  now  that  prices  look 
cheap?  Are  you  attracted  by  those 
glossy  photos  in  the  advertisements 
and  in  the  shelter  magazines?  Are  you 
aJraid  that  if  you  don't  buy  at  least  one 
now  prices  will  jump  as  the  baby 
boom  generation  depletes  the  supply? 

My  advice:  Forget  it. 

To  show  you  how  much  you  don't 
want  to  own  a  vacation  condo,  con- 
sider this.  A  two-bedroom,  ocean- 
front  beauty  in  Vero  Beach,  Fla.  can 
currently  be  had  for  $225,000.  If  that 
sounds  good,  follow  me  through 
some  simple  arithmetic. 

Say  vou  put  down  20%,  or 
$45,000,  and  finance  $180,000  widi 
a  9%  mortgage,  for  an  annual  net  cost 
of  $16,200.  Maintenance:  $3,600  per 
year.  Property  taxes:  $2,500.  Now  we 
come  to  opportunity  cost.  If  you 
don't  buy  the  place,  you  will  have  that 
$45,000  to  invest.  In  long-term  Trea- 
surys  at  current  yields,  it  will  earn 
$2,400  a  year  in  aftertax  income  for  a 
high -bracket  individual.  So  add  that 
forgone  income  to  the  costs  of  carry- 
ing your  condo. 

Okay,  that  nice,  breezy  condo  in 
Vero   Beach   costs  you   $24,700   a 


year — a  tad  over  $2,000  a  month. 

But  would  you  really  use  the  place 
12  months  a  year?  Almost  certainly 
not.  Essentially,  the  season  there  is 
after  Christmas  through  March.  If 
you  are  a  fairly  typical  owner,  you 
might  occupy  the  place  one  of  those 
months  and  rent  it  the  other  two  at 
$2,500  per  month.  This  knocks 
$5,000  off  your  costs,  bringing  your 
total  annual  outlay  to  $19,700  before 
tax  deductions. 

Since  you  are  occupying  the  condo 
more  than  14  days,  or  10%  of  the  time 
it  is  rented,  you  cannot  deduct  ex- 
penses beyond  the  amount  of  rental 
income,  or  $5,000.  Even  if  you  occu- 
py it  less,  the  passive-loss  rules  won't 
let  you  deduct  more  until  you  sell  the 
place,  unless  your  annual  income  is 
less  than  $150,000  or  you  have  offset- 
ting passive  income. 

Furthermore,  your  personal  deduc- 
tion of  mortgage  interest  and  proper- 
ty taxes  is  limited  to  the  percentage  of 
time  you  don't  rent  your  condo.  And 
you  can't  even  deduct  the  mortgage 
interest  if  you  already  own  another 
vacation  house  with  a  big  mortgage. 
You  may  also  be  limited  by  the  alter- 
native minimum  tax.  Under  the  best 
of  circumstances,  your  aftertax  cost  is 
$14,500  if  you  are  in  the  upper  tax 
bracket.  (Thanks  to  Neil  Becourtney 
of  Trien,  Rosenberg,  CPAs  in  Morris- 
town,  N.J.,  for  guiding  me  through 
the  tax  thicket.) 

Big  deal.  In  essence  you  are  paying 
$14,500  to  carry  that  condo  that  you 
will  occupy  a  month.  Or  you  could 
rent  one  for  $2,500  a  month,  and  let 
the  owner  worry  about  floods,  hurri- 
canes and  all  the  other  things  that  can 
happen  to  property. 

Of  course,  the  real  estate  agent  will 
remind  you  about  the  prospective 
appreciation.  My  view  here  is:  Forget 
past  experience.  In  the  bleak  realty 


market  I  see  ahead,  you  will  be  lucky  if 
your  condo's  price  rises  at  the  overall 
CPI  rate.  In  my  view,  inflation  is  down 
and  going  down  further — to  maybe 
2%  per  year  or  less. 

But,  okay,  let's  assume  a  4%  infla- 
tion rate.  Four  percent  appreciation 
adds  $9,000  to  your  investment's  val- 
ue every  year,  so  your  one -month 
annual  stay  in  Vero  Beach  costs  you 
$5,500,  net.  (We  will  be  generous  to 
the  real  estate  agent  here  and  just 
forget  about  the  tax  you  eventually 
have  to  pay  on  capital  gains.) 

You  think  4%  is  too  low  an  assumed 
appreciation  rate?  Then  you're  not 
living  in  the  same  world  I  am.  In  the 
world  I  live  in,  all  types  of  real  estate 
are  overbuilt  and  the  baby- boom  gen- 
eration is  already  well  housed.  On  top 
of  that  there's  a  huge  overhang  of 
condos  held  for  speculation  by  people 
who  hoped  to  get  rich  buying  them. 
Lots  of  these  folks  are  just  waiting  for 
the  market  to  perk  up  to  get  out. 

So  in  my  view  a  2%  annual  apprecia- 
tion is  more  likely.  I'll  spare  you  fur- 
ther arithmetic,  but  it's  clear  a  2% 
appreciation  rate  would  almost  dou- 
ble your  costs  over  a  4%  rate. 

So  for  those  modest  appreciation 
prospects  and  one  month  in  the  sun 
you  have  tied  up  $45,000  in  cash, 
incurred  heavy  interest  and  mainte- 
nance expenditures  and  have  the  year- 
round  headache  of  worrying  about 
property  damage,  plus  rising  taxes 
and  rising  common  fees. 

Here's  a  better  way.  Take  that 
$45,000  and  invest  it  in  Treasury 
bonds.  Your  aftertax  return  will  more 
than  pay  for  a  month's  Florida  rental 
and  someone  else  has  the  problem  of 
being  an  absentee  owner. 

If  you  feel  like  speculating,  here's 
an  even  better  alternative  than  real 
estate.  Use  that  $45,000  to  buy  Trea- 
sury 30-year  zeros  on  20%  margin. 
They  currendy  yield  8.25%,  so  you 
will  have  a  positive  carry.  If  long-term 
interest  rates  drop  to,  say,  6%,  you  will 
have  a  capital  gain  of  $207,000  on 
your  $45,000.  I  happen  to  think 
long-term  rates  are  coming  down 
even  more  than  that.  If  you  take  4%  as 
the  final  rate,  your  capital  gain  on 
those  zeros  rises  to  $550,000 — a 
1,200%  return. 

Forget  those  glossy  photos.  Tell 
your  real  estate  agent  to  find  you  a 
worry- free  rental.  HI 
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Explosive  stocks 

AiRBAG  makers  are  humming  thanks 
to  regulations  requiring  all  cars,  vans 
and  trucks  to  have  frontal  crash  pro- 
tection systems  for  both  the  driver 
and  front-seat  passenger  by  1997.  It's 
estimated  the  airbag  market  will  reach 
30  million  units  in  1996,  almost  ten 
times  the  number  sold  last  year. 

Morton  International  and  trw 
pretty  much  split  the  airbag  market 
evenly.  But  there's  a  hot  battle  shap- 
ing up  between  the. two  companies 
that  supply  most  of  the  explosive 
charges,  called  initiators,  that  help 
inflate  airbags.  The  competitors  are 
$84  miUion  (sales)  oea.  Inc.  and  $24 
million  Special  Devices,  Inc. 

Analysts  expect  the  initiator  mar- 
ket, now  only  $25  million  at  most,  to 
reach  $150  million  by  1995.  oea 
currently  dominates  it  with  a  nearly 
70%  share.  Last  year  oea  earned  60 
cents  a  share,  up  28%  over  1990.  Its 
NYSE-listed  stock — recent  price  of 
30 — sells  for  42  times  estimated  1992 
earnings  and  for  over  7  times  sales. 
Pretty  high — especially  when  it  looks 
as  if  upstart  Special  Devices,  five  of 
whose  top  managers  are  defectors 
from  OEA,  is  coming  on  strong. 

Special  Devices,  based  in  Newhall, 
Calif,  has  signed  a  contract  to  supply 
TRW  with  initiators  for  its  GM,  Ford, 
Toyota  and  Honda  airbags  through 
1994.  By  the  1995  model  year  Special 
Devices  will  produce  at  least  75%  of 
TRW's  initiators.  It's  also  expected  to 
pick  up  increasing  orders  from  Mor- 
ton. Paine  Webber  analyst  Stephen 
Girsky  estimates  that  by  1996  Special 
Devices'  market  share  will  be  50%,  up 
from  5%  today. 

Special  Devices'  o-t-c  stock,  which 
went  pubhc  last  August  at  $9 . 5  0 ,  is  no 
bargain.  Recently  at  15,  it  sells  for  4 
times  sales  and  33  times  Girsky 's  1992 
earnings  estimate  of  45  cents  a  share. 
But  that's  a  lot  cheaper  than  oea, 
whose  days  of  dominance  are  num- 
bered. Special  Devices  has  5.8  million 
shares.        -Gretchen  Morgenson 


First  things  fiirst 

Wall  S  i  rhht  analyst  noses  are  out  of 
joint  over  Salomon  Inc.'s  new  inves- 
tor relations  policy.  At  last  month's 
meeting  bciwecn  the  investment 
community  and  management,  Solly 
Chairman  Warren  Buft'ett  announced 


that  from  now  on  investor  contact 
with  the  company's  top  brass  will  be 
limited  to  a  few  meetings  a  year,  like 
the  one  held  in  February.  Between 
meetings,  even  the  biggest  institu- 
tions will  have  to  make  do  with  pub- 
licly available  information,  including 
SEC  filings  and  earnings  reports. 

Some  analysts  grumble  that  their 
lack  of  access  will  hurt  Salomon's 
stock  (recently  29).  But  possibly  the 
reverse  will  be  true.  Take  Henry  Sin- 
gleton's Teledyne  Inc.  Singleton's 
shyness  of  Wall  Street  is  legend,  yet 
Teledyne  has  been  one  of  the  best 
stocks  of  the  last  two  decades. 

Buffett's  message  is  that  he  wants 
to  treat  all  investors  the  same.  That 
way,  Solly's  management  can  worry 
about  running  the  company,  not  the 
stock.  From  a  shareholder's  point  of 
view,  what's  wrong  with  that? 

Straw  in  the  wind? 

Sanford  (Sandy)  Weill,  chairman 
of  Primerica  Corp.,  has  been  known 
to  make  a  good  sale  or  two,  such  as 
when  he  sold  Shearson  Loeb  Rhoades 
to  American  Express  in  1981  for 
around  $1  billion.  Recendy  Weill 
made  another  sale  that  may  be  in- 
structive. Last  month  Primerica, 
which  owns  broker/investment 
banker  Smith  Barney,  collected  nearly 
$24  million  when  it  sold  most  of  its 
21%  stake  in  $323  million  (net  reve- 
nues) Inter- Regional  Financial 
Group,  Inc.,  the  Minneapolis- based 
holding  company  for  regional  broker- 
ages Dain  Bosworth  (Minneapolis) 
and  Rauscher  Pierce  Refsnes  (Dallas). 


Brokerage  stocks  were  big  winners 
in    1991.    Some,    such    as    Charles 
Schwab  and  Bear,  Stearns,  have  con- 
tinued to  rise  sharply  this  year.  Why, 
then,  did  Weill,  who  through  Smith  ' 
Barney  has  his  finger  on  the  pulse  of ' 
the  industry,  sell  out  of  Inter- Region-  ' 
al?  Maybe  he  thinks  brokerage  stocks  ' 
are  getting  toppy.  Indeed,  Primerica's 
1.35   million  Inter-Regional   shares 
were  sold  to  the  public  at  S18.63  a 
share,  well  over  three  times  their  price 
not  much  more  than  a  year  ago. 

They  say  you  never  go  broke  taking 
a  profit.  It  may  behoove  investors  to 
follow  Weill's  example  and  take  some 
profits  on  the  brokerage  stocks. 

Dangerous  stock 

Aura  Systems  Inc.  has  a  technology 
for  making  electromagnetic  actua- 
tors, which  reduce  the  fiiction  be- 
tween fast- moving  parts.  The  El  Se- 
gundo,  Calif -based  company  boasts 
of  development  contracts  with  the 
likes  of  Boeing,  Kodak,  Texaco,  Gen- 
eral Dynamics  and  Toyota. 

Investors  have  pushed  the  stock  to 
fantastic  levels.  The  o-t-c  stock's  been 
volatile,  ranging  fi-om  378  to  12V4 
over  the  last  year;  at  a  recent  price  of 
8V2,  Aura  sports  a  market  cap  of  $224 
million.  Not  bad  for  an  outfit  that  last 
year  lost  $5  million,  or  22  cents  a 
share,  on  $8.3  million  in  sales. 

This  stock  has  danger  written  all 
over  it.  Take  the  development  con- 
tract Aura  had  with  General  Motors' 
Saginaw  division.  Last  November 
Aura's  chief  financial  ofiicer  told  a 
wire  service  Aura  expected  a  $42  mil- 
lion contract  to  supply  actuators  to 
GM.  But  Aura  delivered  its  final  test 
products  to  GM  on  Feb.  25  and  has  yet 
to  be  gi\en  a  production  contract. 

Then  there's  the  lawsuit  a  subsid- 
iary^ of  Adolph  Coors  Co.  filed  against 
Aura  last  year.  Seems  the  brewer  imit- 
cd  Aura  to  take  a  look  at  its  canmaking 
operation.  Coors  claims  dial  after 
Aura  signed  an  agreement  not  to  dis- 
close the  Coors  process.  Aura  applied 
for  a  patent  incorjxirating  Coors' 
technology  and  promptly  signed  a 
licensing  deal  with  packager  Ball 
Corp.  Coors  was  awarded  a  prelimi- 
nar\'  injunction  prohibiting  Aura 
from  using  this  technology.  Aura  has 
countersucd,  alleging  that  Coors  mis- 
appropriated Aura's  process. 
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Another  warning  flag:  There  has 
been  steady  insider  selling  since  last 
year.  For  instance,  director  Peter  Ja- 
quith  has  sold  107,000  shares,  or  9% 
of  his  holdings,  since  May  1991 .  This, 
despite  the  fact  the  New  York  broker- 
age he  runs,  First  Hanover  Securities, 
makes  a  market  in  the  stock  and  has 
actively  been  recommending  it. 

With  the  stock  at  such  lofty  levels, 
there's  not  much  room  for  errors  or 
disappointments.       -Lisa  Coleman 

£1  conquistador 
strikes  again 

Mexican  billionaire  Carlos  Slim 
Helii,  the  son  of  a  Lebanese  immi- 
grant, led  the  successful  $1.7  billion 
privatization  of  Telefonos  de  Mexico 
(Forbes,  Sept.  16,1991).  With  Slim  as 
chairman,  Telmex  last  year  earned 
$2.3  billion  on  sales  of  $5.4  billion, 
which  included  a  $207  million  nonre- 
curring gain  from  the  retirement  of 
debt  acquired  from  the  Mexican  gov- 
ernment. Since  last  September  Tel- 
mex's  Big  Board- traded  shares  have 
skyrocketed  69%,  to  a  recent  55"%. 

Last  month  Slim,  5 1 ,  made  another 
interesting  move.  Slim's  holding 
company,  Grupo  Carso,  bought  30% 
of  Grupo  Condumex,  a  pubhcly  trad- 
ed maker  of  electric  conduits,  fiber- 
optic cable  and  auto  parts,  for  $140 
million  from  beleaguered  Italian  tire- 
maker  Pirelli.  Slim  now  controls  40% 
of  Condumex's  80  million  shares  out- 
standing. He  will  use  the  company  to 
supply  material  for  Telmex's  rapid 
expansion.  Plans  call  for  1  million  new 
telephone  lines  by  the  end  of  this  year 
alone.  Even  so,  only  21%  of  Mexican 
households  will  have  phone  service; 
there  will  be  enormous  room  to  grow 
for  the  rest  of  the  decade. 

Condumex's  earnings  were  off  35% 
last  year,  to  $24  million  (30  cents  a 
share),  on  sales  of  $630  million  be- 
cause of  expenses  related  to  renegoti- 
ating its  supply  contracts  with  Tel- 
mex. But  Luis  Martinez,  an  analyst 
with  Inverlat  in  Mexico  City,  expects 
earnings  to  rebound  25%  this  year,  to 
about  38  cents  a  share.  The  news  of 
Slim's  purchase  boosted  Condumex 
shares,  which  trade  only  on  Mexico 
City's  Bolsa,  20%  in  just  three  days. 
But  at  a  recent  price  of  around  $8, 
Martinez  thinks  the  stock  still  has 
some  upside  left.  -Claire  Poole  ■§ 
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Field  of  dreams. 


Most  city  children  only  get  to  dream  about 
wide  open  grassy  fields  or  cool  country  streams. 

But  with  a  gift  of  $314  to  The  Fresh  Air  Fund, 

a  city  kid  can  actually  w^ake  up  as  a  country  boy 

for  two  glorious  weeks  this  summer. 

Please  give  to  The  Fresh  Air  Fund  at 

1040  Avenue  of  the  Americas, 

NewYork,  NY  10018. 

It  could  be  the  dream  of  his  lifetime. 


The  Fresh  Air  Fund 

Because  we  all  have  enough  to  share. 


A  copy  of  the  last  financial  reports  filed  with  the  Pepartment  of  State  may  be  obtained  by 
wnting  to;  New  York  State  Department  of  Stnte,  Office  of  Chanties  Registration,  Albany, 
NY  122.31.  or  The  Fresh  Air  Fund,  1040  Avenue  of  the  Americas,  New  York,  NY  10018. 
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THE  FORBES  500S 

THE  ANNUAL  DIRECTORY  OF  AMERICA'S  CORPORATE  LEADERS 

The  FORBES  500s  issue  is  the  most  complete  and  comprehensive  of  its  kind,  providing  a 
multidimensional  evaluation  of  America's  largest  companies.  FORBES  bases  the  performance  of  800 
companies  on  one  or  more  of  the  following  criteria:  sales,  profits,  assets  and  market  value  -  which 
are  three  more  criteria  than  Business  Week.  And  unlike  Fortune's  industrial-intensive  list,  FORBES 
includes  service  and  retail  companies,  financial  institutions  and  utilities.  FORBES  also  measures 
productivity  and  stock  market  performance. 

FORBES  editors  then  asked  themselves,  "What  else  could  we  do  to  provide  a  total  picture?"  And 
thus  the  FORBES  Super  50,  which  identifies  the  absolute  leaders  by  their  across-the-board  showing 
on  FORBES  four  main  lists,  was  born. 

Let's  face  it  —  there's  more  than  one  industry  and  more  than  one  way  to  measure  success,  and  the 
FORBES  500s  does  it.  No  wonder  more  top  managers  consult  this  directory  than  any  other. 


The  March  23,  1992  closing  date  for  The  FORBES  500s  is  fast  approaching. 
To  reserve  space,  call  a  FORBES  representative  today. 


Issue  Date:  April  27,  1992 

Closing  Dates:  March  16,  1992  (Partial  pages)     March  23,  1992  (Full  pages) 

A  perfect  bound  issue  with  Reader  Service  Card    ^    Note:  Issue  and  closing  dates  subject  to  change. 


KLASHBACKS 


EDITED  DV  DERO  A.  SAUNDERS 


'The  more  things  change . . ." 
70  years  ago  in  Forbes 

;From  THE  ISSUE  OF  Apr.  1,  1922) 
'The  dollar  buys  one-quarter  more 
ill  New  York  now  than  it  did  at  the 
eginning  of  1921,  reports  to  the 
Department  of  Labor  show.  In  other 
irst-dass  cities  the  value  of  the  dollar 
s  virtually  the  same  as  in  New  York." 


"William  D.  Haywood  heads  a 
^roup  of  American  IWW  [Industrial 
(Vorkers  of  the  World]  men  to 
[W'hom  Premier  Lenin  has  granted  a 
concession  to  operate  the  big  Nadej- 
dinsky  Iron  Works  in  the  Ural 
JMountain  region,  part  of  the  coal 
piines  in  the  Kosnetz  Basin  and 
auxiliary  factories." 

60  years  ago 

;  From  the  issue  of  Apr.  1 ,  1932 ) 


50  years  ago 

(From  the  ISSUE  OF  Apr.  1, 1942) 


somewhat  varied  approach.  .  .  . 
Woolworth  tried  to  have  its  cake  and 
eat  it  by  keeping  its  variety  stores 
while  creeping  into  discount  depart- 
ment stores.  [Kresge's]  answer  was 
entering,  via  Jupiter  and  Kmart 
stores,  into  discounting." 


years  ago 


^ORBES  map  shows  how  tough  things 
ivere  in  eariy  '32,  with  "fair"  (i.e.,  poor) 
business  in  a  few  areas  and  the  rest  of 
the  country  "quiet"— meaning  awful. 


'It  does  not  seem  possible  that  cer- 
tain basic  commodities  could  decline 
much  farther.  Are  not  such  things 
ilready  extraordinarily  cheap:  rubber 
It  3  cents;  copper  at  6  cents  or  less; 
aw  sugar  under  %  of  a  cent  a  pound; 
vheat  at  a  litde  over  half-a-doUar  a 

fushel;  cotton  around  6V2  cents;  silk 
t  $1 .40;  lead  at  SVs  cents;  hides  at  6 
:ents;  iron  around  $15,  and  steel 
billets  $27  per  ton.?" 

'Some  of  the  important  aspects  of 
he  proposed  new  billion-dollar  tax 
i^ill  include  increased  normal  and  sur- 
ax  rates  on  corporation  income  taxes, 
iirger  estate  taxes,  a  2V4%  manufac- 
urers  sales  tax,  a  gasoline  import  tax, 
stock  transfer  tax  and  a  possible  tax 
f^n  amusement  admissions." 
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Novel  war  item:  a  blackout  awning. 


"Decision  to  convert  all  industry, 
except  a  minimum  fringe  for  civilian 
necessities,  and  the  'inventory'  regis- 
tration of  90%  of  all  men  in  the  U.S. 
labor  force  spell  out  repercussions 
which  extend  beyond  winning  this 
war.  As  war  comes  to  form  the  back- 
bone of  all  the  jobs  in  America,  a  new 
era  of  military  dominance  is  in  pros- 
pect. An  armed  force  of  10  million 
men  is  the  end-of-1943  goal." 

"Of  the  5  million  workers  now  en- 
gaged in  war  production,  only  half  a 
million  are  women.  At  the  end  of  the 
last  war,  we  had  9  million  workers  in 
war  plants,  of  which  at  least  2V4,  mil- 
lion were  of  the  fair  sex.  Before  the 
year  is  out,  however,  women  should 
make  big  gains  in  the  industrial  world. 
Officials  predict  a  war-plant  force  of 
15  million,  including  3V^  million 
women." 

25  years  ago 

(From  THE  ISSUE  OF  Apr.  1, 1967) 
"Organized  labor's  organizing  ef- 
forts have  come  to  almost  nothing  in 
recent  years,  according  to  latest  De- 
partment of  Labor  figures.  During 
the  past  five  years,  a  period  when  the 
total  work  force  expanded  by  10  mil- 
lion, labor  has  added  on  average  only 
20,000  members  a  year.  Result  is  that, 
out  of  79  million  in  today's  labor 
market,  only  a  trifle  over  15  million 
are  members  of  AFL-CIO  unions." 

"By  1962  Kresge  was  earning  just 
over  4%  on  its  stockholders'  equity, 
and  profits  had  fallen  35%  in  five  years. 
Other  variety  chains,  while  not  in  the 
same  straits  as  Kresge,  were  also  feel- 
ing the  pressure.  In  trying  to  get  back 
on  the  track,  each  company  used  a 


10 

(From  the  issue  of  Mar.  29, 1982) 
"For  now,  the  recession  is  deepen- 
ing; the  slight  rebound  last  month 
was  just  a  fluke.  In  the  first  two 
months  of  this  year,  according  to  Dun 
&  Bradstreet,  more  than  3,500  com- 
panies have  closed  their  doors,  a  55% 
jump  over  the  first  two  months  of 
1981.  Retailers  are  the  hardest  hit, 
followed  by  construction  companies. 
This  indicates  that  consumers,  who 
will  lead  the  upturn,  are  still  retrench- 
ing. Consumer  fears  are  also  reflected 
in  new  auto  sales,  which  plummeted 
27%  in  February  despite  widely  bally- 
hooed  rebates." 


Hockey  star  Wayne  Gretzky  with  his 
enterprising  agent,  Gus  Badali. 


"With  the  National  Hockey  League 
season  not  yet  over,  young  Wayne 
Gretzky  last  month  surpassed  Phil 
Esposito's  record  of  76  goals  scored 
in  one  season.  He  showed  an  aston- 
ishing grace  under  all  the  pressure  and 
hoopla  although  he  is  only  21  years 
old.  The  salary  records  Gretzky  is 
setting  are  no  less  astonishing.  If  his 
knees  hold  up  and  if  his  teammates  on 
the  Edmonton  Oilers  do  well, 
Gretzky  could  earn  more  than  $20 
million  Canadian  ($16.5  million 
U.S.)  over  the  next  15  years  by  the 
terms  of  his  unprecedented  20-year 
contract."  IH 
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THOUGHTS  OH  THE  BUSIHESS  OF  LIFE 


I 


Clout  is  something  some 
seem  to  have — until  they 
try  exercising  it. 

Ifs  the  less-bright 
students  who  make 
teachers  teach  better. 

One  often  reads  about  the 
art  of  conversation — how 
it^s  dyin£r  or  what's 
needed  to  make  it  flourish, 
or  how  rare£[ood  ones  are. 
But  wouldn't  you  a^rree 
that  the  infinitely  more 
valuable  rara  avis  is 
a£[ood  listener? 

The  dumbest  people  I  know 
are  those  who  Know  It  All. 

Failure  is  success 
if  we  learn  from  it. 

-Malcolm  Forbes 


A  Text ... 

For  the  poor  shall 
never  cease  out  of  the 
land;  therefore  I 
command  thee,  saying: 
Thou  shalt  open  thine 
hand  wide  unto  thy 
brother,  to  the  poor, 
and  to  thy  needy. 
-Deuteronomy  16:11 


Sent  in  by  Norbert  Strauss,  En- 
glewood ,  N .  J .  What's  your  favor- 
ite text?  The  Forbes  Scrapbook 
of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


The  reason  why  we  have  two 
ears  and  only  one  mouth 
is  that  we  may  listen  the 
more  and  talk  the  less. 
-Zeno  of  Citium 

Conversation:  A  fair  for  the 
display  of  the  minor  mental 
commodities,  each  exhibitor 
being  too  intent  upon  the 
arrangement  of  his  own 
wares  to  observe  those 
of  his  neighbor. 
-Ambrose  Bierce 

Reading  makes  a  hill  man, 
meditation  a  profound  man, 
discourse  a  clear  man. 
-Benjamin  Franklin 

Conversation:  The  slowest 
form  of  human  communication. 
-Don  Herold 

I  distrust  the  incommunicable; 
it  is  the  source  of  all  violence. 
-Jean-Paul  Sartre: 
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Never  speak  of  yourself  to 
others;  make  them  talk  about 
themselves  instead.  Therein 
lies  the  whole  art  of  pleasing. 
Everyone  knows  it  and 
everyone  forgets  it. 
-Edmond  &  Jules  de  Goncourt 

The  happiest  conversation 
is  that  of  which  nothing 
is  distincdy  remembered, 
but  a  general  effect  of 
pleasing  impression. 
-Samuel  Johnson 

We  don't  see  things  as  tl^ey 
are,  we  see  things  as  we  are. 

-Anais  Nin 

In  this  world  we  must 
cither  institute  conventional 
forms  of  expression  or  else 
pretend  that  we  have  nothing 
to  express;  the  choice 
lies  between  a  mask  and 
a  figleaf 
-George  Santayana 


A  gossip  is  one  who  talks  to 
you  about  others;  a  bore  is 
one  who  talks  to  you  about 
himself;  and  a  brilliant 
conversationalist  is  one  who 
talks  to  you  about  yourself. 
-Lisa  Kirk 

A  man  does  not  know  what  he 
is  saying  until  he  knows 
what  he  is  not  saying. 
-G.K.  Chesterton 

It  is  not  what  we  learn  in 
conversation  that  enriches  us. 
It  is  the  elation  that  comes 
of  swift  contact  with  tingling 
currents  of  thought. 
-Agnes  Repplier 

When  the  eyes  say  one  thing 
and  the  tongue  another,  a 
practiced  man  relies  on  the 
language  of  the  first. 
-Ralph  Waldo  Emerson 

My  skepticism  long  ago  led 
me  to  the  belief  that  writers 
write  for  themselves  and  not 
for  their  readers,  and  that 
art  has  nothing  to  do  with 
communication  between 
person  and  person,  but  only 
between  different  parts 
of  a  person's  mind. 
-Rebecca  West 

You  cannot  speak  of  ocean  to 
a  well -frog,  the  creature  of 
a  narrower  sphere.  You  cannot 
speak  of  ice  to  a  summer 
insect,  the  creature  of  a  season. 
-Chu.\ng  Tzu 

Experience  docs  not  err; 
only  your  judgments 
err  by  expecting  from  her 
what  is  not  :n  her  power. 
-Leon.\rdo  d\  Vinci 

Conversation:  Something 
that  starts  the  moment 
vou  put  your  toot  through 
the  television  set. 
-Anonymous 
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